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ADVERTISEMENT. 

THE first intention in writing the following pages, was 
40 animadvert on some opinions relating to the principles 
of political economy, which had met with a very gene- 
ral circulation, through the medium of several well-written 
panqphlets on the depreciation of the currency. 

I t  beaame irksome, however, and seemed but an invidious 
task, to select from works that possessed generally a very 
high degree of merit, a few particular passages, merely to 
dwell upon their errors; and the author therefore determined 
to arrange his own thoughts upon the subject, in an order 
that might admit of his incidentally commenting upon such 
opinions of other writers, as appeared to be in opposition to 
hi own. 

I t  will perhaps be but too apparent that these remarks 
upon the principles of exchange have been written and sent 
to the press, with more haste than is altogether consistent 
with the respect due to the public; and the author would 
willingly have delayed the publication till he had an oppor- 
tunity of revising and correcting the style : but the cir- 
cumstances of the present moment seem so peculiarly suited 
to a Treatise of this nature, that he has not been deterred by 
personal considerations, from communicating his opinions to 
the public, on a subject which has long occupied his at- 
tention. 

In the esecution of his plan, his endeavour has been, to 



iv ADVERTISEMENT. 

hold a middle course between such a conciseness as might 
be incompatible with perspicuity, and that degree of super- 
fluous illustration whicll might appear to insult the under- 
standing of his readers. 

H e  is not without hopes that he may escape being classed 
with those " who, while'they imagined that they themselves 
a had made important discoveries, uniformly found that 
" no discoveries had been made by their predecessors ;" for 
the author neither pretends to discoveries liimself, nor de- 
nies that merit to others. If the following observations 
have any claim upon the public attention, it can arise solely 
from the attempt to discriminate, more accurately than has 
hitherto been done, the operatidn of causes that have been 
long known, and frequently discussed ; hut which have not 
met with so distinct and detailed a consideration as the 
author deem6 essential to a due comprehension of the 
subject. 

OBSERVATIONS, 

8Fc. 81c. Nc. 

INTRODUCTION. 

THE principles which regulate the excbangu 
will be investigated in the simplest manner, by an  
arrangement that may lead the mind gradually 
from the separate consideration of the individual 
causes by which it is influenced, to the more com- 
plicated results that arise from their combined 
operation. 

The  effects of the exchaiige are first practicaily 
fklt, when the intercourse between foreign nations 
has rendered it necessary to make a remittance 
from one country to another. 

The  usual mode of making a remittance, either 
for the discharge of debts previously existing, or 
for the purpose of investing it in foreign produce, 
is to purchase atid transmit, to the person to whom 
the remittance is to be made, a foreign bill of 
errchange. 



A foreign biil of excl~ange is an order addressed 
to some person residing abroad, directing him to 
pay a determinate quantity of foreign currency 
to the person in whose favor it is drawn. The  

quantity, therefore, to be paid, is fixed by the 
sum specified in the bill ; but the amount of Bri- 
tish currency to be given here, for the purchase 
of the bill, is by no means fixed, but is con- 

tinually varying, from causes which it is the object 
of this essay to explain. 

When the market price of foreign bills is high, 
the exchange is said to be unfavorable, because 
a larger sum will be required for discharging a 
given amouilt of foreign payments. When the 

market price is low, the exchange is said to be 
fitvorable, because the dischal-ge of tlte same 
amount OF foreign payments will be effected by  
n smaller quantity of British currency. What- 

ever therefore affects the price of a foreign bill, 
will a'lTwt the state of the exchange. 

NOW the price of bills will depend, in the same 
manner as that of any other commotlity, upon two 
causes : 

'First, on their abundance or scarcity in the 
market, compared with the demand for t h m ;  
and secondly, on the value of tile currency in 
which they are to be paid, compared with the va- 

lue of that with which they are bought. 
Tf there be a certain quantity of fo: eisu b;l!s in 

the markct, and at the sanle lillic n great demand 
$or nialiing foreign paymcuts or investments, the 
liolders of bills will soot1 fcel the effect of the com,ie- 
titiou far their purchase, ant1 will refuse to part K it11 
them, except an additioilal price be given as a pre- 
niiuni. Tf, oil the contrary, there l ~ e  an abundant 

supply of bills in the marlict, ant1 not much de- 
mancl for forcigii payn~ent or investment, there 
will be more persons inclined to dispose of bills, 
than tliere are persons clesirous of purchasil~g 
tbem; and the holders, who wish to convert them 
into cash, will not be able to sell, except at a clis- 

count; so that this variation in the market price 
might take place, thougll tlie value of the cur- 
rency of thc respective countries continued abso- 
lutely unchanged. 

Supposing, liowever, the quantity of bills in the 
market sufficient exactly to snp:~\ly the demand, 
and that there are no more persons wisl~ing to sell 
than there are persons wa!ltil~g to purchase them, 
so tbat'any alteration in tllcir price, from this cause, 
is prcclutied; pet as thc cllrrcncy of all countries 
is sul)jcct to continual fluctuations in its value, the 
quantity of British currency to be given for a de- 
terminate quantity of foreign currency, at any 
period of time, will depend upon the comparative 
value of each. A11 English guinea may be worth, 
sometimes, a certa~n number of guilders, florins, 



or piastres, and a t  others a veFy different number, 
depending either upon alterations in the value of 
the guinea, or of the guilder, florin, or piastre. The 
moment that these alterations take place, the in- 
formation is communicated from one part of the 
mercantile community to the other, and the prick 
of foreign bills is regulated accordingly. 

The  rate of the computed exchange, then, will 
vary from two causes, totally distinct from each 
other. The  first, arising from the abundance or 
acarcity of bills in the market, is the foundation 
of what may be called the real exchange, which 
depends upon the hayments a country has to 
make, compared with those it has to receive, 
ancl has 110 reference to the state of the cur- 
rency. 

The  second, arising from alterations in the value 
of the currency, is the foundation of what may be 
called the nomi?zal exchange, which bas no refer- 
ence whatever to the state of debt and credit of 
the country. And as the effecfs, which the real 
and nominal exchange have upon the general 
dealings and commerce of the country, are as dis- 
tinct as their causes, the natural mode of investi- 
gating the subject will be to follow theorder which 
this division points out ; and after tracing the ape- 
 ati ion of the real and 7zomi1zul exchange indepen- 
dently of each other, to consider t hd r  combined 
effect, in treating upon the computed exchange. 

OF THr; REAL EXCHANGE. 

IN order that the collsideration of the r e d  lix- 
change may be kept perfectly distinct from that of 
the nominal, let it be supposed, during the review 
of this subject, that the Coin of any two coun- 
tries that have intercourse with each other is 
in a perfect, state, as to purity and weight; and 
that the proportion which the quantity of cur- 
rency bears to the conimodities to be circclatecl 
by it in the respective countries, continues un- 
changed, so as to exclude any alteration in its 
value. 

In  the commercial dealings which take place 
between any two nations, the surplus produce of 
the one will be exchanged for the surplus pl-oduce 
ofthe other. When neither of them imports from 
the other to a greater amount than it exports to the 
same country, the debt3 and credits of each will 
balance ; and there will be no diflicu!ty in mak- 
ing remittances l'ro~n one to the otiltxr, tvitliout 
the actual transfer of Bullion or mone- : for as tlie 
Rills drawn by the inercl~aat.; esporting produce 
would exactly eqnal, in amount, the Bills drarvrl 
on the mercllants imprjrtina pro.lucc, tllcii. m u t u d  



debts and credits would be easily liquidated by 
the transfer of Bills of Exchange ; and as the sup- 
ply of Bills would be equal to the demand for them, 
they would neither bear a premitim, nor be at a 
discount, and the real Exchange would be said to 
be at par. 

A t  any particular period of time, however, it 
may happen that a nation may have importea to 
a greater amount than it has exported, and cwnse- 
quently have more payments to make than to re- 
ceive. If at that time payment were demanded, 
the balance due from the debtor country cmlU 
only be liquidated by the transfer of money or 
Bullion ; and the merchant, rather than incur the 
expense of the freight insurance and commission 
attending its conveyance, will be indtlced to give 
more for a Bill of Exchange, than the sum for 
which it is drawn. A competition will be there- 
by created among the purchasers of Bills upoltr 
the creditor country, and they will bear a 
mium in proportion to the demand. I n  that coun- 
try, on the contrary, there will be more persono 
holding, than there are persons wanting Bills, and 
the excess'above the demand can ol~ly be convert- 
ed into Coin or Bullion by sending them to the. 
piace upon which they are drawn. But this Bul- 
lion or Coin cannot be conveyed to the creditor, 
without his paying the expense of its transit ; and 
the holder of a Bill in the creditor ccuntry, 

if he be desirous of converting it into money, will 
be content to receive something less than its 
an~ount. There will therefore be in the creditor 
country a competition to sell, and Bills will be at 
a discount in proportion to the supply. The pre- 
mium in one country will corresporitl with the dis- 
count in the other. 

Whatever, therefore, affects the proportion be- 
tween the payments to be made, and those to be 
received, will alter the state of the real Exchange. 

This proportion varies principally from the 
following circumstances : first, from the effects of 
favorable or unfavorable seasons creating, a dif- 
ference in the customary supply of tlte annual pro- 
duce af the land : secondly, from the alter. d t' ;oils 
which take place in  the a1noul;t of the foreign cx- 
pellditure of a country, arising either frotn the ex- 
penses of foreign establishments ant1 expeditions, 
subsidies to foreign powew, or remittances to ab 
sentee proprietors. 

The population of the colintries that have com- 
mercial il~tercorlrse with each other, thoagh i t  may 
vary considerably in long periods of rime, is not 
suqject to ally siidtlen ch,zl.rges from year to year; 
the u7ants, thercforcc, for a~ t~ lua l  consumption may 
be considered as nearly coastant; but the snpplv 
of those wants del)c~ldiil; principallv 011 the an- 
nual produce of the laud, will vary to a very great 
extent. If in any particular country there s!>oud,l 



be a failure in a commodity which is also the com- 
inon growth of the neighbouring countries, the de- 
ficiency will be supplied, in a greater or less de- 
gree, by an increased importation ; and where the 
failure takes place in an article of the first necessity, 
as for instance, in corn, which forms the principal 
part of the food of the people, the importation will 
be augmented nearly in proportion. to tbe extent 
of the deficiency. The  average amount of,annual 
imports will in these eases be exceeded, and the 
ordinary proportion of payments between. the 
country and foreign nations proportionably a c  
fected ; and though the effects of the'failure of a 
corn crop, from its magnitude, and its being an 
article of the first necessity, are most apparent, an  
alteration similar in kind, but not in degree, will 
be induced by a failure in the produce of any 
commodity to the use of which a country has been 
long habituated. I n  an article of mere inxury. the 
deficiency of its produce, by occasioning ah in- 
crease of its price, may contract the consumption, 
and thus cause the value of the quantityexported 
or imported to be in a certain degree uniform ; yet 
it may be easily conceived that a combioatioo of 
circumstances would, even in commodities of less 
necessity than corn, lead to an unllsaal export or 
import, and therefore materially affect the state of 
debt and credit of a country. 

'The second circumstance, which has been stated 

as affecting the payments and receipts of a coua- 
try, is the variation in the amount of its foreign es- 
pennitwe, under which head may be included, the 
charge of maintaining its foreign esl;ablishments, 
civil and military, subsidies to foreign powers, and 
the remittances to absentee proprietors ; the last of 
which it may be suficient merely to mention, since 
they must bear so-very small a proportion to the 
sum total of the foreign expenditure of a great na- 
tion, that any variations in their amount would 
scarcely have a perceptible effect upon the general 
state of its payments and recei;ats. On  the con- 
trary, the subsidies to foreign powers, and the ex- 
pense of maintaining the civ~l and military- esta- 
blishments abroad, may vary, in times of war, to 
an enormous extent. 

Now this expenditure may be supplied either 
by the export of Bullion or Specie ; by purchasin~ 
foreign Bills in the home market, and sending 
them to the place where the money is wanted ; or 
by authorising the agents abroad to draw Bills upon 
the governnient, and discount them at the place 
where they are d~.awn, upon the best terms that the 
Bill-market will allow. 

By the export of Bullion or Specie the expenrli- 
ture would be at once defi-ayeil, without creating 
any debt asainst the couutry, and therefore with- 
out producing ally effect upon the real Exchange ; 
but there are vai.ious reasons why this mode has 



not been generally adopted. In the first place, 
the qurtlltity of Bullion or Specie in a country 
tvhich has no mines of it$ own, is exceeclingly li- 
mited, and the total amount that can be spared or 
procured for exportation will bear a very small 
proportion to the foreign expenditure arising from 
protracted warfare. f n  &e next place, there 
must dways be a certain expense ~f insurance alld 
freight attending its transport ; and whenever, 
therefore, foreign Bills can be pr~cured at a less 
premium than the amount of that expense, or Bills 
on the government abroad can be negotiated at a 
less discount, the vehicle of Bills will necessarily k 
preferred to that of Specie or Bullion. 

The foreign expenditure of this country, as ap. 
pears by the account presented to the Committee 
of Secrecy by Mr. Long, in 1797, was principally 
paid by the draft of Bills from the Continent upon 
England. A debt is thus created against the 
country equal to the amount of the Bills drawn 
upon the government, which must exist, in a 
greater or less degree, till the whole of those Bills 
are liquidated by the remittance of value of some 
kind or other. Whatever, therefore, be the pro- 
portion between the payments to be made, ancl 
those to be received, at any period of time, arising 
from the ordinary commercial dealings; whatever 
be the quantity of Bills in the home or foreign 
market, which are, in the ei idences of that 

proportion ; the &reign expenditure of government 
must derange the eatura! state of tlle balance, and 
p~oduce an alteration proportional to its amount*, 
If  the Bills be drawn from abroad, they will in- 
crease the quantity of British Bills in the foreig~, 
Bill market, and lower their value from their abuu- 
dance. If the foreign Bills be purchased at home 
for the purpose of remittance, the competition of 
government will immediately raise their price, aqd 
increase their scarcity. Whether the real Ex- 
change, therefore, at the time of the expenditure 
taking place, be favorable or unfavorable, it 
will always be the less favorable, or the more un, 
fivorable, in consequence of that expenditure. 

We have hitherto been considering the demand 
for foreign Bills, as origisating wholly in the ne- 
cessity of liquidating balances arisiqg frorn trans- 
actions that had already taken place; but there is 
another cause of demaud, which springs from the 
desire of entering upon new cotnmerg!i~l specnla- 

4 See the examination of Mr. Huskisson before tbc Commit- 
tee for enquiry into the policy conduct of the Expeditiop 
to the Scheldt ; whre  he states the difficulty ~f making the re- 
mittances to Austria without lowering the Exct~al;lge, which 
was already from Id to 20 p r  cent. against this country. 

See also Nr. Moore's Nnrxsti5e of the Campaign in Spain, and 
the difficulty of ncgociating Billi there, for i;ie supply of the, 
arm7 in that coul~try. 



iions, whenever the relative prices in the home 
and foreign markets are such, as to afford thepro- 
spect of an adeqhate profit. Tf the current real 
prices abroad are low, compared with those in the 
home market, there will be an increased demand 
for foreign Bills, for the purpose of making foreign 
investments ; and the extent of this denland will 
be in proportion to the probable amount of the 
profits to be derived, and the unemployed capital 
that will admit of being diverted into that channel. 
As  soon as a foreign price-current .is received, it is 
compared with the price-currents at home, and the 
conduct of the merchant is regulated accordi~gly. 
I f  commoditie9' abroad be relatively cheap, there 
will be more purchasers than usual of foreign 
Bills ; if they be relatively dear, there will be 
fewer purchasers than usual ; and thus whatever be 
the real Exchange under any given balance of 
payment to be made; .andTpayment to be received, 
the arrival of a foreign price-current, or an alter- 
ation in the home price-current, will have an in- 
stantaneous effect upon the foreign Bill market ; 
and the weekly, and sometimes daily, fll~ctuations 
in the course d the real Exchauge, are attributable 
principally to the variations in this species of de- 
mand. 

I t  must not be inferred, however, that because 
the prices of commodities cause a fluctuatipn in 
the course of the real Exc~~ange, tnat cne~c~ore, t l~e 

real Exchange causes a fluctuation in the prices 
af commodities. The prices of commodities in 
the home market (upon the supposition to whicll 
we constantly adhere, that the value of the cur- 
rmcies thronghout the mercantile republic remains 
unaltered) cannot depend upon the ilumber of 
foreign Bills in the same market, but upon the 
abundance or scarcity of the commodities them- 
selves, compared wit11 the real demand for them, 
that is, the wants of consumers ; and it is es~ential 
that this peculiar feature of the real Exchange 
should not escape the reader's attention, siirce it 
forms one of the leading distinctions between the 
r d ,  and the nominal Exchange, and is the cause 
of the great difference of their effects upon the 
generd exports and imports of the country. 

I t  may, then, be stated senerally, that, w h m  
ever there is a balance of debt against a country, 
wising, either from an excess of imports over ex- 
ports, a large foreign expenditure of governmm~, 
or the remittance of foreign subsidies; whenever, 
in short, there is a demand for foreign payment, or 
foreign investment, tho price af foreign Bills will 
rise, and may bear a premium; and the price of 
Bills drawn oo fhe c o ~ t r y  from abroad win fall, 
and be at a correspndi~lg discount; and, on the 
contrary, when there is a balance of debt d-le to 

Q a country, and a diminution of dcmand forbreign 
- payment or breign investment, the price of Bilid 



drawn from abroad will increase, and may bear n 
premium; and the price of foreign Bills will fall 
in the home market, anti may he at a discount. 

What  effects the real Exchange has upon the 
general exports and imports of the country, it will 
now 5e  proper to enquire. 

The  mcrchant is regulated in the conduct of 
his business, by t i  comparison of the prices which 
commodities bear in the home, and foreign market; 
his attention is directed to the prices current, ac- 
counts of 11~11ich are constantIy published, and im- 
mediately communicated by his correspondents 
abroad. I f  he finds that the price of any commo- 
dity abroad is so much higher than the price of 
the same comlnodity in the home market, that its 

sale abroad will pay the espences of fi.cight and 
insurance, and at the same time leave liim an 

adequate profit for liis trouble, he will immedi- 
ately purchase and export the commodity in ques- 
tion. As sbon as the bill of lading 113s been re- 
ceived by his correspondent to whom the goods are 
consigned, he will draw his Bill apon him for 
the amount ; and if the real Exchntige be at 1):w, 
will have 110 difficulty in procuring money equal 
to the value specified in the Bill, by negotiatingtit 
in  the market at home. But if the real E~change 
should not be at  par, it is evident that his calcula- 
tion upon the profit lie is likely to derive from the 

export, must include tlie prcn~iom, or diqcount. 

which he will receive, or ljily, in the disposal of 
his Bill. I f  the Exchange is unfa~orable, or, 'ill 
othcr words, if the payments to be made are 
greater than those to be received, forcign Bills will 
bear a premium; and consequently, the addi- 
tional sum which he will receive on the dis- 
posal of' his Rill, will enable hiill to export with 
profit, :bough the difference of prices of the com- 
modity at  home and abroad were such, as .cr.ould 
not allow him to export, uith the real Exchange 
at par. The inore unfavorable the real Exchange, 
the less might be the difference of prices that would 
induce him to esport; so that an unfavorable state 
of the real Exchange will operate as a bounty upoil 
exportation, to the amount of the premium, which 
he will receive upon his foreign Bill. 

The  same calclllatian upon the state of the real 
Eschai~ge will be necessary, if the difference of 
prices a t  home and abroad sllould lead him to im- 
port. 13ut whatever be tlie state of the real Ex- 
change, it will affect the importiug merchant, and 
the exporting merchant, in r directly opposite 
m a n ~ ~ e r :  for the importing merchant must pay 
for the goods he imports, either by purchasing a 
foreign Bill to remit to his correspondent abroad, 
for which, if the  real Exchange be unfavorable, lie 

must pay a premium; or, if his correspondent 
abroad is autlrorised by tlie importing mercliant to 
'{raw a Bill upon him for t b  payment of the gcods 



consigned, as that Bill cannot be converted into 
money without a loss, he must draw for such an ad- 
ditional sum above the invoice price of t l ~ e  goods, 
as will counterbalance the discourlt to be allowed 
in negotiating his Bill in the foreign market.--- 
This additional sum, therefore, paid by the import- 
ing merchant in the premium of the foreign Bill, or 
drawn for by the correspondent to make up the 
loss on the discount, will be so much deducted 
from his profit. Unless, then, the difference of 
prices at home and abroad be such as to admit of 
this deduction, the merchant must cease to import; 
so that an unfavorable real Exchange will operate 
as a duty upon importation, in proportion to the 
premium on a foreign Bill, or the corresponding 
discount on the Bill drawn from, abroad ; and in 
the same manner it is easy to see, that a favorable 
real Exchange will operate as a duty upon ex- 
portation, and will afford a bounty upon import- 
ation. 

An unfavorable real Exchange will, therefore, 
have the effect of forcing the exports of a country; 
because, during its unfavorable state, the merchant. 
can afford to sell at a lower price to the foreign 
consumer, and this diminution of price will na- 
turally lead to an increased consumption. I t  will 
contract imports, because the importing merchant 
must sell foreign produce at a higher rate to the 
home consumer, to draw back the duty inlposed 

upon him by the unfavorable state of the 7-ecll Ex- 
chauge, and consequently the high price will dimi- 
l~ish the home consumption. 

I t  is evident that during an unfavorable state of 
the real Exchange, the bounty received by the 
exporting merchant does not depend upon the na- 
ture of the commodity he exports. Whatever 
kind of goods 11e sends allroad, it gives him the 
power of drawing upon the person to whom he 
consigns them, to the amount of their value ; and 
upon this Bill lie receives the premium that the 
market affords. H e  will of course select those 
commodities for exportation, which, besides the 
premium afforded by his Bill, will give him the 
greatest profit, by the difference of price abroad 
and at home. Of all the commodities, which are 
the objects of request among trading nations, 
there is none perllnps that is subject to so little 
variatioi~ in its real price, as Bullion. The  an- 
nual quantity produced from the mines is very 
nearly constant,---its distribution, from the facility 
with wllich it is transported, is exceedingly uni- 
form,---and its value, and consequently its real 
price, throi i~l~out  Europe at least, must be consi- 
dered as  nearly the same. Unless, then, tlle bounty 
afforded by the unfavorable state of the real Ex- 
change, were greater thao the expenses a t t e n d i ~ ~ ~  
the transit of Bullion, it would be of a11 others the 



conimodity * least likely to be selected by the ex- 
porting merchant: but that same uniformity of 
value and of price, which would prevent its being 
exported before the premium on a foreign Bill ex- 
ceeded the expenses of the transit of Bullion, 
would be the very cause, why, as soon as the pre- 
Miurn had reached that point, it would immedi- 
ately be chosen as one of the most eligible for ex- 
portation. 

The  export and import of Bullion are generally 
conducted by a class of the community reniark- 
able for their shrewdness, and the slnall profits 
upon which they transact their busiliess ; and as 
soon as the premium on a foreign Bill exceeds, by 

very small amount, the expenses of the transit of 
Bullion, tlre certainty of the profit compensates in 
some degree for its smallness, and the opportunity, 
tvhen it occurs, is seldom neglected. Tlie adverse 

debt will then begin to be paid, by the Bullioll 
merchants exporting to take advantaSe of t1.e pre- 
mium; and the competition will be such, that the 
renl exchange will be very rapidly brought down, 

* Mr. Thornton, appal.ently from not being aware of the 
mode inwhich the export of ordinmy produce was increased by 
an unfavorable real Exchange, seems to iinqine that the 
greater part of the adverse balance inust necessarily be paid in 
Bullion. (pp. 131 to 134.) 

so as no longer to afford a profit upon the export of 
this article. The exporters of consrlmable pro- 
duce will during this period co-operate with the 
Bullion merchants ; and when the latter haye 
ceased to derive a profit, the former will still cw- 
tinue their operations, till the unfavorable Ex, 
change is reduced to par, or, in other words, till 
the exports have been such, as to counterbaIalice 
the adverse debt, and render the quantity of 

foreign Rills in the market equal to the de- 
mand. 

From this statement it is obvious, that the na- 
tural limit to the amount of the real Exchange is 
the expense of the transit, of Bullion; and long 
before it has arrived at that point, the export of 
ordinary produce will be forced, and its import 
restrained ; so that the real Exchange can scarce. 
ly begin to deviate from par, without cdling into 
action a principle that will correct its deviation. 
I t  q a y  oscillate a little on the one side, or t j ~ c  

other, from its point of rest, but can hardly admit 
of remaining either permanently favorable, or per- 
manently unfavor;llle, to a aatiun, in the ordinary 
course of its transactions *. 

* This observation must he understopd to apply to the gene- 
4 balance that subsists betneen gny one pation, and the whole 
of those wit11 a I.ich it has cominercial intel.course ; it being el;- 



I t  must not be inferred, however, because the 
expense of the transit of Bullion is the limit of the 
reul Exchange, that it is therefore a fixed limit, 
and capable of being estimated at a certain per- 
centage on the price of a foreign Bill : for wlwn 
the real Exchange has caused a transit of Bullion 
to any considerable degree, it will at length create 
a difference in the market price of Bullion itself. 
This article will become scarce in the country 
from which it is sent, and abundant in that into 
which it is flowing. Its price will rise in the 

former, and fall in thelaccer. T h e  exporter, tlrere- 

fore, will then ltave to calculate the difference of 
prices in the home and foreign ma&& ; and i f  in 
the first instance the PI-ofit were out just suf f icmt  
to induce him to export, it is clear that alter the 
change has taken place, the %portation of Rul- 
lion, under the same rate ofExchange, will ceaae. 

Mr. Boyd, in his evidence &fore the Secret 
Cammittee of the House of Lords, in 1797, re- 
specting the mode of remiwing the Imperial Ivan 
to Vienna, states, 'c that he thought the rernit- 
<' tances by Bills of Exvhange were not quite 
'' so favorable as those i ~ t  Billlion ; but, if he had 

dent that where a nation trades with more than one couu- ry, 111e 
reul Exchange may be comt~ntly favorable with one, yrolkled 
it be constantly unfavorable with mother. 

stuck exclusively to Bullion, the price of this 
cc article would have risen so high here, and 
6 c  probably sunk so low at Hambro', that in- 
'' stead of a good, it would have become a bad 
c6  remittance." The  Iimit therefore of the real 
Exchange can only be fixed at a certain rate, 
upon the supposition that the price of Bullion 
is the same in the home and the forcign market; 
for when the real price of Bullion abroad is less 
than it is at home, the transit of BuUion will not 

' take place, unless the rate of Exchange be sufi- 
ciently high, not oi~ly to pay the expenses of 
transit, but also to campensate for the loss attend- a 

ing the difference of home and foreign prices. 
When, o e  the contfary, the price of Bullion 
abroad is higher than in the home market, it is 
equally evident that Bullion will be exported, when 
the real Exchange is less than the expenses of t1)e 
transit of Bullion. 

And thus it is that a very srqal! part of the p ~ y -  
rnent of an unfavorable balance is effected by the 
transit of Bullion, since its transit c a ~ l  scarcely 
beg:.. to take plgce, yithout rendering it a more 
unprofitable article of export than ordinary con- 

s~mab le  commodities. For the former cannot, 
generally speaking, be considered as a commodity 
the co~~sumptiot! of which will be aupmented by a 
diminished price, its use being confined to the 
wealthy few, who are not 1ikeIy to encrease the 



quantity of their plate, or indulge themselves more 
freely in the purchase of orname~ltal manufactures, 
from the temporary variations in the market price 
of Bullioo: but it is not so nrith ordinary produce. 
The  great mass of mankind will always endeavour 
to purchase their comforts at the lowest possible 
rate. If by means of an unfavorable Exchange 
our merchants can supply the nations of the Con- 
tinent with British manufactures, cheaper than 
when the Exchange is at par, our manufactures 
will be bought and consumed; and in proportion 
to the degree in which the Exchange is unfavorable, 
in tlie same proportion, shall we be enabled to enter 
more easily into a competition with the manufa'c- 
turers abroad, even in their own market. 

A possible case may, nevertlleless, be supposed, 
where the governmknt may, from political causes, 
be induced to continue a scale of warfare, demand- 
ing a larger foreign expenditure than can be sup- 
plied by a proportional excess of exports over im- 
ports; and, consequently, if the quantity of Bul- 
lion in the country were extremcly litnitcd, the 
real Exchange might, notwithstanrlin=; the usual 
causes that check and prevent its fluctuations, 
deviate so much from par, and create so great a, 

drain of Bullion, as to raise its market p i c e  above 
its niint price. 

I t  is certain that ih? Bullion merchants woultl 
in lllot case, rather than pay tlie advanced ~ l~ar l ie t  

price, endeavour to collect the current Coin for 
the purpose of exportation. A pound of gold 
at tlie English mint is coined into forty-four 
guiueas and a half, or 46Z. 14s. 6d. * By exchang- 
ing, then, bank-notes at the Bank, for coin, they 
can always procure a pound of gold for 461. 14s. 6d. 
in notes; and so long as thLy have this power of 
purchasing gold at  the mint price, at the Bank, 
they will not give a higher market price else- 
where. If the payer, therefore, be convertible 
into Coin at the option of the holder, the Bullion 
lnerchants will be constantly pouring in their 
notes upon the Bank, to be exchanged for Coin, 
which will be exportecl t as fast as it can be pro- 
cured ; and thus a drain upon the Bank wilI be 

* Throughout this pamphlet, the Author, in speaking of 
%ullion, has confined his obscr.vations to  Gold Bullion only; 
first, because the Gold Coin is now the only one in which a le- 
gal payment can be li~ade for debts ahore 25 1 in amount ; and, 
secondly, because he has derived conside~*ahle assistance from, 
and had frequent &casion to r d e t  to, MI,. Mushet's valuable 

Tables of the Exchange between London and Hambro', since the 
year 1760, in which the price of Gold Bullion only is noted. 

t It is true the laws have affixed most severe penalties t o  the 
melting 01. exporting the current Coin of tlie realm > but these 
penalties have always been found ilisl~ficiellt for its protection, 
the Coin ha1 ing uniformly disappen~,ed, whenel er ei tlier of the 
above practices has been attended u ith am ntlcqmte profit. 



ta a greater or less extent, in propor- 
tion to the amount of foreign payment that must 
be discharged ; before the real Exchange is sna -  
ciently elevated to prevent any profit upon the ex- 
port of Bullion. As loilg as this drain continues, 
the Bank will be compelled to purchase Bullion, 
and to coin, for the purpose of supplying the de- 
mand occasioiled by the return of its notes'; 
and as the purchase must' be made at the then 
inarket price, it is evident that in whatever degree 
that shall exceed the mint price, the Bank must 
sustain a loss proportional to the difference; and 
that a continuance of the drain, uhder such cir- 
cumstances, might eventually lead to its ruin. 

I t  was upon this ground that the Directors of the 
Bank, in the year 1795, remonstrated in so urgent 
a manner against. any further loans to the Em- 
peror; lest the drains, which those loans occa- 
sioned, should prove fatal to that establishment. 
I n  a letter from the Directors to Mr. Pitt, dated 
October 8, 1795, after observing upon the con- 
tinual drain that the Ioan to tlie Emperor had uc- 
casioned ; they proceed to state, " that the present 

price of gold being from 41. 3s. to 41. 4s. per 
& c  ounce, and our guineas being to be purchased 
(' at 3I. l7r. 101d., clearly demonstrates the 
(' grounds of our ~F>RI.S, it being only neces5ary to 
" state these facts to the Chancellor of the Es- 

tt chequer *." Now those very facts ought to have 
led Mr. Pitt to suspect, that the drain upon the 
Bank, at that time, arose from some other cause 
than the loans to the Emperor; for it has been 

sheu-II how impossible it is, that the Bul- 
lion merchant shonld for any length of time con- 
tinue the export of Bullion, without increasing 
the quantity abroad, and lowering its price so 
much, that it would no longer afford a profitable 
speculation. Mr. Pitt should have recollected, 
that for the last twcnty-one years from 1774, 
when the reformation in the gold Coin took place, 
thoagh the compz~ted Exchange bet wcen Hambro' 
and London had frequently been so unfavorable to 
London, as far t o  exceed the expenses of the 
transit of Bullioll, tlie quantity required for ex- 
port had been so easily supplied, either from the 
spare Bullion, or from the export of the Coin, that 
the market price of bullion had never exceeded the 
mint price, except only for about six nlonths, at 
tlre time of the peace of Versailles, in the year 
1783 ; and then orlly by about 3 ~ .  21d. in IOOZ., 

not much more than 4J th part. Now as during a 
great  at-t of that period, the country was engaged 
in active warfare, which rvould cause, from the 
variatiolls in the amount of tllc foreign expcndi- 
turc, occasional demands for large forcigll pay- 
\ 

" P. 152, gw:,t Committee of the 11ou.c of I-oras, 1;9;. 



inents, one would have expected, that such an ex- 
cessive increase of the market price above the mint 
price, as was asserted by the Bank Directors to 
have taken place, amounting to 71. 4s. 5:d. per 
cent. being forty-five times greater than any vari- 
ation that had occurred in the former war, would 
have led him to receive their remonstrances with 
considerable suspicion. 

If, in addition to this, he had called to mind 
that the excess of the market price above the mint 
price, could be accounted for, and might have 
taken place, though no loan to the Emperor had 
been in a course of remittance ; that the excess of 
the market price of Bullion over the mint price had 
existed to a very great extent, attended with a 
drain upon the Bank, prior to the year 1774, when 
the gold currency was degraded below its stand- 
ard weight ; that the drain, under such circum- 
stances, woiild have equally existed, though there 
had been no demand for the exportation of Bullion, 
(as will be fully explained, in the Section upon the 
Nominal Exchange ;) it seems unaccountable that 
he should so easily have yielded to the representa- 
tions of the Directors; ant1 it is t l ~ c  more to be 
lamented, since the impressions he then received, 
seem to have had considerable influence in pro- 
ducing the fatal measure of permanent restriction 
on Ban!; p:tyments, ~vliich began in the year 1797, 
on!y fourteen months afttlr illis pelvlod. 

But assuming it to be the fact, that the foreign ex, 
penditure at  that period was greater than on qny 
former occasion, and that the realcause of the drain 
was that assigned by the Bank Directors, still they 
had the means of prevention within their own 
power ; for it will be shewn, in the next Section, 
on the nominal Exchange, that when the currency 
of a country consists partly of Paper, and partly of 
Coin, and that the former bears a large proportion 
to the latter, the Bank can at all times contract 
the issue of its notes, and produce a considera- 
ble diminution in the total amount of the currency. 
By this means the nominal prices of commodities, 
and amongst the rest, that of Bullion, will be 
lowered. As soon, therefore, as a reduction has 
thus been effected in the price of Bullion below its 
mint price, the drain upon the Bank will at once be 
stopped ; since it will no longer be the interest of 
the Bullion merchant to purchase gold at  the mint 
price, by exchanging notes at  the Bank, when 
he can procure it at a cheaper rate in the market. 
The  Bank Directors were so well an-are of this 
mode of counteracting the effects of a drajn upon 
them, that they had recourse to it at the very pe- 
riod of making their remonstrances ; and the mar- 
ket price of Bullion, which had been 9s. 7d. per 
cent. below its mint price, in the beginning of th.. 
year 1795, ancl which probably might never have 
been raised, had not the Bank, at  this period, ex- 



tended its paper from 1 1 to 13 1 millions, was, by 
the subsequent contraction of it to 9;  millions, 
again reduced, before the rniddle of the year 1796, 
to 9s. 7d .  below the nlillt price. Unfortunately 
too for the country, this same counteracting priri- 
ciple was resorted to, when tlie drain took place iu 
the beginning of the year 1797, arising, not Cron~ 
a demand for bullion for the purpose of export- 
ation, nor from an excess in its market price 
above the mint price, neither of which existed 
at the time*; but solely from the alarm occa- 
sioned by tlie fears of invasion;---a drain tl1a.k 
will a1 ways occur under similar circumstances, and 
which will be aggravated, rather than relie~ed, by 
a contraction of paper. 

I t  should be carefully remembered, that the 'pro- 
fit from the export of Bullion in consequence af 
an unfavorable real Exchange, does not arise from 
Bullioa selling fox a higher price in .the foreigu 
than in tlie home market, nor from any scarcity af 
Bullion .abroad occasioning an extraordinary de- 
mand for i t ;  but solely from bhe desntkn,l for 

* In January 1797, the comnputed Excha~ise but\rdcn Ha11lbt.o' 
.and London was 51. 4s. per cent. in fax our of I ~ n d o n ,  and dur- 
ing the year rose to 13 per cent ; it never being, at an) part uf 
the year, less than 31. 2s. in favour of Imndon. 'I'he market 
p i c e  of Bullion, at the same period, was nexer abole i t a  i l l i~it  

foreign bills; for the purpose of making foreign 
being so great, that the premium upon 

them exceeds the expenses of the transit; of bul- 
lioll; and, consequently, the transit will take place 
an& afford a protit to the exporter, though the 
price of bullion be precisely the same abroad as it 
is at home. 

Wllen such a quantity of bullion has been export- 
ed 2s  to raise its market price above t h ~  mint price, 
the coin beidg obtainable at the mint price, will be 
exported in preference to bnllion; iiat in conse- 
quence of any depreciation in the value of the 
coin, for it will purchase the same quantity of 
ordinary produce after the rise of the price of 
bullion as before ; nor because it is more valuable 
abroad tliztn it is here, for it will not purchase more 
in the foreign than the home market ; but it will 
be exported, for the same reason that the bullion 
is exported, to take advantage of the premium on 
foreign bills, arid will be sent, though the price of 
bullion lie precisely the same in the continental 
market as the English mint price. 

After what has been stated, it will be sufioielnt- 
jy apparent, upon what a false foundation the old 
notioils respecting the advantages of a favorable 
balance of trade are built, and how futile all at- 
tempts must be to procure :and detain bullion, be- 
yond the quantity that is actually wanted for con- 
sumption. The transit of bullion from .t Iligh or 



low r i d  exchange is an unnatural transit, not 
wising fmm the yants of the country into which 
it'flows, but depending solely on the profits which 
a temporary pressure for foreign payments affords 
t o  the ballion merchants on the sale of foreign 
bills; and as soon as the cause that has produced 
the temnorary influx subsides, (an event that will 
sooner or later necessarily take place, by the im- 
port of such ordinary produce as is wanted for the 
parposps of consumptiun, and increased enjoyment 
of the people,) the superfluous and u n ~ s e d  quantity 
of bullion that has been acc~~mulated, will flow 
back from the country where its abundance has 
renJered its real price low, to those nations from 
which it had been unnaturally sent, and where its 
scarcity will have rendered its real price high. 

Mlich of the cot~fusion that attends this question 
would have been avoided, had the dealers in bills 
of exchange, and the dealers in bullion, (that is, 
the persons who export or import bullion for the 
supply of consumers,) been two distinct classes of 
merchants. I t  wo~ild then have been seen that the 
profits 6f the dealer in bills of exchange flowed 
through very different channels from those of the 
deal r in bullion. I f  at  any time the course"of 
exchange were srich as to a h r d  a profit to the 
bill merchant by the sale of foreign bills, he would 
export that bullion which had been imported for 
the w of the manufkcturer, and would continue 

to export till it no longer afforded a profit. The  

bullion dealer would then begin to re-import, in 
consequence of the difference of prices in the h ~ m e  
and foreign markets, the bullion that t l ~ e  bill 

merchant had sent away, in consequence of the 
high premium on foreign bills. Whatever de- 

rangement the bill merchants might occasion in 
the quantity of bullion that would be otherwise 
naturally distributed among the different countries 
according to their wants, would be remedied by 
the operations of the bullion merchants, who 
would find their advantage in restoring the equili- 
brium that the bill merchants had destroyed. 

The dealer in bills of exchange mould have 
employment, when there was the least difference 
between the prices of bullion in the home and 
foreign market, and the real exchange at t!le 
the greatest deviation from par. 

The  bullion dealer would be most engaged, 
when there was the greatest difference in these 
prices, and the ?meal exchange at its least deviation 
from par. 

Had this distinction been attended to by Lord 
King, he would never hare entertained such erro- 
neous opiriions respecting thc exports of silver fronz 
this country to India, nor have considered tlleln 
as indications of an exchange constantly in favor of 
England against the Continent; for he woultl hare 
SeFn, that the export of b~llioa is uot rcgwlated 



merely by the speculations of the dealers in bi~lb 
of exchange, but is effected, like that of ally other 
eommodity, when there is such a difference in its 
real prices at  any two places, as will afford a pro- 
fit on its transit; an  occurrence that will frequently 
take place, even with an exchange at par. 

OF THE NOhlIN.4L EXCHANGE. 

THE market price of a foreign bill has been 
stated to depend upon two circumstances :-first, 
on the scarcity of tills in the mqrket compared 
with the demand for them; and secondly, on the 
value of the coin or currency in which they are 
to be paid, compared with the value of the coin 
or currency with which they are Itought. 

T h e  first of these, as connected wit11 tlie red 
exchange, formed the sub.ject of the foregokug 
Section; we shall now proceed :u txtlnliile the 
nature and effects of the second, on whicll depel~d.  
the alterations of the ?lnminal exchange; and as 
in  treating of the r e d  exc11ai1;~r \i e ellclf:ar~ui-cc: to 

keep the subject as distinct as possible from tile 
question of the nomilzal exchange, by supposing 
no alteration to take place in the value of the cur- 
renciesin the respective countries ; so in tracing the 

of the nominal exchange, we shall suppose 
the state of the real exchange to remain unaltered ; 
or the mutual dealings and intercourse between the 
nations composing the great mercantile republic to 
be such, that the price of foreign bills is not af- 
fected b y  any variation in their abundance OF 

scarcity, but that the supply of them is constantly 
suficient to answer the real demand. 
I11 this case the variations in their price can 

arise only from changes in the comparative value of 
the currencies in which they are paid, and those 
with which they are bought. 

I t  will not be necessary, therefore, to enter into 
any enquiry respecting those changes which have 
taken place from the discovery of the A m e r i c a ~  
mines, or which have arisen from any cause that 
would atfttct all currencies in an equal degree; 
since the object is not to compare the value of 

currencies now, with what they were at any for- 
mer period, but to estimate the local alterations 
that hare taken place in the currency of one 
country, without a corresponding alteration is. 
that of others. 

The currency of every nation is subject to con- 



tinual fluctuations in its value, principally from 
three circumstances. 

First, An alteration in the quality and standard 
purity of the metal of which the coin is formed. 

Secondly, An  alteration in the quantity of the 
metal contained in coin of the same denomination. . 

Thirdly, An  alteration in the total amount of 
the currency of a country, ~vithout a correspond- 
ing alteration in the commodities to be circulated 
by it. 

The  first of these is now seldom resorted to in 
a civilized country, even under the most pressing 
necessities of the government. 

The  second has been freqriently adopted by 
princes and soverei~n states, who through a mis: 
taken policy have imagined that they derived a 
benefit from diminishing the quantity of metd  
contained in their coins. The English pound cvn- 
tained, in the time of Edward the First, a pound 
of silver. The  French livre contained a pound 
weight of silver, in the time of Charlemagne. The 
English pound contains, at  present, only one 
third, and the French one 66th part of their ori- 
ginal value *; but 1 believe, except in Turkey, 
there is no instance of this practice being cotunte- 
nanced by any of the modern governments. 'I'he 

a Smith's Wealth of Nation., rol, i. p.39. 

currencies, however, of nlost aatiops, even 
where the governments llave been desirous of main- 
t;aining them in a state of the utmost possible per- 
fection, have been much diminished in value by 
being worn from use, and clipt or otherwise de- 
graded by the illicit practices of tile people. T o  
avoid the confusion t l~a t  would follow from the 
c~ns t an t  fluctuatior~s in the value of currencies, 
merchants have adopted a mode by which they en- 
deavour to estimate the extent of these fluctua- 
tions; and for this purpose, have ascertained with 
tolerable accuracy, in what quantities of coin of 
the mint standard in dif'ferent countries, an equal 
weight of gold or silver of the same standard fine- 
ness is contained. Thus it has been determined, 
that a pound sterling of the English mint contains 
the same weight of silver, of a certain fineness, as 
33 schillings 8 grotes * of the Hambro' banco- 

* From the evidence before the Secret Committee of tile 
House of L ords, in the year 1797, it appears that there is a dif- 
ference i n  the mode of estimating the par of Exchange with 
Ih\nbl.o' ; the house of Goldslnid considering 33. 8 and hlr. 
Boyd's 34 .8 .  as the par of Exchange. The difference seems to 
have arisen, from the former estimating the par accortling to  
thestandard of Hanlbro' bnnco money; the latter, according to 
the actual currcncy of Hambro' which appears to be Inore than 
3 per cent. below the standard of the banco money. Upon this 
suppoaitioq therc is less difficulty in reconciling the apparent 
contradiction, that 3  schillings above the par, has the same 



manep; and ,is speaking of the exchange d t h  
Mmbro', XS. 8. is in the technical language oC 
merchants said to be the par of ekchanp. In 
the same manner the par of exchange with France 
is fixed at 94, because 24. livres of 8he mint &and+ 
ard of France contain the same weight of silver, of+ 
a certain fineness, as the pound sterling: of tihe* 
English mint. 

By means of this rule, the merchants of one 
country would never be at  a loss to estimate what 
qaeatity of their own money would be equivalent 
to a, specific sum 06 foreign money, so far as re- 
garded the weight of metal, provided the cains of 
the respective countries contai~wd the due weigh& 
of their respective mints. But in some countries 
the coins are more, in others less worn, and clipt or 
utherwise degraded below the mint standard. When 
tliese alterations have taken place, it would be ne- 
cessary either to establish a new par of exchange, 

effect, one way, upon the transit of gold, that 4 grotes below 
par has the other ; a fact that was stated by Mr. Goldsmid's 
partner, but which he was unable satibfactorily to explain. 

If the Hambro' currency were so much degraded below.tlre 
h n c o  money, that 35 schillings 4 grotes currency were worth 
no more than 33 schiliings 8 grotes banco money, there would 
be a nominal Exchange of 1 schilling 8 grotes against Hambro', 
for every pound sterling ; and if the par is estimated at 33. 8; 

4 grotes below that sum, and 3 schi1lir.g above it, would be 
equally distant from the real par of 36 schillings 4 grotes. 

to p i d e  merchants in their money transactions, 

or, is OQW the general usage, pot to' alter the 
par of exchange, bu t  to mark the fluctuation of 
the currency, by considering it as so much above 
or below the established par. I n  King William's 

time, before the reformation of the silver coin, 
(sdver being then the metal in which the pnyn~eilts 
of the country were legally made,) the current coin 
was rather more than 25 per cent. below its stand- 
ard value. The  established par, however, was not 
altered, but the exchange was said to be 25 per 
cent; against England *. Before the reformation 
of our gold coin in 1774, the guinea contained so 
much less than its standard weight, that it was de- 
grackd 9, or 3 per cent. when compared wit11 the 
French coin atLthe same period ; and the exchange 
between England and France was then computed 
to be 2 or S per cent. against this country ;---upon 
the reformation of the gold coin, the exchange 
rose to par. The  'Turkish government, in the 
course of the last forty years, has made three great 
alterations in its coin. Before these frauds were 
committed, the TnrLish piastre contained nearly 
as much silver as the English half crown ; and in 
excl~aage, the par was estimated a t  S piastres to 
the pound sterling. Tllc consequence of these 

* Smith's Wealth of Nations, arol. ii. 1). 216. 



repeated adulterations has been, the redu~tion of 
the silver i n  the piastre to one half, and a fill in the 
exchange of 100 per cent., bil!s on London hav- 
ing bee11 bought in Turkey, in 1803, at the rateof 
16 piastres for every pound sterlingf. Wow though 
it is not absolutely conclusive, that these alterations 
in the cornpuled exchange were entirely owiag to the 
fluctuations in the value of coin, because the real 
exchange a t  the time might not be constant ; yet  
the correspondence of tlie diEerence of exchange, 
with the acknowledged degradation of the coin, 
renders it  more than probable, that the fall of the 
cornpuled exchange arose from au alteration in the 
nomitzal exchange only. 

I t  is unnecessary to enter further into the detail 
of the consequences that arise from the degrada- 
tion of the coin below its mint staildard. As soon 
as that desradation (which never can remain long 
concealed) is discovered, the inconveniencies that 
u~ould otherwise attend the commercial intercourse 
are obviated by a corresponding alteration in the 
compzltecl exchange; and though during the con- 
tinuance of the degradation, the nominal exchange 
will remain permanently unfavorable 20 the coun- 
try in which it prevails, it will be immediately re- 
stored to par, by a reformation of the circulating 

* Foster, on Commercial Exchange, p: 93, 

medium. w e  will therefore, in the remanling 
part of this enquiry into the nature a d  effects of 
the nominal exchange, suppose, that tbg cupren- 

ties are not degraded below their mint sta~dwds, 
and confine our observations tu the third w@se, 
wIlich has been stated to affect the value of carren- 

viz. the ratio, which the total amount of the 
currency in one country bears to the commodities 
t o  becircuIated by it, compared with the ratio that 
the currencies of other countries bear to the corn- 
modities which they are ~espct ively employed to 
circulate. I t  is the fluctvation from this cause, 
which at present principally a&cts the nominal 
exchange. 

Had the c~rrencies wfcommemia3 states been con- 
fined to the precious m-b only, it is scarcely 
possible that any increase of currency, more than 
was d e n ~ a i ~ l e d  by the wants of increasing wealth, 
could have taken place in countries that had no 
mines of their own. As the metals of which the 
coin was composed must have been purchased a t  
their value, no possible motive can be conceived, 
%bat would induce the holder of bullion to convert 
i t  into coin, unless there was a real demand for it. 
TI= circulating medium of modern times no longer 
consists of the metals only, aln~ost all nations liar- 
ills adop'ted, on a ~ r e a t e r  or less scale, the use uf 
paper. currency, issued, generally, under the s:,nc- 
tion of government, by corporate bodies or b a ~ k s ,  



who are respoilsible for the payment of it in specie 
on demaud. As  the profits of these corporate 
bodies or banks are in proportion to the quantity 
of the paper they can permanently keep in circu- 
lation, there can be no doubt, that every eEort 
consistent with prudence, will be made t o  aug- 
ment that quantity. But it is impossible that such 
an illcrease can take place in the quantity of ally 
conlmodity that is given in exchange for others, 
whose quantity is not augmented in the same pro- 
portion, without affecting their comparative value. 
I f  the currency of a country is increased, while 
the commodities to be circulated by it remain the 
same, the currency will be diminished in value 
with respect to the commodities, and it will re- 
quire a larger proportion of the forrber to purchase 
a, given quantity of the latter; or, in other words, 
prices will rise. If we were in the habit of consi- 
dering money as purchased by commodities, instead 
of commodities being purchased by money, the 
diminution in the value of money from its abund- 
ance, would be immediately apparent. " Mr. 

Thornton admit,. ill tllc lilosl explicit manner, 
cC that if the qii;t!a; ;iy of circnlatiug medianl is 
Cc permanently a1lgl;i i~tptl, witlroot a correspond- 
( <  illo augmentation ot' illtcrllal trade, a rise will 

3 .  
6 c  unavoidably take place in tlle price of ex- 
<< c l~an~eab lc  nrticlcs. Tndeed this is a principle 

c 6  up011 ~ \ l l i c  l i  all the writctrs on Colilmescc , botlt 

ct practical and speculative, are agreed : they 'have. 
dc tllought it so undeniable as to require no par- 
<c ticular illustration, and have rather asstlmed 
(6 it as an obvious truth, than as a proposition 

that depended on inference. Upon this idea is 

cc founded Mr. Hume's well-known argument 
cc against banks, and it is equally implied in Dr. 

Smith's confutation of that objectio~~ ; it forms 
( c  the foundation of those presuq~tions from which 
dc Mr. Boyd has lately inferred an improper in- 
<< crease of Bank of England paper; and it is im- 
cc  plicitly admitted, likewise, by hlr. Thornton, 
sc one great object of nlhose book is to persuade the 
" public that there has been no such increase*." 
Without entering, therefore, into an unnecessary 
argument, I shall, for the present, assume as 
admitted, that the increase of currency, while the 
commodities to be circulated remain the sanlc, 
will be attendecl with all increase of nominal 
prices, and a corresl>ondent depreciation in tile 
value of money. 

Now it is impossible, when the currency of a 
country has been thus depreciated, that the same 
amount of it should purcit::~~ the same sum of 
foreign money as before its cle~ireciation. A 
foreign bill, or an order fur payment of a 

* Eclinb. Review, v. i. p. 178. 



given 5um of foreign money abroad, will not be 
d d ,  unless for such an increased amount of the 
depreciated currency, as ~ 1 1 1  coutlterbalanre the 
dimunition of its value. Foreign bills will, there: 
fore, bear a premium, in proportiou to the deprer 
ciation. 

I n  the same manner a bill on the country wl~ere 
the currency is depreciated will be bought abroad, 
where money retains its value, for a much less 
nominal sum than the amount for which it is 
drawn ; or, in other words, will be at  a discount, 
Suppose, for instaucc, that the coins being in the 
utmost state of perfection in England and France, 
and the real exchange at par, the augmentation 
of the total amount of the currency in Englqnd 
were such as to raise prices here, to double their 
firmer amount, it would require, in that case, 
twice the sum to purchase the same commodity in 
England that would be required in France. The 
same nominal sum would, therefore, be only of 
half the value:--24 livres in France would pur- 
chase an order for the payment of 21. sterling in 
England, and the nominal exchange, would be 
100 per cent. against England. 

An augnientation of currency that affects price., 
cannot take place without a corresponding altera- 
tion in the nominal exchange. Merchants, from 
the average sale of the produce which they re- 
ceive aud remit, and from the uninterruptcil cor- 

respondence which they hold with each other, ex- 
pressly for the communication of the prices cur- 
rent, have not much dificulty in disti~~guishinp 
those fluctuations M hich are owing to the partial 
abundance or scarcity of a few articles, from that 
general increase of price which denoted a Hepreei- 
ation of currency;---or should they, from want of 
experience, be tempted to engage in comniercial 
speculations, from a difference of prices not de- 
pending upon the real demand, but arising merely 
from an over-issue or contraction of curreucy, the 
loss upon their returns mould infallibly teach them 
more caution it1 future. 

After the pdr of -ekchau'ge, therefore, has been 
establiihed, an alteration in the  value of currency, 
whether it arise; 'frolin a debasement of the coin be- 
low its standard, a diniihution of weight below the . - 
mint regulation, oe depreciation of its value from 
relative over-issue, kill alike affect the price of a 
foreign bill, and be made evident by an unfavor- 
able nonti7zal exchange. 

I t  now remains to trace the operation of the 
~zorni?zal eschange on the several exports and irrp 
ports of the country. 

?C'hen foreign bills bear a premium from an. un- 
fkvorable no~ni~zul exchange, it appears advan- 
tageous, upon a superficial view of the subject, to 
export produce, in consequence of the profit ark- 
illg from the sale of the bill, which the merchant 



w u l d  be authorised to draw upon his correspondent 
abroad. But a very little consideration will shew 
that tlwre is, in this respect a striking dil'ference 
between the real and the nomi7zal exchange. 

It; is true that the merchant will obtain a pre- 
mium upoil his bill, but it is this premium which 

aione enables him to export. The same cause 
that has given rise to this premium, has increased 
the nominal prices of the articles, which he buys, 
for the purpose of exportation, in the home mar- 
ket; whatever he gains upon the bill, he loses in 
the purchase of his goods. The  merchant, there- 
fore, must calculate what is the difference at home 
and abroad, iii tl-re real prices of commodities, b y  
which I mean the prices at which those commo- 
dities would be bought and sold, if no deprecia- 
tion of currency existed. If those .prices are 
such, as to admit of a profit, the merchant 
will continue to export, whether the ?zominal ex- 
change be favorable or unfavorable ;---that cir- 
cumstance can make no difference whatever in 
his tran~actions. 

Suppose, for instance, the currencies of Ham- 
bro' alid London being in their due proportions, 
and therefore the ?zominal exchange; at par, that 
sugar, wl~ich from its abundance in London sold at  
501. per hogshead, from its scarcity at Hambro' 
would sell a t  1001. The merchant, in this case, 
would immediately export. Vpon the sale of his 

,~p, he would draw a bill upon his corre- 
p&ent abroad for 1001. which he could at  
once convert: into cash, by  selling it in the bill- 
rnarHet at home, deriving from this transaction 
a profit of 50L, fi-om which he would have to 
deduct the expenses of freight, insurance, com- 

mission, &c. Now suppose no alteration in 
the scarcity or abundance of sugar in London 
and Hambro', and that the same transaction 
were to talje place, after the currency in Eng- 
land had been so much increased that the 
prices were doubled, and' consequently, the no- 
minal exchange 100 per cent. in favor of l%mbro9. 
The hogsheadF of sugar would then cost 1QOt. 
leaving, apparently, no prbfit whatever to the ex- 
porter. H e  would, however, as before, draw his 
bill on his correspohd'ent for 1001. ; and as foreign 
bills would'bear a premium of 1001. per cent. he 
would sell tkis bill in the English market for 2001. 
and thus der~ve a profit from the transaction 
amounting to 100 depre'ciated pounds, or 501: 
estimated in und'epreciated cuiarency ; deducting, 
as in the former instance, the expenses of freighf, 
insurance, commission, &c*. 

* The reader will observe how much the nominal income- 
and apparent profits, of the mercbnt are incr~a-4 hv the de- 
preciation $the curtmcy. 



The case would be precisely similar, mttfrrtis 
mzctandis, with the importing merchant. The  un- 
favorable nonlinal exchange would appear to occa- 
sion a loss amounting to the premium on a foreign 
bill, which he must give in order to pay his cor- 
respondent abroad. But if the difference of real 
prices in the home and foreign markets were such 
as to admit of a profit upon the importation of 
produce, the merchant would colltinue to import, 
notwithstanding the premium; for that would be 
rep-d to him in the advanced nomitzal price at  
which the imported produce would be sold in the 
home market. 

Suppose, for instance, the currencies of Hambro' 
and L n d o n  being in their due proportions, and 
therefore the azominal exchange at par, that linen 
which can be bought at Hawbro' for 501. will sell 
here At 1001. The importer jrntqediately orders 
his .correspondent abroad to   end the linen, for the 
payment of which he purchases at  501. a foreign 
biU , i ~  the Euglisll market, and on the sale ,of the 
consignment for 1001. he will derive a yrufit 
amounting to the difference between 501. ;;\nd tlie 
expenses attending the import. 

Now, suppose the same transaction to take place, 
without any alteration in the scarcity or abund- 
.ance of ,linen at EIambro' and London, but that 
the currency of Engianct Ins been so augmented, 
as to be Jeprcciated to half its value. T h e  ?lo- 

excliange will then be 100 per cent. against 
Englend, and the importer will not be able to 
purchase a 501. foreign bill for less than 1001. But 
as the pprices of commddities here will hare risen 
in the same proportion as the money has been de- 
preciated, he will sell his linen to the English 
consumer for 2001. and will, as before, clerive a 
profit amounting to the din-'erence between 1001. 
depreciated money, or 501. estimated in undepre- 
kiated motley, and the expenses attending the 
import. 

The same instances might be put in the case of 
a favorable exchange ; and it would be seen in the 
same manner, that ~onzi?~al prices and the nominal 
exchange being alike dependent upon the depre- 
ciation of currency, whatever apparent advantage 
.might be derived from the former, would be coun- 
terbalaliced by a loss on the latter, and zlice 
cars&. 

For the very same reasons that the ?lominu1 ex- 
chapge produces no alteration in the imports or 
the exports of ordinary produce, it can have no 
effect on the export or import of bullion. Nothing 
can be more evident, than that bullion must be 
,sbbject to the same variation in its prices from an 
alteration in the value of currelicy as any other 
commodity. If the value of currency is dimi- 

a lance, nislled, the prices of all comn'lodities must , d - 



and that of bullion among the rest *. How tben is 
the profit of the merchant, from the export of 
bullion, to arise ? Is it not evident that upon an 
unfavorable nominal exchange, whatever premium 
lie may gain upon his bill, as much will be lost in 
the advanced price which he must pay for the 
bullion ?---Yet all writers upon the subject of poli- 
tical economy, that I have met \t-itl~, seem to be 
persuaded, that when the rate of exchange ha% 
deviated frorn par beyond the expenses of the 
transit of bullion, bullion will immediately pass; 
a i ~ d  the error has arisei~, from not suficientlv dis- 
tinguishing the effects of a real, and a nominal ex- 
change. This false opinion seems .to have been 
strongly impressed upon all the merchants and Bank 
Directors who were exandined before the Secrek 
Committee of the Houscs of Lords and Commons, 
in the year 1797; nor does hlr. Pitt himself ap- 
pear to have been exempt from ~ t s  influence. Mr. 
Bosanquet expressly declares his opinion '' that the 
" favorable state of the exchange afforded a pros- 

* " Bullion is a commodity, and nothing bur a commditv, 
'< and it rises and falls on thesame principle as all other corn- 
" modities. It becomes, like them, dear in proportion as the 
" circulating ine2iur11 for which it i s  exchanged is rendered 
" cheap ; and dienp in proportion as the circulatiw medium 
" is rendered dear."---(Thornton, Paper Credit, p. 202.) 

c.pect of ,purchasing foreign gold, and mttihg h h  
'6 rnillt a t  wark," (p. 3.9. Corn. H. of Lords, & 

NOW it is absolutely impassible that a 
e x c l r ~ ~ p ,  ariiing from depreciation of c u ~ a c y ,  
m n  h v e  any effect upon the export w import teLf 
puUion. Far supposing the ~ m r n l ~ ~ a l  exohawe at 

P ar, the real prices of b ~ d i o n  in Z I O J I ~  a,wiI 
Hambro' precisely the same, it is clear he re  &d 
&e no motixe to export bullioil, but that, ~b 
wntrary, it would be akmled  with tk wtaia 
l ~ s s  of the expenses of transit. Every thing el=, 
$bell, remaining the same, let tlw cm-reawy i-p 

-&gland b.e a~lgmeukd so that the prices of corn- 
xpo&ties shall rise $ per c a t .  and bdllion d c o ~ r r s e  
~ 0 3 1 $  tbe rest; tlle depreciation d the currency 
will imrneiliately be iudicated by an unfaworabk 
yppainaj exchange of 4 per cent. Is it posible 
t,& t l ~e  bullnn merchant can be deluded wiLh 
t)g ideaP that be caLl derive ally benefit from a 
p c m m  of 4 per cent. won his bill, w h n  be 
p l l ~ ~ h w e s  b.allion here at  an advanced price, and 
Wls ik at Hambro' 4 per cent. lower ? Docs he gst 
. b e  as rnrtch from the difference of l:riccs, oca-  
@pled b.y the depreciation, as 11e gains by k 
B~WQQ on his bill, occaskned by the same &- 
p~eciqtipn ; apd ~~onsequently subject himself t~.ail 
me expenses attending the transit, in the same 
manner as when the nomi~zal excliange is at par?  

FN t l \ ~  same re=, there WWW be no =Ivan- 



tdge derived from the import of bullion if the no- 
tninal exchange were favorable. Suppose it were 
4 per cent. in favor of this country;---it is evident 
that mofley here would be 4 per cent. more valu- 
able than at Hambro'; prices, therefore, viould be 
4 per cent, lower, and foreign bills in the English 
market would be a t  4 per cent. discount. Under 
those circumstances, if foreign bills were put- 
chased to be invested in bullion at Hambro', and 
the bltllion were sent here, would it not be sold in 
the English market at  4 per cent. less than WAS 
given for it a t  Hambro'? thus destroying every 
advantage derived from the ~tominal exchange, and 
subjecting the importer to the same loss, as in 
the former instances. Is it then ta be wondered 
at, that with such opihions as the Bank Directors 
seem to have entertained, they shol~ld be so totally 
a t  a loss to reconcile the facts with their false theory 
respecting the export and import of bullion ? Dur- 
ing the course of the year 1796, for eleven months 
previous to the Bank restriction, the exchafige had 
been, wit11 only two exceptions, favorable ; and at the 
end of February 1797, was so high as considerably 
to  exceed the expenses of the transit of bullion; yet 
whenMr. Raikes, on the 13th March, was exahhied 
before the Secret Committee of the House of Com- 

+ Secret Committee of the House of Commons, p. 23 

mans, he acknowledged, that measures had bee11 
taken by the Bank to prvcure a sopply of bullion, 
but without effect, as it c ~ u l d  not be imported 
except a t  a considerable lpss. Or) the 14th, 
Mr. Bosanquet stated to the same Committee, 

that the influx of bullior) is occasioned by a 
favorable exchange; that the e ~ c h a ~ g e  bad not 
been unfavorable for many months; and, when 
asked whether the importation hpd been such 
as it ought to have been, considering the state 
of the exchange, replied*, '' I am pot able 

to answer these kind of questions." The  fact 
is, that the nomi~zal e ~ c h a n g e  might for years con- 
tique in favour of a country, and ?lot cause a 
siqgle ounce of bullion to flow into it, or havc any 
eflect upon tl$e general state of exports and im- 
pqrts, which would proceed iq their usual course, 
regulated only by the wants of consumers, and 
the supply of commqdities t. 

I t  is in vain therefore to look for any remedy for 
3 high nominal excllange from pny alteratior~ in the 

* Secret Cornmiit- of the House of Commons, p. 28. 
p It is pot to be inferred, that becayse the nominal exchange 

no effect on the gene~al exports and imports, that therefore 
fbe country sustains no injury ; the contra~y of w)~ich nil1 be 
*ewn, in treating of the foreign expenditure of govermnent, 
? ~ d  the unequal pressure that the deprgiatiw occasions on the 
s@emnt olasses of the commu~ity. 



expo~ t s  and i m p f l s  of a country. 7Vh& it d s m -  
from a degaded%tate of the coin, R new coinage 
immediately restores it to par;---when it a ~ i s a  
from the augmentaticrn or contraction of currency, 
the ~es?,wation of the currency to a due proportion 
wit11 the commodities to be circulated by it, will 
be the $me and only remedy. 

In what manner this restoration of the curmncv 
to its level is e@ected, it will now be pruper to 
enqrrire. 

In all countpies the weight of bullion contiined 
in an~~ppecific quantity of coin issued at the minf 
is determined by law. A t  the English mint?, a 
pamd weight of goIda is coined i n t o  44 f guineas, 
whieh, at 91s. the gtlinea, is equal to 46L 14s. 6 2  
or 38. 17s. 1O:d. 'per outice. This is said to be 
the mint price of gold in England, or the quantity 
of coin which t h e  mint returns for standard goId 
bullion. An  ounce of gold, th~refore, so lu>irg as 

it m a i w  hh theshapesfcoin, can never be worth 
more thstl.81. 17s. 10;d. because tvhlle it *etains 
that form, it cannot be legally tendered in  pa! - 
ment for more than that sum. As soon tlierefi): t: 
as an over-issue of currency has raised the pritcs 
of dl mmmodities, and that of bl~llion alnollg tlic 
rest, the tveight of gold contailled in any specific . 

quantity of coin will sell fbr a higher ttomiiral L a- 

lue in bullion, than i t  \vill [-ass for in the form of 
eein, Qr, a$ it is usnaily expressed, themarket price 

of bullion will exceed the &int price, and there 
will be a profit attending the conversion of coin 
illto bullion propertionate to blw differelice of fha 
rnminal value. Accordingly, the  conversion itn- 

takes place, requiring very litkls: greater 
excess of the market price above the mint price,, 
t l~an  will pay for the tire that is to melt the ccaia. 
The operation is so simplez a d  requires so little 
apparatus, that it may be petformed with the utk 
most secresy, and no penalties of the law, or vi- 
gilance of the officers oE the  mint or h n k Y  have 
ever been found adequate to its prevention. 

T o  account for this, thelte is no necessity for 
supposing a demand for bullioil abroad. It is: the 
conversion, that prevents the currency froin  eve^ 

exceeding the due proportion that is wanted, f ~ r  
the purposes of circulation : for it can * n&er ex- 
aeed that proporkion, without augmenting the no- 
minal price of bullion, and affordiag, as loag as 
there is a superfiuotts qunntity, a profit to the 
melkr. 

I t  is true that the same conversion may take 

* l'he reader will apply the proper limitation to this general 
assertion, which is not ineant to contey theidea that the effect 
will be instantaneous, or. that it may not be counteracted by other 
causes, but that the over-issue of currency will have this tend 
ency, and that ultiniately the nominal price of bullion m i l l  be 
taised above its natural price, in proportion to the over - i- azue. 



place, by exporting the coin to any foreign coua- 
try, where it will be estimated according to its 
weight in bullion, and pass for its intrinsic value i 
and probably this circumstance has led so many 
writers to assign the capability of tho transit of 
coin, as the reason why currency convertible into 
coin can never be depreciated by excess. Butsit. 
is evident that, of the two modes of convcrsiw, 
that by melting will be preferred, since it will .be 
unattended by any expenses of transit. If the 
market price of bullion in Landon were 4 per cent. 
above its mint price, in consequence of the depw- 
ciation of currency, while at Hambra' ther? w a  
no depreciation whatever, 100 guiaeas wnveyed 
to the latter place would purohase the same value 
in commodities that 104 guineas would d ~ i a  Lon- 
don ; but as the expense of sending thein would 
amount to 3 per cent. *, there would be a profit 
to  the exporter of one guinea only; whereas the 
100 guineas, melted in London, woi~ld immedi- 
ately sell in the market for 1091. 4s., leaving a 
clear ~ r o f i t  of four guineas by the operation. I t  
is absurd, then, to suppose that any man would 
expose himself to the penalties of the law, by ex- 
porting coin for a profit of 1 per cent.. when with- 

* The expense, as stated by Mr. Eliason, is 31. '12s. lld. per 
cent..---Evidence Secret Committee House of lo rds ,  1797, p. 96. 

gut subjecting himself to severer penalties, he 
by melting it, secure a profit of 4 per cent. 

I t  is the melting, therefore, in consequence of 
the high market price at  home, and not the export 
in consequence of a high nomilzal exchange, that 
will cause the disappearance of the coin. I t  is 
true, that after the melting has proceeded for 
some length of' time, (unless indeed the melted 
coin be purchased for the purpose of being re- 
coined,) there will be a gradual accumulation of 
bullion beyond what may be wanted for consnmp- 
tion; and this abundauce may render the com- 
modity so cheap, that the bullion merchant may 
find his advantage in exporting it, in conseqllence 
of the difference of the real prices in the home 
a d  foreign markets. But this exportation is the 
effect of the melting, and not the cause of it. I t  
is not a demand for the exportation of bullion that 
has caused the melting of the coin ; but the coin 
being melted, to take advantage of the high no- 
minal price of bullion, has lowered its real price so 
much, as to afford a profit upon its exportation. 
I t  is by no means necessary, however, that the 
bullion produced by the melting should ,be ex- 
ported, since there may be a greater demand for 
bullion at home, for the purposes of manufacture, 
than there is abroad. The melter will always de- 
rive his profit by selling the melted coin .at the 
high market price, whiclk the bullion merchant 



will be equdlly ready to give, whether he sell - td 
the hdne rnandacturer, or the f'eip--d~ther,t, 
rtt the time, he Pe effecting the import or the ex- 
port of bullion. 

A want of att@ntion.ts fhis dktia&.tiun, 30 esd 
sentially necessary towards a j-ust eoneeptisn o&he 
principle, which repilates the quafutity of .&at- 

rency and the increase of prices, has led 4s m e  
very erroneous opinicins respecting wha* is called 
the universal level of currency : f& it has been 
maintained by many writers Qpon political eco- 
nomy, and implied by almost all, that s ~ i e  
leaves the country where Et Ce'dqecisted iticeon- 
sequence of the inferioritySsh&s value to the c@r- 
rency of other countries.* ';+that if .the ouwemies d 

* 'I?& e w r  pemades Mr. Wheatley's W ~ r k  on the Theow ~f 
Money and Principles of Commerce. He was well aware of the 
'fakt, that specie is freqnently expoFted in eonsequence of an un- 
-&orableexchange ; but as he does not admit of any aHsmfim 
in the exchange, from the abu-ce w scqrciv of f - ~  m, 
(which is tfie real cape of the eqport ~f specig, when it d ~ s  
tqke place,) he attributed the effect, to t1)e difference iq the vp- 
lue of currencies ; and thence infcrr.ed, that the export of coin 
was the remedy for its dep~eciation---a ~ t r i ~ w i ~ ~ l e ,  that lwd8 at 
ance.to the conclusion, that prices might he indefiqitely avg- 
p%terl, if the currencies of .all nctic~ls nere pr~por t ie~11y 
increased. 

Mr. Ricardo and Mr. Mushet have fallen into the same emor, 
Mpecung the export of specie, and do not spell1 td be awaie, 
that the alteration in prices, from over-issue o~ c o n t M o n  of 

were depreciated io an equal pro- 
portion, there wotllcl be no advantage attending 
the export; and that upon the supposition of the 
currency being proportionally increased through- 
out the world, prices might be universally and in- 
definitely augmented; whereas the export has no 
relation whatever to the value of currencies in other 
c~untries, but arises entirely from the relative va- 
lue ofgold in the form of cob, and in the form 'of 
bullion. 

The coin of this country, when sent abroad, 
passes only for its intrinsic value, acc~rding to its 
weight, and it will not be sent abroad from an un- 
favorable aominal exchange, unless its value in 
tihe shape of bullion is greater than its value in the 
form of coin. But the real value of bulkion on the 
Continent is no more affected by the depreciation 
of the curreacy there, than it is here. If there be 
a profit up011 the expert of coin from this country 
at a time when the currency is depreciated Isere* 
whd is wk deppecisted upon the Cmtinent, tlxve 
would be the same profit, if the currency a£ the 
Continent were depreciated dm; for the market 

currency, has no effect upon -he tlsports. and imports of ardi 
nary produce ; since they uniformly describe cornlnqdities as 

flowing from the nominally cheap, to the nominally dear mar- 
k&, without adve~ting to the connteracffng rffect.9 of the nw 
nlinrrl wfcb~ge. 



price dfbullion; at  ahich our exported coin would 
then be sold abroad, would'be so much higher iru 
proportion to the depreciation of the foreign cur- 
rency. 'Suppose that the currency at London and 
f-Iambro' being in their due proportions, and the 
bmeizdl exchange at par, the real price of bullioh 
corresponds in both places with the English miha 
price. Let the currency at London be depreciated 
by over-issue 4 per cent. ; the market price of bul- 
lion at London would then exceed the mint price 
4 per .cent., and the nominal exchange would b& 
unfavorable to the same amount. Under those 
circumstances, a merchant exporting 1001.'~ worth 
of specie  XI Hambro', and drawing a bill upon his 
correspondent, would gain 1 per cent. by eQie 
transaction : for the specie, on its arrival at  Harn~ 
bro' where the market price of bullion, according t e  
the hypothesis, corresponds with the English mint 
pt-ice, would .sell in the bullion market for 1ME. 
The Eaglisk merchant would therefore draw for 
4001. ; and, foreign bills bearing a premium, would 
sell his bill in the English bill market for 104EA 
which, after deducting 3 per cent. for the expen* 
of transit, would leave him a profit of I I .  per cerifL 
Now suppose the currency at Hambl-o' to be also 
depreciated to the amount of 4 per cent.; the n& 
~n ina l  exchange will then be at par, but the market 
price of bullion at Hambro' will exceed the Eng- 
hsh mint price 4 per cent. The 1001."~ w o ~ h  d' 

willsell at Hambro' for 1041.; the mere 
chant will therefore draw npon his correspondent 
for 1041., and the exchange being at par, will 
procure 1041. for his bill in the Englisll bill market ; 
and deducting 3 per cent. for the expenses of 
transit, he will obtain a profit of 11. per cent. as 
before. 

I t  has been already demonstrated that bullioq 
will not be exported under an unfavorable nominal 
exchange, merely in consequence of that ex- 
change; and the reason why specie is exported 
under the same circumstances, is, that the coin, 
while it remains here, passes for less t l~an  its worth, 
end that abroad it passes for its real value ;---in this 
country it forms a part ofthe currency, and partakes 
of the deprecii\tion,---abroad, it passes as bullion, 
gnd is relieved from the depreciation. But it is 
quite clear that even in the export of specie, there 
would be no profit whatever, unless its deprecia- 
tion were greater than the expenses attending its 
.rexport; and therefore were there no other remedy 
for a depreciated currency than the export of spe- 
~ i e ,  the mminal exchange might for any. length of 
time continue unfavorable, to an extent somewhat 
less than the expenses of the transit of bullion. 
But  the fdct is, that no such continuance of all 
unfavorable exchange, even to that extent, can 
hke place, so long as the currency is capable of 
b i a g  converted into bullion; for as so or^ as idhe 



aeyreclatlon rs evinced by an elevation of the mar.- 
ket, price of bullion above the mint price, that m- 
ment the conversion of the superfluous currency 
commences ; wad it depends upon the comparative 
d~mand  for bullion, in this country, and the ck. 
m n d .  linon the continent, whether t l ~  melitec 
specie be exported or not. 

It must be admitted, that, as soon as  the de~rp-  
ciatior1 has exceeded the exloenses of the +I-ansit cif 
specie, and thus afforded an  option as rn the mode 
of converting it into bullioi~, the foreign m~rchant,  
by buying abroad the bdls upon England, wnich 
will necessarily be ak a discount. and ordering his 
correspondent to whom ha sends the bills, to invegt 
them in, English specie, will be enabled to procure 
bullioli at the English mint price. Sn long 
as he can dispose of the bullion at that price 
abroad, he will derive a profit equal to the ex+ 
cess of the discount a t  which he has bought the 
English bills, above the expenses of the transit of 
specie. But it having been already shewn, that 
the prolit on melting always exceeds the profit on 
exporting, by the amount of the expenses attend- 
ing the export, i t  can never be believed that a 
merchant would collect the current coin,. and by 
exporting it, subject himself tos the penalties of the 
Ian?, for the sake of obliging his foreign corre- 
spondent, and enabling him to acquire a profit of 
1 per cent., when by melting the same coin, he 

,igllt himgelf, with less risk, obtain a profit of I 
per cent. 

M i a ,  if the l~inninal exchgnge were reqdered 
favorable, b per cent. by a forced contraption of 
the currency, and the price of bullion were low- 
ered with that of other commodities, so as to ha 
4 p e ~  rent. below the mint price ; would any mer- 
ch& purchase foreign bills at a discount of 4 per 
teat., agd s e d  them to Hambro' to be invested in 
foreign coin, fop the sake of gaining 1 per cem. 
upop i& b p o r t ,  when, by employing the same 
capit$ in the purchase of bullion in the home 
m~rket, a d  converting it into coin at the mintt 
Be w d d  derive a profit of 4 per cent. ? 

The only case in which a superior advqntye 
would be obtained from the export of specie; rather 
than from the conversion of coininto bullion, or from 
the import of specie rather than the conversion of 
bullion into coin, would b.e, when the over-issue 
OF coatraCtion of the currency had created a pre- 
mium or discount of 4 per cent. on foreign bills, 
wiahollt producing alteration of 1 per cent. ig 
tlte market price of bulliop. gu t  it has been d- 
ready shewn, that the nomirlal price of bullion is 
raised Qr lowered in the same kanner as that of . , 

other commgdities, to which it would otherwise ng 
lollger bear its natural rdqtive value. Such an 
occurrence, tllaefore, if possible. can be bat temp 
PQrary, and does not agect the general argument. 

I 



Where the currency consists partly of coin, and 
partly of paper convertible at option into coin, i t  
is for tlie same reason absolutely impossible that it 
can continue permanently in a state of depreciation : 
for should the Bank be so imprudent as to issue 
notes beyond the demands of increasing wealth, 
as soon as the augmentation of prices, and a con- 
sequent unfavorable nominal exchange, denoted 
the depreciation of the currency, the market price 
of bullion would exceed iis rnint price, and all that 
portion of the circulating medium which couId be 
converted into bullion would begin to disappear: 
The paper of the Bank would be returned to be 
exchanged for coin, which would be immediately 
melted, and sold in the form of bunion, for notes, 
a t  the advi~nccd nominal price. These, in their 
tun], would be sent to the Barlk to be in the same 
manner exchanged for coin, which would be melt- 
ed and sold as soon as procured. 

Now this process might be going forward, and 
continue to drain the Bank of its gold, without 
the slightest demand for bullion abroad, or without 
any demand for foreign pa~rrnelits. I t  woultl 
equally take place, though the country weie re- 
ceiving payments instead of ~nal;ili~'tl~ern---though 
it were importing bullion instead of exporting it. 
Should 'the Bank persist in its over-issue, m d  still 
endeavour to throw the snnlc cl~iantity ofnotes into 
circulation,' the Direcicjl-s would be conlpe1lc.d -to 

pupchase bullion, and coin it into guineas, in or- 
der u) supply the drain occasiorted by tlie return 
of their notes ; and as Mr. Thornton states, ck they 
66 eill have, to do this at the very mornent when 
~c mwly are privately melting what is coined. 
66 Tlze one party might be melting and selling, 
6 6  while the other is buying and coilling; and each 
6; of tficse two co~iterdi~lg businesses will be car- 
t; pied on, not on account ofan actual exportation 
66 of .each melted guinca to Hambro' ; but the ope- 
's ration, or at lcast a great part of it, wili be cod- 
c6 fined to London---the coiners and melters liviug 
'' on the same spot, and giviug constant employ- 
s' lsient to each otlwr *." 

Mr. Winthorp, in the evidence he gave be- 
h e  tbe Secret Committee of the House of Com- 
mons in 1797, (p. 46 and 47,) concluded that be- 
cause there was 9 drain up011 the Bank, there must 
necessarily 1)t a dram upon the country; and 
stated 66 his belief that the coffers of the Bank ge- 
" nerally shew whether money IS coming into or 
" going out of the country." I should hope it 
aroald be unnecessary, after what has been alreacly 

* Thornton on P a p  Credit, p. 126. 
Mr. Thornton admits that the melting is not always connected 

with the export of bullion ; but as the object of hie Beak was 
to shew that me currency was ?ot depreciated, it was impossible 
for hiin to give' even a plat~sible explanation of this part of his 
subject, without atttiI>uting the effect to an unfavorable. reid 
exchange 



observe&,- k b  6f8er hfiy thing futher m rdoratibtr -46 
~uchoplnions. The drkin upoh the Bank wiH b&g& 
under am .circumstances, whenever the depre~i  t-. 

tion of c u r m c y  froim over-i-e: h& rabkl t l ~ k  
market pi.fce of ballion above iTs mint piice; and 
it will eontinhe, till the 10% which the Bank mast 
suii'er bj+ the purchase of bullion to supply the drain, 
shall compel theDirectors to diminish the numb& 
of their notes, so as to bring back the ebrrency ti3 
its natural level. The price of baltiybn wi# 'the% 
fall to its mint price, and no hmger aflord a pmfi 
on being melted ; the .ztominal exchnge will in* 
riably mark the &hirunt of the clepreci'qtiotl daFi* 
its continuance; and when the depreciati6ta 
ceases, the nomiha! egchange tvill rise W f p ~  

The adoption of p a p  cattency, therdkmb, 
can never be injurious to a country, SO long srs it 
is convertible s t  option into specie. The 
tion to its over-issue will always be sacient.lgr 
checked by the principle that h&s been just a- 
plained ; and, .independently of tk cmveniencc 
of making the larger payments, it will cetitady i~ 
advantageous to carry on .the circdhtion of a corn- 
try by a cheap, rather than a cos*ly, wchinety.1 

$t is obvious, that as the nominal ghees of &mr- 

moditks will be increased by the mi&-issue lof 
k n ~ M c y ,  'm, for the &me' reasons, the con ' t f~~r ,  
rim-of ,it below the n;ttat.lnl w m b  oE t.i~c,c-ulatiol~, 
.will diminish the norrtinaf iprjces in she Bame 

proportion. A smaller quantity of,awreney will 
then measure the same value, and tfte m i n d  
exchange will be favorable to the country w4xl.e 
the value of the currency is increased. Tkis is 
an event that does not often occur; for as the pro- 
fits of a bank that issties paper-money depend 
upon the quantity it can cirm1+ate, the d i m  
ofthe establishmellt will getrefally take care that 
the supply shall not be less than the &rnand. 
When the market price of ballion, Imwever, has 
from any cause been elevated above t he  mint 
price, the Bank has always the p o w r  of giviwg 
the ctlsrency an artifical .r-alue by a dirnimkion uf 
itu total; amount; and it is evident thart by such 
a diminution, the price of bullion will be lowerd 
in the same proportion as that of any other com- 
modity. Bullion will then be of less value in the 
mmket than in t'he form of coin, and the merchant 
will 'carny it to the mint, to obtain the profat at- 
teoding its conversion into specie. If, under 
such cipcurnstances, there shu ld  be a dmand for 
%union for the purpose of exportation, t1Jis mould 
evidently occasion no drain upon tlte Bank, ni!,.%,> 
it could 'be procured at a, cheaper rate 111 xiz.2 
market; .and d w d d  .the demand fm exportat:uu 
*OB& SQ as to raise the price of this: 
mmln~&y, icslosqwmee .of .its ~ ~ s i k y *  the 

*The scarcity here spoken of ~efe~.rt only to the partial-sca~eity 



Bank ropld always have tlle power by a greater 
contraction ot its currency, to lower ~ t s  nominil 
twice, apd thus preserve the suyerioritv of its value 
in the form of coin over its value in the shape df 
hullloll. 

It is thus that the value of the currency is made 
to correspond with that of the precious metals of 
which it is composed, or into which it is convert* 
.ible; and as long as they continue to be the 
standard by which the value of other commo- 
dities is estimated, the circulating medlum of 
the whole mercantile republic will suffer no per- 
manent alterations, but what arise from the 
variation in the intrinsic value of the precruus me- 
tals themselves. 

I t  is some proof of the truth of thesc posiuons 
respecting the uniformitv of the value of carrmcy, 
that from the period of the reformation of the goId 
coil1 in 1774, to the year 179'7, the computed ex- 
change between London and Hambro' was  gene- 
rally in favor of the former, arising, pro%a%ly, 
from the superiority of our coin ; and that i t  
seldom varied, except in 1793. more than 5 per 
cent. on the one side or the other of par. 'In 

~ ! r i e i  in particular countfie8 from the temporary unequal db- 
tribution of bullion, and not an actual warcity arising froin a 
permanent rliminution of the usual quantity produced ttt the 
mines. 

that year the computed exchange rose W 10 and 

11 per cent. in favor of this couutry, owins to 
the sudden contraction of currency that tool; 
*lace in consequence of the run upon and failuc 
of the country banks, at  the breaking out of the 
French revolutionary war, which had the cffect 
of raising the nominal value of the currency nore 
to the degree ii~dicated by the favorable ex- 
change. During the whole of this period 'the 
market price of bullion never exceeded its mint 
price, except in the year 1783, by the very trifling 
amunt that has been already specified ; and in 
the year 1795, when the Bank had axtended-its 
paper from less than 11 to llnaards of IS nlillions 
and s half. - 

After this review ofthe subject, and the strong 
evidepce which presents Itself that the currency 
of a kingdom, whether consisnng of coin only, oe 
partly of coin and partly of paper, can never be 
augmented beyond its due proportion, so long as 
the paper is corlvt~ rlole at pieasure into specie-. 
w n  any one for a moment doubt of the reudlt, 
silould this salutary check be removed, and at the 
same tlme the paper currency be made 8 legal 
tender for the payment of debts* ? 

* By the Kest~*iction Act, bank notes are not absolutely a l e ~  
IPl tender. ; but il a tender be made ip notas.. the debtor caqnqt 
be arrested. 



Witbout thi3 latter provision, motive8 of pud-  
enm might induce the Bank so to restrain its is- 
sws, as not to create an open discount qpon its 
tloks, aud thus introduce a payer and a money 
price for commodities ; but under the protection 
now afirded by the Restriction Act, there is no 
reason why it should not push the issue of tlris 
currency to the utmost possible limit, and particu- 
k1y if tkere be a confidence in the public, thqt 
sDoner or later the notes will be convertible into 
gold. 'There is no doubt, that with respect to the 
Bank of England this confidence is strongly felt by 
.the public, end with good reason. Bank of England 

are never issued but for a valuable considera- 
tion, being principalfy advanced either upon Ex- 
ebquer bilh or in discounting the bills of mercllants.' 
Ualess, thexfwe, the government is unable to re- 
deem the former, or the merchants should be ia- 
capble of paying the latter when they become 
due, thew must always be sufficient funds h i h e  
Bank to answer the demands upon it *. The de- 
preciation f m  w~- issue :  is therefore by no means 
nectmarily oanuected with any want of confidence 
la the .remUr:ces d the Bank, but rests upon an en- 

* n e r e  must in fact %e mote than sufficient, since the d u e  
d Phe antatedug netm latrrt be less, than that of +e b i h  upon 

they mew iSpp(XJ, by the mnmnt af tbe intowst deduct4 
w the time they were &counted. 

tirely different foundation, and might equaHy tali 
place, whether the currency consisted partly o 
'coin and y arlly of paper, or was composed entirelj 
of the former: for it is not the paper only, but the 
whole currency, both the paper and the coin, so 
long as it ren~ains in the form of coin, thst  is de- 
preciated by over-issue. But as the latter is con- 
vertible into bullion by melting, it will bc con- 
signed to the crucible, for the purpose of removing 
'the depreciation that it suffcrs, while it constitutes 
R part of the currency. 

't'he advocates for the Bank restriction triumph- 
antly ask, bow it is poss~ble that the notes can be 
depreciated, if 1001. in bank notes will p ~ i  rchase 
as rnc~ch as 1001. in specie: but the question, as 
applied to the depreciation of the currellcy, is ab- 
surd ; for the notes and the coin are alike depreci- 
pted *. and therefore exchange, as before, fo; the 

* This opinion is controverted in the Edinbro' Review, NO. 25, 
p. 54, apparently. under an idea that, as the price of gold and 
Siver is nearly the same in all the countries of the world, a de- 
 ciati ti on of the current specie in this country mqst necessarily 
be accompanied by a corresponding depreciation of the currency 
of all nations upon the face of the earth. Uut thefeis a material 
distinction between the depreciation of the specie, and the de- 
preciation of the gold and tilver that forms the specie. The first 

be effected by the over-issue of the Bank, but that can hate 
no influence on the real value of the bullion, which the specie 
contains. As an clrgtorteatum ad horninern against Mr. ~ h o < h -  



same quantity of procluce in the market. But 
their intrinsic value is not the same, because 
guineas being convertible into bullion, the one 
may be relieved from its depreciation by a change 
in its form ; whereas the other cannot *. This 
conversion is constantly going on, and mu&eem 
tinue till not a piece of coin is left in oircuiation, 

ton, it is indeed conclusive, because ha imcgines the remedy %j 
a depreciated currency consists in the exwrtation of coin to 
other countries, where it is not so ueqrkiated. ~t would be 
imposeible, therefore, for the specie tu continue permanently 
degded,  upon his principles, unIess the value of tht cu t teep  
of every other nation were @ly so. Bst it has heM sbem 
that the remedy for depreciated currency from over-issue de+ 
pends on its conversion into bullion, and not upon its expo*- 
at ion. 

The gold and silver currency may theretore fall in value be- 
low the level of the currency of neighbouring states, but this 
cannot be the case with the gold and silver of which it is CbCn- 

posed. 

* As long as the bank note for a guinea is convertible into 
gold bullion, at the option of the holder, its intrinsic value may 
be said to be the same as a guinea. Take aww the conveftibilii, 
and the intrinsic value of the note is the ?due of the ink.and 
paper of which it is composed. No banking operation, nor le- 
gizifative provision, can ever alter the real value of the gold 
bullion in a guinea; but the number ~f.nominrl- pounda to be 
given %for that quantity of gold bu\lisn, may be inmeasdim the 
pro~brtion that the total number af .pounds m the currency-is 
increased beyond what is wanted. 

unless its weight be so much reduced below the 
standard as not to be worth the melting. The 
disappearance of the coin is the proofof its de- 
p d a t i o n .  The reason why the ordinary shop- 
keeper does not make a distinction betdveen' the 
payments made to him in gold, anel those Which 
he receives in paper, is, the confidence be feels 
that a t  some time or other the notes will be paid 
in specie, and that he is in the meantime deterred 
by the penalties of the law from melting the 
guineas---the only mode by which he call derive 
a superior profit, ii-om a payment in coin. But 
the occupation of melting thespecie is nevertheless 
followed by a less scrupu~ous da6s of the commuli- 
ity, who have not hesitated to give a premium for 
guineas, whenever an opportunity offered of pur- 
chasing them, and of profiting by their conversion, 
without danger of detection *. &It t l ~e  difference 
in tlw: intrinsic value of the notes and the guineas 
is not the less real, because it cannot openly be 
avowed. If the coin were allowed by law to be 
melted, if the pe~lalties for this offence were less 
severe, or if guineas could be collected without 
exciti~ig the suspicion of the officers of the B ~ t l h  

* An instance of this hao recently came before the public, 
in comequence of an information against a person eharped 
with selling guinelr, for more than they are allowed to pass fqr 
by law. 



and the Mint: &ither the Restriction BiH, nor the 
pro$ision that bank cotes may be tendered as legal 
~ti.vment, would Drevent a paper and a m~riey 
price for cbmmodities, and consequently an open 
dlSCount upon bank paper. 

The  drain upon the Bank, in the year 1797, is 
allowed by all the Directors [to have arisen from 
the alarm of invasion. The m ~ r k e t  priceof bullion 
was, at the time, below its mint ,price; the ex- 
change with the Continent was in favor of London; 
and therefore all the causes, that are usually SS- 

signed, as creating a drain upon the Bank, were 
operating in a contrary direction. The alarm ori- 
ginated, according to the evidence given by Mr. 
Burdon, one of the proprietors of the Newcastle 
bank, before the Secret Committee in 1797, from 
the orders that had been issued for taking an ac- 
count of the stock of the farms of Northumber- 
land, for the purpose of regulating the mode in 
which the county was to be driven, in case of in- 
vasion. The farmers immediately sold their pro- 
duce at very low prices, and the notes which they 
received from the purchasers were poured in upon 
the persons by whom they were issued, to be ex- 
_changed for specie; in consequence of which, the 
banks at Newcastle were obliged to stop payment, 
ayd their failure was followed by a similar run 
upon the country banks throughout the kingdom, 
many of which were in like manner obliged to stop. 

'Che alarm was communicated to  the metropolisC 
alld occasioned a drain upon the Bank, which had 
already been called upon for considerable advances, 
in consequence of the run upon the couiltry banks. 
The distress of the mercantile class, from the great 
extent of the failures, and the gcneral distrust they 
occasioned, aggravated by a violent, and there- 
fore improvident, contraction of the usual quantity 
of bank paper, combined to produce that crisis 
which terminated in the restriction of cash pay- 
ments at the Bank. I t  is unnecessary now to en- 
quire how far this restriction at the time was po- 
litic or otherwise. I t  probably was a measure of 
prudence; but as the evil was temporary, so also 
mght to have been the remedy. I t  might have 
been expected, that the complete relief of the mer- 
chants, and the returning confidence of the peo- 
ple, would have been considered as the signal for 
discontinuing a law, which has given the Bank Di- 
rectors a power of permanently altering the value 
of the circulating medium of the country. I t  has, 
however, been decided otherwise; and the conse- 
quence has been, that as the fears of the Bank Di- 
rectors have been dispelled, the quantity .of cur- 
rency has been gradually increased, and has pro- 
duced all those symptoms, which any person ac- 
quainted with the theory of money and exchange 
would easily have anticipated;---an augmentation 
in the price of commodities, an increase of the 



market price of bullion over the mint price, and a,n 
~ i ~ a f a v ~ l * o l d e  no~+i&C exchange. 

Thr effect or tile overdissue of bank-y~otes upon 
the computed exchange may be 'visible fi-om com- 
paring the amount of the dotes in circulation in 
the years 1795 and 1797;'%ith the co?~t/)t~tcd ex- 
change at the same 'gefiods. The amo~i i~t  was 
au~mented in February 179j5, to 13 : millions *, anti 
&e exchange between Hambro' and tondon, wbich 
was then 6 yet eelit, above par, felt before Sep- 
tember, to 3: per cent. against Englnnd. Ti Pebru- 
a ry  1797, the paper in circulatibn was reduced 
to 8 :;millions, and the exchange between H,mbro 
and Lonclon rose-'to 61. 18s. per cent. in favor 
of England. By the last returlis presented to Par- 
liament, it appears that the bank notes now in cir- 
culation amount to 21 n~illions, the market pricc 
of gold in November mas 151.8s. M. ucr ceiit. abovc. 
the mint price, and the exchan~e betme~n Hanibro 
and TAondon 161. 15s. per cent. against Endand. 

Should any one stiH be sceptical on the subjec:, 
a sllort survey of the mode in whicb the business 
of the Bank is conducted will probably remove 
his doubt. I t  has been aiready shewn, that so 
long as its notes are conrertitxe at O ~ L I U I ~  into 
specie, a bank can never permanentlg Keep in cli- 
culation more paper L ~ I ~ L ,  L . L I ~  wants of' the country 
require. Rut it is not perllitps, quite so clear, 
in what maniler rile over-lssues of a bank that is 

not liable to be called upon for cash payments, 
will augment the tzomi7zal prices of all commodities. 

The notes of the Bank of England are issued to 
the merchants who are in want of money, on the 
security of bills of exchange of not more than 60 
days date, which are brought to the Bank for 
discount. 

On the receipt of the bill, the Bank gives to the 
merchant an equal amount in notes, deducting 
the interest at the rate of 5 per cent. When the 
bill is clue, the Bank presents it for payment, and 
receives the amount in full, deriving a profit 
from the transaction equal to the interest of the 
notes for the time. The oftener this process can 
be repeated, and the greater the amount of the 
notes it lends, the greater will be its profits.--- 
Now it is evident, that if the purchases of the 
merchants could be effected by their own bills, 
i t  would be unnecessary for them to apply to 
tpe Bank for discounts; this application, then, 
is of itself a dccisive proof that, the bills of 
private merchants will not pass in the market 
with the same facility as the bills of a national 
Banking Company. The conversion, therefore, of 
the bills into notes is an increase of currency, 
which could not take place witl.lout the assistance 
which a bank affords. 

Now the merchant regulates the scale o f '  his 

* Secret Committee of the H ouEe of Lords in 1707, yliG 



transactions-by tk amount of the capital he  em 
oommand. The greater the extent bf. this cap&], 
the ,larger the profits will eftpect 'to derive f& 
its employm&nt. If he cari make cr profit of i0 
per cent. by his business,,he will alivap be ~ i l l i t i g  
to extend it by borrowihg capital, for"\il~ich 
he 1s to pay an interest of only 5 per cent. Mete 
then are two parties ekactly suited to the supply of 
each others wants, and co-opmating f ~ o m  mutual 
interest towards the same object. 'Ehe profits, of 
the Bank are in proportion to the paper curreficy 
it  can lend, and the expected profits af the tner- 
chant are in propbrtion t o  the paper oorrency he 
can borrow. Under such circumstances it i s  idle 
to talk of the Bank D;irectdl$ hiking the power to 
contract their diseounts -when 'they pelvcccfive there 
has 'been an over-issue,' unless a inotive can Be 
shewn for the exercise of that PovQer. White the 
Restriction Act  is in force, the only fule of their 
oonduct will be the validity of the bills that ate of* 
fired for discount, and they are bound by the duty 
they owe to the Bank Proprietors who appoint 
them, to profit by the facilities thus imprudently 
granted by the government, and to employ-to "the 
greatest possible advaritage the funds of whichtgey 
have the disposal. 

I t  is equally idle to say that the rnercba~t- will 
not employ all the capital- he can command, or 

t h d  hb cmt will e~able kiq to borrow*. By 
tb b i l i t h ;  tbrt we IWW given te dism!lr?tn. the 

mu glwayp, Bitha 'Jg iplmePiqte ag- 

e to the Bq&k by means of their bankers, 
, if i,a the country, by the in te~en t ioa  of M 
cawprtry ib ads, coin their credit into currenqy, 
.gich will q r a t e  upon the markets w l ~ e r e w  it 
d e s  its appwmco: for tilt price of my 
giwll swply cd ~ o d ~ a r  will depend Upan the 

d p u r c l ~ r s ,  and the extent Qf the 
npital they cw command. The more easily 
cspital can be prasred,  the greater will be 

th mmptitioa in the mark&. Whenever 
tLc prospect of a pmfitable speculation offers, 
merchants will be eager to embark in it, and 
the demand, which, u n h r  ordiizary circumstances, 
would be reguliltcd by the amoullt d real capital 
cappble of being diverted into that channel, will 
now be augmented in proportion to the,$ctitiotts 
capital, called into existence by the facilities 

+ See r whirns~eal pamphlet publish48 Mr. Smith on the 
The* of Money. He asks, would bankem and merehamti apply 
to d v e  good bills discounted at the Bank, if bank notes w q e  
$precioted ? The aaweF tb which i j  obvious. The depreciation 
la no way affects & dealings of the merchants ; who ~ I I Y  and 
dl at the high no~ninal prices, an& whose prdts are nomindllf 
i m  in the same proportion= money L de*. 



afforded from the Bank discounts;. and thus an 
over-issue' of notes will immediately take place, 
creating an additional number of puretiasers, or 
increasing their powers of purchasing in propor- 
tion to the over-issue. If the increased curreucy 
be empioved in a foreign speculation, it imme-' 
diately acts up011 the fo re i~n  bill-market, and 
creating there a fictitious demand, it affects the 
nominal cxcllange; if it be emnloyetl b y  the bul- 
lion-merchant, it raises the market 'price of that ar- 
ticle; if by the home dealer, 'it auyments the prjces 
of native commodities. No sooner has it lert ?he 
merchants by whose means it was called into ex- 
istence, than it passes to the wholesale dealers and 
master manufacturers, who, In their turn, will 
raise the prices in their respective markets by a 
'competition which is called into action merely by 
l);li. :,ver-issue. 

If the evil were confined to the increased quan- 
tity oi currency thus thrown into circulation by 
the Banli of England, it might not be attentled 
with injurious consequences of such magnitude as 
are now experienced : but the illisfortune is, that 
the same law which protects the National Balll;, 
and enables it thus to de r :~ng~  the natural state 
of' tile circulating medium, confel-s the same ponref 
on all the country hanks througl~out the kingdom, 
which are now 1.elievcc1 from the fears and incoii- 
venience t,o nlllicll under ordinary circomstanccs 

they woald'be subject, should they at any time be 

tempted to issue their notes beyond the amount 
which the wants ot their respective districts might 
require. 

The  country banks are, in the same manner as 

the Rank of England, enabled to supply their re- 
spective connexions with funds for speculation. 
If the excess of their paper should at any time 
excite doubts of their solvency, and create a 
run, they may be supplied by their correspond- 
ents in London with notes from the great cen- 
tral paper mint; and thus are all the lesser esta- 
blishments throughout the kingdom absolved from 
every dificulty. They issue their notes almost with: 
out limit, and by these means enable tile country 
dealers to enter into speculations and purchases, 
zvhich, without their nssistance, could never have 
been effected. Can any one then be surprised 
that prices should rise, when every addition of 
currency is attended wit11 profit to the Bank 
by which it is issued; ancl that there can never 

, b e  au additional issue of currency without creat- 
ing additional purchasers to the same amount ? 

A n  objection has been urged against this view of 
the subject, which deserves to be noticed. I t  has 
been stated, that if only such bills are discounted 
at the Bank, as have been drawn in consequence 
of bond jde  commercial transactions, no addition~l 
currency is thrown into circulation, nlore than the 



wantvdthememantilecomunity requite ; thattll 
billaso discountred ate ihe representatives of the pro- 
perty, by thk transfer of which theg arecreated 4 and 
thus a distinction has beell attempted t a  be drawn 
between real and fictitious bills; ;ohm thelatter are 
mom generally termed, bills of accommodatbn. " Bdt 
it  will not require much consideration to prceivs 
that this, as far at least as concerns the aver-issue 
of currency, is a distinction with &tittle, if any, dif- 
ference. Mr. Thornton has well h e r v e d ,  that 
* c  notes given in consequence of a r i d  sale bf 
" goods cannot be considered as an.that secounlc 
" certainly representing my actual property.---- 

Suppose that A. wll8 1001. worth cff gods to B. 
at s k  months credit, 'and takes a h i N  at six 

" months for it ; and that B. within. a month a fw,  
cc sells the same g o d s  to C. at a like .credit, tak- 
'' ing a like bill ; that C. after another m w h ,  
0r sells than  to D. ; a n d  so on : there may, at the 
'' end of six months, be six bills of 1,001. each, 
" .existing at the same time, and .every one -of 

them lnay possibly have beep discounted. Of dl 
these bills, then, one only represents any a c t d  

" property. If the credit given bea credit of twelve 
'months instead of six, 1'2001. instead of 600b 

" would have been the amouat of the bills drawn 
(' on the occasion of the sale of goods, and 11001. 
6 c  would have been the arllount of those that repre- 
'' sented no property. I n  .order to justify.the sup- 

(< position 4 h ~ t  a real bill ? p m n t s  a o b l  pro- 
<' perty.,-there wg&- to be some p o w t i n  the .bill- 
(( 'Maw- to prevent the pro+* which' L t h  bill 
cc  aepr-&ents f r m  being t n r d  to othm putp~sea 
(' thaw thiit- of paying th4 bilt ia queskiow* '-' 

N q w  had t lme bilk never beeu disqouutd, t h i c  
c i ~ u h t h  w d d  h a m  been con6ned to t h o s e p -  
soqs~aiy, vibh whom the parties, whose names sp, 
peitr on %he bill, had credit; and their effect 
upozt the general currency of the country would in 
sri& case have be& e~cacdingiy limited, aompar- 
edlwitb that which they have in abe more negoti- 
able form of the notes of r &ding Company. 

One of the metives af the seller who desires to 
Imve a note for pods SOH, is, that he may engraft 

" sra therrammctierrof the sale the convenient con- 
" dition ofreceiving from the btzyer a discountabde 

n&e of the same amount with the value of the 
" goods. A fictitious note, or note of accommoda 
" tion, is a note drawn far the same purpose of being 
" discounted, thot~gh it is not sanctioned by the&* 

eumPtance of its having originated in an actual 
" sale of goods t." The Bank of England professes 
to-refuse the biscouating of any bilk except those 
dhwn for boad,lfde metcantile considerations ; and 
so fw as their own iwests  are concerned, it may 

- 

* Thornton on Papel' Cradit, p 30. t Ibid. 



be a 9ery proper and highly pruden~ I-egulation : 
but to the public, it is of little moment upon what 
degree of security the 'Bank may think right to 
lend its notes ; nor can the Directors, with all their 
vigilance, discriminate between real and fictitious 
bills, Whether real or fictitious, their conversion 
into notes will alike au,pent the currency df the 
country, which, without the check that has b&n 
pointed out in the foregoins pages, may be'in- 
creased in an unlimited degree. In  the case of 
the real bill, a bond ,fide transaction takes place 
prior to its being c~nverted into currency, in con- 
sequence of a credit subsisting between the drawer 
of the bill and the seller of the gu,,,. I n  the fic- 
titious bill, for want of that credit betweak* ~ n c  
drawer and the seller, the conversloll oi the blrl 
into currency takes place in the first instwice, and 
the bondjfde transaction follows. 

From what has been stated, the distinctiou be- 
tween the real and the nominal exchange will be 
sufficiently apparent ;---they have been found to 
.!if'fer most essentially, both in their carlses and 
cffects. 

The  real exchange has been proved to depend 
upon the proportion between the foreign payments 
which a country has to make, and the payments -. 
i t  has to receive. . . I he nomiltal excl~ange depends upon the com- 
'parative value of currencics. . 

The real exclwnge has an immediate eEfect upon 
the exports and imports. 

The nominal exchange, whether favor:tble or un- 
faF~rable, has no effect whatever upon expoffs and 
imports. 

An unfavorable real exchnnae. i f  its rate be 
s@~elentiv high, will cause an export of bullion, 
and may, under peculiar circumstances, lead to a 
arun.upon the Bank. 

An unfavorable nominal exchange,  ha hat ever ue 
jLs raie, not necpqsarily lend to any export of 
bullion, but will immediatelv cause a drain up011 
the Bank. for the conversion ofcoin into bullion, 

Wlxn  the market price of bullion exceeds the 
mint price, in consequence of its export from an 
unfavorable real exchange, the currency is not de- 
preciated. for it bears the same relative value to all 
other commodities ; it is the real price of bullion 
that i s  raised, from a temporary scarcity. 

\Vllcn there is an esress of the market price of 
bnllioe above the mint price, together with an u12- 
fi~vorable uominpl exchange, the r e d  price of bul- 
lion is not altered, for it bears the same relative 
value to all other commodities ; it is the currency 
that is depreciated, from a temporary abunrlnnre. 

' 

'rhe real exchange cannot be permallently favor- 
able or unfidvorable, whatever be the state of tlle 
cyrreucy. 

The  nonri?zal excl~ai~gc map colltinuc fc;r 



lengfh ~f time favorable or nnfavarrble; prwided 
the value of the currency continues to be denre 
ciated. 

Now the com~nded exohanec depends upon t b  
ComD~i~eu operntlon\ UI ~ n e  v--l and *.fim;~-r ex- 

chnqgc: , and unless EW dlstinctmns iust ~oiryted 
are Kept constantlv in slew, it wiH hn imws- 

mble to reconcue tne contradlctocy results to WUSR 

it appears to glve rise. 

>F THE COMWTEIC) EXCHANGE. 

THE computed exchange is determined by the 
Buctuati~ns of the price which a foreign bill bears 
h the market, but affords no criterion by which 
a 0  1 ~ t t ~ ~ ~ ~ ~ ~ 1 ~  whether those fluctuations arise 
fhm:variations in the state of the reat, or of the nu- 
mznaf exchange. As these are perfectly independent 
cu each other, it is evident that if both are favorable, 
or b ~ t h  unhvorable, the computed exchange will 
denate their sum ; but if the one is favorable, while 
tne other is unfavorable, it will express their dif- 
terencc, and may be at par, though neither the 

r tu l  nr womirzcll e x c h a n ~ e  n r r  so. nmvided the un- 
I'avoi-able state of the one be couriteracted by the 
favorable state of the other. Now let any one fbr 
a moment consider, what different phenomena 
wouId present themselves under an apparently 

'similar state of the exchange, accorcliuq to the 
moae In wn~ch that similarity was produced. For 
the compuled exchange would be at par, if the real 
and nomi~znl escliancge were so ; that is, if t h i  sup- 
ply of foreign bills were equal to the demand, and 
the currencies of other countries of the same value 
with our own, In ~vllich case the exports and im- 
ports would proceed in their ordinary course. 

I t  would be at p4v, thougti the real exchange 
were unfavorable in any degree, if the nominal ex- 
cehange were f~vorable in the same degree ; that is, 
if the high price of foreign bills, arising from their 
scarcity, were counteracted by the superior value 
of our currency over that of other countries. 
f n  this case the unfavorable real exchingc 
xvould indpce an increased exrortation and dimi- 
nished inlportation ;---it would occasion a'dernahd 
for bullion' for exportation, without creating ahy 
dizzin upon tlie Ha111i; becsuse from the con- 
traction of the currency, the market price of Itiiil- 
lion n-onld be below the rniiit price. Ordinaty 
produce wolild be cheap, the r p t r l  excllailge 
do.rld I,c gradually restored to I'al* by the opera- 
tion ~f thi. r:<i,ort~ and irnport5 ; and the norniial 



exchange would be raised tor par'by the canver- 
sbn of.hllion into coin. 

The- espnpiltpd exchange would also be at par, 
tbuh the real exchange were favorable,~provided 
tbe mnuifd exchange were unfavorable in s sirni!ar 
degree ; or, in other words, .provided the low price 
of foreign bills, arising from their abundance, MCXE 

tc~unterbalanced by the depreciation of our osr- 
rgncy compared with that of foreign countries. 
I n  this case there would be a diminished exporj 
and inicreased import, arising fmrn the favorabb 
state of the real exchange, attended with ao~larffux 
of bullion; but there would at the same time be a 
drain upon the Bank, in,consequence of the mar- 
ket price of bullion exceeding the mint price, from 
the over-issue of currency. Ordinary produce 
would be dear; the operation ,of the exports saad 
imports would gradually restore the real exchange 
to par; and the nominal exchange would return tr, 
the same level by the conversion of the superfluous 
cwrrency into bidlion, 

Again, the computed excha~~ge might be in favor 
of a country, under very opposite states of 
the ., . , real and nominal exchange. Thus it u~ould 
be a per cent. in favor of this countl.y, if the reui 
@change were 3 per cent. above, and the nominal 

. &change 1 per cent. below par. I t  would also 
be two per cent. in favor of this country, n ith n 
favorable nomi~lal uxchauge to the amount of 3 yer 

cent. and an adverse real exchange of 1 per Gent. 
In  the same manner, an ad1 erse compz~ted exchange 
might be shewn to arise from very oppositestates of 
tk real and norni~znl exchange * ; and it would be 
easy to point out, under any given circum.etart'ce$, 
in what manner the merchant would derive his; 
pmfit from the produce he was engaged either iii 
exporting or importing. Suppose, for instaace; 
tlm computed exchalige between Hambro' add 
London to be 1 per cent. against this country, and 
tl&, this arises from a real exchange which is 
faw.altte to the amount of 4 per cent. and a no- 
miwE exchange unfavorable to the extent of 5 per 
cent. ;&let the red  price oftbullion at Harnbro' and 

* Mr, Wbeatley, who assigns the relative value4 of cumncies 8s 
the ex~lusive cause of the fluctuation3 in the computed exchange, 
has endeavoured to prote, that the rate of exchange has con- 
stantly correspondrd with the relative issues Of currency. But 

the hbles pubhhed t)p Lord King and Mr. Mushet fhrnish abund- 
ant proof of fluctuations in the exchange, without a correspond- 
ing alteration in the currency. Since the year 1797, When 
the correcting principle of the nominal exchange was removed 
in consequence of the Bank Restriction Act, there is, as niight 
be'expected, a general coincidence between the increase ~f bank 
notes in circulation and the adverse computed exchaee;  yet 
even within that period, there have bees considerable intervals 
when the contputed exchange between Hambro' and Lundon has 
been in fasor of the latter, and that too at the time when the 
greatest issues of curre~jcy recorded in Mr. Mushkt.3 tables todk 
plakr, vii. in May' lt301, and Janunry 1305. 



hnclon  be precisely the same, and consequently 
the 1 2 0 7 ~ i ? 2 ~ ~  prices different by the amount of tlie 
norni~iat exchange or 5 per cent. Now if the ex- 
pences of freight, insurance, kc .  on the transit of 

bullion from Hambro' are 3 per cent. it is evident 
that a profit urould be dcrived from the import of 
that article, notwitllstaading the conzpzlled ex- 
change was 1 per cent. against us. In  this case 
the merchant must give a premium of 1 per cent. 
for the foreign bill to pay for the bullion ;---loo/. 
worth of bullion at Hambro' woulcl therefore cost 
him 1011. and the charges of importatioil o d d  in- 
crease this sum t o  1051. Upon tlie subsequent 
sale, then, for 1051. of depreciated currency in the 
home market he would dci-ive from the transaction 
a profit of l l .  This sum is precisely the diiTereiice 
between the real exchange and the expenses of 
transit, that part of tlie computed exchange which 
depends upon the nolnilzal, producing no etkct ; 
since whatever is lost by its uilfavorable state, is 
counterbalanced by a corresponding inequality of 
nomi~zal prices. 

In the same manner it might be shewn, that 
with n favorahle co7npttfed exchange, bullion might 
be flowing out of the count:.y; but it would be 
tedious to multiply instances, which, as the intel- 
ligent reader will easily conceive, may be infinitely 
xarietl. 'Those ullich have been now adduced are 
sufficieut to shcv-, n hat contradictory concl~~siohs 

may be  drawn from any given rate of 'the computed 
exchange, and how impossible it is, from that 
aloiie, to determine either the relative value of 
currencies, or wbether, t\ hat is usually called the 
balance of trade, be fiworable or unfavorable to a 
nation *. 

* A singular instance of the confusion arising from 3 want 
of attention to these distinctions occun in the follorving passage 
from the fifth Number of the Quarterly Xevietv: " Mr .Thornton 
(' hating used the following eupr-ession---' If at any time the 

exchanges of the country become so unfavorable as to pro- 
# duce a material excess of the market over the mint price of 
c G  gold.'---' Mr. Ricardo comments on t h i  representation by 
I: concLcly saying, ' Here the cause mistakcn for the effect.' 

6 c  Mr. 'rliornton seems to us indieputably correct; not but that 
1c the unfavolablenesa of the exchange, and tlie rise in the bullion 
*( price of gold, altcrnately act as cause and effect; but the 
d c  former may, in some cases, not imyroperly be said to p~ecedt- 
a the latter, and it certainly does so in the case of a bad halrest, 
4 c  of which 3111.. Tholnton is syenking in this case." P. 157.--- 
Here it is evident that Mr. Thornton's observation, if confined 
to the real exchange ia correct. Mr. Ricardo's comment, -if 
limited to the nonrinul exchange, may also be considered as COY- 

rect, though it twould have been more accurate to hate stated, 
the unfavolableness of the exchange, and the excess of the mar- 
ket over the mint price tf gold, both, as effects of the depreci- 
ation of the currency; and the Reviewer may be correct, if hi5 
observations are intended to apply to the cotirputed exchange. 
The apparent contradictions a r t e  fiom confounding the r e d ,  the 
nonainal, and the conrputed exchange, under the ge~~eral, unqua- 
lified term, exchange. 



T h e  merchant, by knowing the computed ex- 
change, and the current prices in the home and 
foreign market, and without any acquaintance 
with the theory of exchange, or the principles 
which regulate it, will always have suficient prac- 
tical data to guide him in his commercial trans- 
actions ; but the statesmat] should beware in mak- 
ing general legislative provisions, that he is not 
misled by the partial statements of men, whose in- 
dividual interests are frequently in direct oppo- 
sition to the general welfare of the country.--- 
This remark is not meaut to convey any illiberal 
insinuations against a nlost useful and respectable 
class of the community ; but experience suficient- 
ly proves that self-interest gives a bias to the mind. 
which, without its being corlscious of' &he influ- 
ence, will mislead and pervert the judgment.---- 
Perhaps a more than ordinary degree of caution is 
requisite, in this commercial country, where there 
seems to be a prevailing opinion, that the riches of 
the merchants are evidence of the benefits that the 
nation derives from its foreign trade ; it being for- 
gotten, or unnoticed, that the profits of that class 
of persons are derived from tlle pockets of their 
countrymen: and that the advantages of foreign 
commerce consist in the stimulus it gives to the 
increase of the produce of the land nnd labour 
uf tho country; and to the opportunity which 
i t  affords, of exchanging the suplus produce thns 

cdled into existence for an equivalent, and only an 
equivalent produce, collected from every climate, 
and materially contributing to the enjoyments and 
the comforts of the community. 

O f  the EJkcts o f  the Depreciatiou qf the Currency 
on the E.rpendilure of Gover,z~ne,it, and on the 
Iuterests of the (/$?rent C'lasses of the Com- 
m t t n i t ~ ~ .  

The  foreign expe~diture of government bcing 
principally discharged by the remittance or the 
draft of bills, must be subject to the premium or 
discount in proportion to the comptcted exchange. 
Wllatever be the amount of that expenditure, it 
will always be effected with greater or less advant- 
age, according as the computed exchange is fa- 
vorable or otherwise. It is of no consequence, so 

far as the disbursements of the Treasury are con- 
cerned, in what way the foreign expenditan: 
is ultimately discharged by the country : fbr as 

long as bills are made use of, as the immediate 
mode of payment by the government, so Ions 
must the government, whenever the cornpzrted 
exchange is unfavorable, pay the premium for fo- 
reign bills, or submit to tile discount upon its olr.11; 



hnd so long, on the other hand, will it derive the 
advantagre of the discount on foreign, and the 
pren~ium on its olvn bills, \tihenever the state of the 
computed excl~ange is in favor of the country. I t  
is therefore most essential to the interests of go- 
vernment, that the comnputed exchange should at ;ill 
times be as favorable as possible. Now this can 
only be produced by a careful attention to the 
state of the currency, and its effects upon the no- 
minal exchange ; for the circumstances that affect 
the real exchange are not, at  all times, within its 
controul. 

Bad harvests and deficient crops will always cre- 
ate an encreased and unusual importation; and in 
the same degree, a demancl for foreign payment. 
This will eventually, indeed, be discharged by ah 
illcreased exportation; but in the mean time, and 
during the continuance of the pressure, the real 
eschange will become unfavorable, and will conti- 
nue SO till the consequeat bounty upon all export- 
ed, and the duty upon all imported, commoditie's, 
shall restore it to par. 

The  norni~zal eschange, 01: the contrary, is corn- 
r~letely within the controul ( s f  ~overllment, anrl 
can never be either permanently tavorable or un- 
fidvorable, so long as the legislature exercises a due 
tlegrce of vigilance over the state of the circvlatina 
metlium. If t l ~ c  c ~ i n ,  ill  \\ 11ich thc Iegi~l paymeuis 
of the country arq m:~dtb, is not dcgra:lcd, and the 

paper is convertible at option into specie, it is inl- 
possible that the curre~lcy can ever be reduced be- 
low the altnost unifurnl value, which the precious 
metals preserve among the different nations of the 
earth; because the depreciation of the currency 
will always be prevented, by the conversion of 
any superfluous quantity of it into bullion. 

Shoulcl the legislature be induced by temporary 
circumstances to interfere with this regulating prin- 
ciplc, and restrict tlle issuers of notes from the 
obligation of paying in specie, the consequences 
are easily foreen, and must soon be felt. There 
will be no longer any limit to the depreciation of 
the currency ; the nomi7zul exchange will continue 
permanently ~~nfavorable, and will render the corn- 
pzltecl eschange so much the less favor;)ble, or so 
much the more unfavorable, in proporti011 to the 
extent to whicl~ the currency may have been aug- 
mented beyond its nnturi~l amount. 

The  government, under these circumstances, 
will be utterly ~ ~ n a b l e  to relieve itself from the los3 
~vhich must be incurred upon the total amount of 
its fo re ip  expenditure, in urhatcver mode it is dis- 
charged ; for the 7zon2inal eschange has a very dif- 
ferent effect on tl:e foreign payments of the state, 
aqd those of merchants in the cortrse of their com- 
mercial transactions. The  esporting merchant 
gains a premiut~ on 11is bill ecluivalent to the no- 
~ n i n a l  cu: !iaugc, and bv that advantage is repaid, 



what would be otherwise lost in the high price he 
milst give for his goods here, and the low price a t  
which he must sell them abroad;---he derives no 
profit, and he sulfers no loss. The  impdrting 
merchant gives a premium for the foreign bill wit11 
which he pays for the produce lie imports, but is 
repaid by the high 7zorninal price at  wllich he sells 
the produce at home. H e  a!so dei-ives no profit- 
and sustains no loss. 

But the gor-er~lment has no means of repaying 
itself for the loss occasioned by the nominal ek- 
change. The  equivalent is received abroad, and 
cohsumed there, and the bill for which the pre- 
mium has been giren will purchase precisely ihe 
same quantity of produce, whatever may have been 
paid for it here. Neither would the situation of 
government be altered, if; under an idea of saving 
the aomz'l~al exchange, it  were induced to export 
commodities for the immediate supply of its arm- 
ies, or its foreign establishments ; for independent- 
ly of the expenses of the transit, it would lose the 
whole amount of the ~zominal exchange, ill the 
high prices at which the commodities uoulil 1)c 

bought in the home market. If hnilio~l couItl bc 
procured, there would still be 1 1 1 : :  sainz loss ; fil.st, 

in the expenses of the transit; a ~ l d  ,econdlq-, in 
the high market price at which it must be bought 
here, while abroad it woctltl pass for no more t I~au 
its intrinsic value. 

tvithout accqs  to the dociiments and vouchers 
of goverqwent, there is po very accurate mode of . 
estimatilig the amount of the foreign expenditure ; 
but some approxltnation to ~t may be made, by a 
comparison of the exports and imports. I t  has 

been already observed, that tlie fo re i~n  egpendi- 
ture of a country can only be discharged by the 
export of commodities to an equal amount; and 
as tllc equivalent is received and consumed abroad, 
it foIlo\.vs, that in evrry country where there is a 
foreigu expeqditure, the ex jmrts must exceed the 
imports to  that extent :---the larger the expe~cli- 
ture, tlie greater will be the excess of exports 
over, imports. From this acki~owledged truth, the 
inference seems very obvious, or a t  least there is 
strong presumptive evidence to lead to this con- 
clusion, that if a foreign expenditure cause an ex- 
cess of exports over imports, an excess of elrports 
over imports will denote a foreign expenditure.--- 
Yet eve11 at this day there are not wanting men in 
the Cabinet, in the Senate, and anlong the best- 
informet1 classes of society, \vho still adduce as a 
proof of the gain., that aremade by foreign com- 
merce, this same excess, which indicates exyend- 
iture, and not receipt *. M r .  Pitt was continu~~lly 

+ T11c same inference has been drawn, from the excess of ex- 
ports, by the prcjent ChaocelJL)t of the Exchequer, while tllc-e 



vaunting of the resources of the nation, as evinced 
by this circ~mstance ; and Mr. Rose, in his 4 6  Brief, 

sheets have been passing through the press. See his speech upon 
opening the budget. 

The gradual increase, both of the annual imports, and exports, 
has been frequently adduced as a decisive proof of the f l o h h -  
ing state of our commerce-a conclusion that may be exceedbgly 
fallacious. The nominal value of the exports and imports will 
in some degree keep pace with the increase in the nominal 
price of commodities, and will swell the apparent amount of 
lnerchandize exported and imported, wiihout any matmial ad- 
dition to the actual quantity. That the present increase arises 
principally from this cause. is rendered more than urobable. by 
a comparison of the relative amount of tonnage employed for 
the transport of that merchandize, in the years 1807 and 1909 
The following table is drawn up from the returns made to the 
House of Commons, January 30th and Nisrch Nth ,  ,1810 : 

As the nature of the conlmodities is specified in the pet~i.ps, 

Examination," states, with the same view, the an-. 
nual balance of trade in favonr of this country at, 
14,800,000J. Mr.  Nccker, acting upon . .- similar 
principles, estimated the annual balance in favor 
of France a t  3,000,0001.; and all  other courrtries 
have in like manrier prepared oficial statements of 
exports and inrpol-ts, and boastccl of a favorable ba- 
ltrnce *. Those, who have cnterecl into the spirit 
of the observatioas upon the real eschange, will 
think it unnccessnry that I should dwell upon 
these absurd opinions respecting a balnilce of trade, 
either favorable or onfiivorable to a nation ; it be- 
ing evident, that, though at any uartic~llnr mo- 

- 
Tonnage of Vessels, nritiah and Foreign, including 

their repeated Voyages, in the several Ports of 
Great Britain, from and to all Partsof Europe. 

1 Outwards. 
Jan.. rons. Tons. 

81 1.255 

1810 1 882.255 
I 

Offic~al Value of the Imports and Exports for three 
Quarters, ending the 10th of &toher. 

and docs nbt appear to vary materially, as to the proportions of 
value and bulk in the respective yeam, the equality in the 
amount of tonnage employed ia  conclusi~e, that the apparent 
increase of trade is in H g ~ e a t  measure ao)irinal. 

Year. 

1807 

1 SOY 

* " There is no mine, however productive, that could supply 
'. the necessmy stores for the halances that arc clai~rled by the 
" diffxent nations of the world. One country claims a balance 
" of 14,S00,0c;ol. and another of 5,000,0001. another of 3, 

" and others of 2 and 1, to the aggregate amount of nearly 
" 40,000,0001. annlially ; and 3s all assert their comrnerce to be 
" favorable, it is obvious that their collective balances must be 
" ba;d by a contillual infll~x of bullion from the mines cor1.e- 
" spondent with their amonnt ; but the annual produce of the 
" mines of the world does not excced 7,000,0001." (Wheatley, 
op tlhe Thco~y of Monc)., p. 139.) 

Imports. 

19.717.396 

Exports. 

22.461.875 

29.000.782 39.824.104 
4 

1 



hieht there tnay hate been more produce sent frw 
s country than has been received in return for it, 
a d  that bullion does occasionally pass to liqui- 
date the balance, this happens merely in conse- 
quence of s derangement of the usual commercial 
exchanges, and the bullion must evelltuglly again 
leave the country into which it flows, unless de- 
tained there by the wants of the people, either for 
the purpose of ornamental manufacture, or an 
extended currency, in consequence of increased 
weattl~: 

All trade, whether foreigfl or domestic, consists 
in an exchange of equivalents. Gold arid silver 
will be sent as the eqltivalent, when gold and silver 
are wanted for use. The l~asd\~yare and woollens of 
England are exchanged for thesilks and the wines 
of France, because these are more desired than 
the bullion of France. If it were the taste of the 

of England to use gold and silver for their 
ordinary utellsils, the bullion of France would be 
demanded as the equivalent. But they prefer the 
wines and silks, and rather than forego these luxu- 
ries, ore content with utensils formed of coarser 
materials. When the exports exceed the imports, 
(as they must do, when there is a foreign expendi- 
ture, the equivalents for the excess are received' 
6 c  abroad in as full and ample a manner, as if the 
cc  produce which they purcha5ed were actually im- 

ported and entescd in !lie Custom-house books, 

66 and afterwards sent to the seat of war for 
rnn~umptiol~.  But from the circumstance of 
its not being inserted in the Custom-house 

6 ;  entries as value received against the produce 
c6  ~xpoctrc3 for its payment, the latter is deemed 

to constitute a favorable balance, when it is in 
reality exported to liquidate a balance against 

t r  US *," 
Notwithstanding, therefore, the inaccuracy of 

the Custom-house returns, and the difficulty of 
ascertaining the actual value of the imports and 
exports,---notwithstanding that the imports from 
the East and West Indies are confounded with the 
imports arising from trade, when in fact they are 
merely remittances ; the one, of territorial revenue 
invested in produce ; the other, of rents and profits 
remitted to absentee planters resident in this coun- 
try ;---notwithstanding also, that the contraband 
trade introduces an immense quantity of commo- 
dities, which do not appear in the Custom-house 
returns ; yet as the inaccuracies of one periad are 
probably neither much greater nor less than those 
of another, if the ratio of the excess of exports to 
the foreign expenditure in one year, is known, it 
is fair to conclude, that the excess of any other 

* See Wheatley on the Theory of Money, p. 819. 
* 



vear will be m r l p  in the same proportian ta the 
lorelgrl expenditure ~f that year. 

&L appean from the accounts presented by Mr: 
Long to the Secret Committee of the &urn of 
L u I . ~ ~ ,  in 1797, that the foreign expenditure in the 
year 1796, the fourth year of the French revolu- 
tionary war, amounted to 10,649,0001. ; aud the 
excess of exports above the imports, for the same 
year, taken from the Custom-house books, is 
7,331,4941. ; so that the foreign expenditure is to 
this excess in the ratio nearly of 10 to 7%. The 
excess of exports over imparts for three quarters of 
t l ~ e  year 1809, is 17,.%9,4891. or above 23 mil- 
lions for the year, as appears by the returns from 
the Custom-house presented to parliament the 10th 
of January 1810 ; but as these returns are exclus- 
ive of the imports from India, the m o u n t  of th6se 
imports must be deducted, to make the calcu- 
lation correspond with tile returns for 1796, in 
which those imports are included. The sale of 
the East India Company's goods, from March 1, 
180Q, to March 1, 18 10, amounted to 8,937,0351. 

* The  excess of exports over imports appears to be actually 
less than the foreign expenditure. in consequence of the pro- 
duce remitted from the Last and West Indies being entered in 
the Custapl-h~use returns w imports. 

1Q5 

the excess of exports over imports for the year 
1809, after deducting this sum, would be about 
15 millions, which, according to the ratio obtain- 
ed for the year 1796, would give a foreign expend- 
iture of 21 millions; and considering the en- 
larged scale of our military operations, together 
with the establishments in Sicily apd Malta, it will 
perhaps be thought not much beyopd the truth. 
During the whole of the year 1809, tile exchange 
between London and Hambro' was never less than 
7 per cent. in favor of the latter ; aud, increasing 
gradually towa~ds the end of the year, it rose in 
the month of November to 16 per cent. Mr. 
Huskissou, in his exanlination before the Com- 
mittee for enquiring into the policy and conduct 
of the expeditioll to the Scheldt, states the diffi- 
culties of negotiating bills in Spain, and in the 
Mediterranean, as much greater than at Hamhrd ; 
so that it is not improbable an additional expee- 
diture of some millisos bas beep ipcurred in con- 
sequence of the unfavorable state of the exchange, 
occasioning a correspoi~dent loss to this countr); 
which might have bees entirely avoided, had the 
currency been sufficiently contracted to  educe 
the compzited exchange to par. 

Without, however, placing too 1nec11 relimce 
upon an estimate, which at best can only be con- 
sidered as an approximation, it must be evideqt, 



that whatever may be the loss of goverilment from 
this cause, it can only be suppliec'l by laying ad- 
ditional burthens on the people. But this 1s not 
the only injury sustained in consequence of the 
depreciation of the currency; the same evil per- 
vades the whole expenditure of government.--- 
'CI7hatever purchases are made mubt be at  an in- 
creased cbst in pro~ortion to the nomi~ral high 
prices that an excessive currency produces. I t  
u-ill be felt $hrough all the departments I f  the 
state, and the enlarged scale of expense must be 
balanced by an  encreased scale of taxation. I t  is 
a matter of general notoriety, that money within 
these few years has been considerably reduced in 
value. The  depreciation has been visibly going 
forwards s i ~ c e  the time of the Bank restriction ; 
and as long as it continues, the intcresrs of thc 
Bank are in direct opposition to those of the 
governmei~t and the public. 

i f  the evils of an excessive currency affected all 
classes of the community equally, there might be 
Icbs reason for complaint; but the nlisfortune is, 
that one class suiffers no ii~~jury whatever, while 
another is subjected to the whole pressure, without 
the possibility of relief. I t  is of no consequence to 
the merchant whether he purchase with guineas 
the c~rnn~odities which were forn:erly bought with 
sliillings. IIis exports and liis imports are in 110 

degree affected ; he is, in a great measure, relieved 
from the fear if pecuniary embarrassment; and in  
the same degree that the value of money is lowered, 
his nominal profits are increased. Witliaut pos- 
c.nssing greater means than before, of commanding 
the comforts and the luxuries of life, he feels him- 
self relatively raised in the scale of society, as Gr 
at least as property has the power of raising him, 
in proportion to the nomi?zul thousands he re- 
ceives. 

The  landed proprietor is subject to all the evils 
of a depreciated circulating medium durillg the 
continuance of his current leases. As they expire, 
an opportuility is afforded him of profiting from 
the high nomirzal prices of produce, by raising his 
rents, and thus. to a certain degree, of preserving 
his relative station i n  life; but the uncertainty of' 
seasons, and tlie consequent excessive vsr~atior~s 
in the prices of agricultural produce, will prevent 
him from increasing the amount of his income in 
tile same .proportion that its value is dimiuished ; 
and as the depreciation proceeds, he must rllffer 
from its effects, in proportion to the length of time 
for which his leases are renewed. 

But it is upoil that class of the community, 
t ~ h ~ c h  receives a ?lo?ninnl income, that the depre- 
ciation of the currency acts with the greates( 
severity. l'lle public creditor, the annu~twt, th J 



clergyman, the phf;siciirn, the lQwfir, the mldier, 
ahd the ail&---ail the civil o@&rs 'of govmmmit 
---all pl?&bns receiving daries only,---in she* all 
-thobe wkb have no prodtlce to dispok ~ f ,  hy the 
'high price of whicii they might have the o p p t f i -  
nity of remuneratiug themdoes fdt. tb hst;es 
which the depreciation induees. They tiot mly 
beak the increased bnI"ci1ens which the g6Wrn- 
-&ient is compelled to impost: m cohsep~ei~cc of the 
depreciation, but the remainder of their income no 
'iohger possesses the same power' if procaring the 
n&essaries and ccrHrfor'ts of%fe. 

Let this view d the igwy ~ti&rtidc?d by t$re elass 
Areceiving a ?tontiha! inmW Zje cdntrmted wi* the 
a8mntages which the I$es~ktion A'c't ha6 cm- 
ferred on the Bank prbpriet6rrs.--Since the year 
1797, the proprietois of Bahk ?!&bc?~ haw received, 

'Ph lyw, sbsnus of 10 per cent. Loyalty. 
!fn 1801, - - - 5 per cent. N'avybpercent, 
I n  lm, - - - $: per cent. Dittu. 
Sh 1804, - - - 5 Cat .  'Cash, 
in 1885, - - - 6 per cretlt. Ditto, 
In 1806, - - - 5 per cent. Ditto. 
$n 1807, the dividend wks raised from 7 to 10 per 
cpnt whicii, with the payment of the Property 
TzlX, makes more tnan 11 per cent regular in- 
tt?~%tt-~ and '1061. stock has hcreased from 127 11. 

its prict in k797, to $%OL. its p r i ~ e  in 18094. 
$eshdrls which, t;& is geperally understood to be 
n vt!r'jt large ~trplus, which has not y e t k a  divided L 

P t h h ~ t  the proprietors ; and, if the vast sums of 
hrmy tbat have been expended during tlris period 
upon the buildings of the %nk, be considered, 
.some idea may be formed of the immoderate pro- 
% k t  h ~ v e  been acquired lljy this establishment. 
- Tile qmtion therefore is simply this, whetlwr 

theinkrests of so large a part of the cornmllnity 
are to be sucrificd for the benefit of the pro*- 
'tors of bank stock, and tlxe d4Eerent bankilts gart- 

. atrsliips throughsut the kingdom ; and it is yet to 
.3)e explained on what grounds h e  continuance of 
.a. system crrn be j w t i f ~ d ,  which, if it were tdise at 
the time of its adoptiun,Aas long ceased to be &her 
equitable or politi~. It might be c d e d  for by . irn , .  - 
perious necessity, during the moment of alarm, a d  
may be a p i n  resorted to, shanld similar circum- 
stances demand it; but in the mean time, it seems 
no more than right, that the Bank should be-content 
with the profits that are to be acquired in a prswit, 
which has at all times afforded an adequate remw 
neration to those who have embarked in it, witl~mtt 
the assistanae of a legislative provision, that has 

* KdAections on the Abundance of Paper, 8 c .  by.% Rhilip 
Francis. 
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deriinged, and will continue to derange, so long as 
it ex~uts, the*circulating medium of the country. 

-4pplications ore coutinoally making to parlia- 
ment for an illcrease of salary to those who are un- 
able'to ineet the pressure of tile times, and to keep 
up appearances suitable to their stations in fife. In- 
stances of this have recently occurred, as well in the 
case of the inferior clergy, as of the oficers of the 
arrhy and navy. 'The salaries in all public offices. 
and public trriding companies, ,arc obliged to be 
raised, to enable the persons wl7o are employed in 
them to purchase the necessaries of life *. Those 
who sell as well as buy, have the means of trans: 
ferring the weight from their own shoulders; but 
the possessor of a noml?tal income receives the 
same number of pounds, Whatever 'be thew value;-- 
he is a buyer only, and must submit to his fate. 
The  effects of ordinary taxatlo11 are the depression 
of the same class, and a tendency, as it proceeds 
to confound the different ranks of society. It is 
rhe more incumbent therefore upon the legisla- 
ture' to be careful, that this depressed class be not 
ovemhelmed by that erfmor~dil~c~ry tasnlio:~, which 

.* ,Mr. Rose, in %Is pnmplet on the Public Expenditure, in 
speaking of the increase of the expense of collecting the Excise 
~ymue,,  abservea, I' The increase in the Excise is nearly alto- 
" gether for the augmentation of the salaries of the officers on 
t'. the establiihment, to enable thi m to elid." p, 54. 

arises from the necessity of increasing the ma~zittal 
revenue of pvernment, in pro;llortioa. to $he de- 
preciation of its value. 

The  mode iu which these evil3 are f~ ke,reme- 
hied, it is unnecessary, after what has been,&eady 
said, for me to point out. When the cauoe-hat 
ha. produced the mischief is removed, tht evils 
will subside of themselves. Lord Kmg very justly 
'observes, 6' Had parliament been called upon to 

authorize auy of those direct frauds upon the 
" currency, which have often disgraced arbitrary 
" governments; had it been recommended to 

tnem to raise the denomillation of the curreat 
K c  coin. there ran be no doubt that such a pro- 
" posal would have beep rejected with indigna- 

tion. Y P ~  an  abuse of the same nature has 
a t  been established by law in thi i  rountry. Th 
" power of reduci~ig the valll- the rllrrency by 
'( a silent and gradual deprrciation, is more Jan- 
" Eerous, from the verv ~~rcums taace  of its being 

less d~rect, and less exposed to obs~rvatic.i* " 
'The difficulty that now presents itself is,.in what 

manner to revert to the former system, witllout in- 
jury to the Bank, or to the merchants, who have 
so long been i~ldulged with the aecolnmodatian of 

* Thoughts on the Restriction of Cash Payments at t h e w , '  
p. 1%. 



procuring the d l w u n t  of their bills;-:-aed tbip 
difficulty i s  the more eplbarrassing, from the very h .  

peculiar and unprecedented combinatiou of cir- 
cumtauces tljat exists at  the present moment. 

I n  consequence of the large army now maintail?- 
ed by this country on the Continent of Europe+ 
and in the Mediterranean, our foreign expenditure 
is unusually great; and the export trade, which 
under the ordinary facilities of commercial inter.- 
course, would enable us to defray this expenditure, 
is subjected to impediments froni the conlroul ex- 
ercised by the enemy over the commerce of the 
Continent, which it is difficult to overcomc. Our 
merchants are compelled to find secret aud cir- 
cuitous rnodes of introducing their merchandize 
into foreign countries, which, even after its intro- 
duction, is liable to immediate confiscation *.--7- 

* I t  has been said, that, in the countries more immediawy 
under the controul of the French, the merchants refuse to take 
our produce in exchange, and demand specie or bullion in pay- 
ment for what we import from them. Should this be the fact, 
it is a strong proof that the French decrees have produced their 
effect,and that the risk of confiscation has to a certain e x t e ~ t  pre- 
vented British merchandize from being introduced into thobe 
countries. I t  will be impossible, under these circumstances, much 
longer to continue such a commercial intercourse, unless the 
means be found of procnring avely unusualsupply of bullion froin 
the American nlines : and it will become a quation, whether the 
South American ~narket can take such a quantity of British pro- 

This must operate as a very powerfitl check upon 
the export of the staple pfddude of the c6ktry; 
and great as the comparative excess of exports 
appears tu be, from the last returns of.  the Cns- 
tom-house that have been laid before Parliament, 
it is  probable that the foreign expenditure wodd 
have demanded and produced a much greater ex- 
cess, but for the restrictions that t l ~ e  French de- 
crees have imposed upon our commerce. I t  is 
said, too, that the deficiency in the last year's 
harvest has occasioned an increased and unr~sual 
importation of foreign grain ; so that the real ex- 
change has been acted upon by the combined in- 
flience of all the causes that can render it unfa- 
voraHe,---a l a ~ g e  foreign expenditure, demanding 
an excess of exparts whiah 4he'restrictions on com- 
merce obstruct ; and a n  increased importation, to 
supply the failure of an a~t icle  of the first neces- 
sity, counteracting the effect of the export trade, 
and diminishing its excess. If the market price of 

duce as will be sumclent to supply the bullion that will be wanted 
for effecting the usual imports from Holland and Prance, and that 
part of the Continent, where the French decrees can be enforced 
Independently of this, the accumulation of bullion on the Con- 
tinent mill by degrees render its real price so low, that the 
quantity to be given in exchange for coinmodities imported from 
thence, inust be continually augmenting, and of course the 
price of continental produce so much enhanced to the con- 
sumer here, as at Icngfh to stop the consumption altogether. 



bulli~n;thet&rc, * e n  ever rakd &boats the mitlt 
price by an unfawtstble ectl &cbabgd, 3% might be 
~nperte'd uhdw the ciwmstsnces nbw enumr- 
&tea; ind should this be the cask, md the Bat& 
be imwediatety rendered liable to the paphnt af 
ib not& in specie, there w ~ l d  be na psaibility 
af it% viihstanding the drain that would immdi- 
ately cnzmence, withont such a sudden ccsntwt- 
ionof paper as would endanger the stability of the 
merchants. For the tlminal ~ h d  the real ex- 
change being both unfavo~ble in R great degree, 
the process of melting the coil?, and tile export of 
bullion, would be carried on at the same time;--- 
the first, to take advantage .of the difference be- 
tween the market and mint price s f  gold ; the 
second, on account' of Qhg: a c e &  of the premium 
upon fureigu bills a b ~ t t r t l r  dXi)efisCS ofthe *ansit bf 

bullion ; and this drain *odd continue tiH the bsnm 
of bahk paper were suificientty obn~aetd, to lower 
the market price bf bullion blow-its mint price , 

I t  is not easy to 'ascertain what degree of con- 
traction might be requisite to produce this effect, 
for the issues or the country banks are probably b 
the iull as much above their due p r o p t i a n ,  as 
those. of the Bank of Eagiand. I n  the 
1795, b&re the drain took place which b e c a ~ e  
tksnbjec t  of snch serious complaints to Mr. Pitt, 
the usual amount of bank notes i n  circu1;xtion was 
about 11 millio~le ; at the time of the drain, the 

IS~W bad in.w iwrsased to IS millions, and frois 
the Wh of February 1795, Co the 25th of Febru- 
ary i797, bsd k e n  vkdmdy contracted to 8 ; mil- 
. At that t h e  bank notes were it] c o ~ g p  
cilardion in  all parts ~f the kipgdm, aad hod 
ryot beem SO co~~spktely displaced w tl~ey bwe 
aime k e n ,  by the coup4ry aotes. Rae papqcir- 
c a M n g  medium, tkerdwe, required fw the cq$- 
td, .ad pa* irnmsdiately adjace*, wodd p n -  
bably mot wed 10 m i l l i ~ ~ s .  The quantity of 
win at ti= same period may be ~t iaa ted  by (be 
p@m htwew the caksb and papel: p a y m n b  
at*e Bmk, as given is evidence by ?Ir. Abra- 
M 2 k w h ~ d ,  behe tl>e %c#"et Comtqittee ~f the 
URUS~ d Lords *. He .r?ta&s, 4@ previou4y to 

the meatriotion, if Ifas d-i~deuds to the public w+- 
di4ar as~ounted 49 1B,QB0,8W., apt mpre tbprs 
fi.oaor 1 ,WJ@OOi. to l,W,OW. vv~ul? ke paid ia 
4. Xf in BD hqge,a papnent, w k r q  cash b 
aug. q\mnt.ity might he ~wR&?J S W ~  w h ~ e  
t h ~ : e  ,mutit k v e  been maey fractional s~wq, MW 
t&h wky were paid ia qxcie, it is firir f.9 c$~p* 
clde that not more tbeu ope tenth W C I U I ~  be g i x w  
,in the other money transactions of tlw metrapoh. 
He adds, that lWaOOOt. wouM be suGci.an.t , f ~ r  Z& 

& c ~ s h  payments d the Treasury ;---tbt in t l ~  



the gross produce of the Customs, which then 
am~unted to 3,000,000i., the Bank did not re- 
ceive above 30001. in specie;---in the p rduce  d 
the Excise, stated at 7,000,0001., not more than 
60,0001. ;---and in the instalments of a loan-, w- 
sisting of much larger sums, not above 1 per cent. 
upon the whole *. So that taking 1 to 10 as the 
probable proportion of the specie to the nates, 
there would be about one million of the former in 
circulation, making, together with the paper, l1 
millions for the total amount of the currency of the 
metropolis. By the last returns of the House-of 
Commons, the bank notesin circulation on the 19th 
of Jan. in the present year, exclusive of the Bank 
post bills, amounted to f20$9$,8101.; and as the 
quar~ti ty of these notes that circulate i n  the couutry 
isvery trifling, it isnot impr~bable that the currency 
of the capital has been nearly doubled in the course; 
of the last thirteen years. The general opinion is, 
that the country banks have made a still more ex- 
tensive use of the privileges which tk Restriction 
Bill has afforded, and have multiplied their paper 
to an enormous amount. There seems every r t .8~ 
son, therefore, to conctude, that the circulatinq 
mediitm would be under-rated at double its anlourit, 
in the year 1797: and consequently that if the 

keuntry does not require a greattter qml~t'ity of 
earrency now, than it did at that time, the IrCLnk 
lhust contract its paper one half, or to abnnt I 1 
fiillions, before commodities coulcl be 'orought 
back to $heir natural prices *. 

Those who have attended to the distress in which 
the merchants were involved at the ~ ~ e r i o d  to 
a i e h  we have referred, by a reduction of bank 
paper 'ftom 13; to 8: millions in two years, mtiy 
conceive how infinitely more they must suffer by a 
sudden diminution of it from 2 1 to 1 1 millions. 
But this circumstance, which is a cogent reason 
against t k  immediate repeal of the Bank Re- 
st&t,ion BiH, is aIso the strongest proof of the 
e f k t  whicn ti~e.contmction of currency has upan 
prices; fsr whence eould the distress of the mer- 
chants arise, htfrorn their being compelled to dis- 
pose of tlxir sto& at reduced prices ? They have 
nc>w -been so tong habithated to the enllanced rates. 
that their purchases have been made with refer- 
ence to tids system, and under an expectat~on of 
deriving their present high nornirzal profits from its 
continuance. The number of purchasers in the 

* The increase of priceq, ariiing from the gradual progress of 
taxation, will probably require a larger circulating mediuq 
than might be wanted in 1797. 

* See Wlieatley on the Tlleory of Alonrp, p. 14'2. 



inarket, occasioned by the increased issues of 
paper, will be withdrawn, when the paper is agoin 
Contracted, and consequently the holders of prw 
duce that has been bought upon credit, and for 
which, bills are outstmdiug, must sell in the falling 
markets, in order to meet their acceptances when 
they become due. The  Bank also; in consequence 
of the drain, will be compelled tu rcduce its papeq 
which i t  cannot effect, without refusing its usual 
discounts. Tile merchant, no longer p a ~ ~ i u g  
the means as before, of coining his credit into cur- 
rency, must either sell, or be unable to make gbod 
his payments. In the s m e  proportiot~ as an in- 
crease of buyers 1va.s created by the over-issue, the 
contraction will create an increase of sellers ; a d  
thus it appears evident, that so sd&n a dimhu- 
tion of currency, as would be necemry to ptvbmt 
the Bank, if the resttiction were immediatdp 
withdrawn, would inevitably occasion great ,pe- 
cuniary distress, and be attendcd with the most iu- 
juriaus consequetwes to the credit and coxnrnerce 
of the nation. 

But there is no necessity for sucb : ililcl~ce. The 
Bank may gradually diminish the amount of i t s  
paper, m tne same manner in which it has for the 
last thirteen years been gradually increased. I t  is 
true such a proceeding will not be so popular wit11 
the mcrch~luts, but it will not be attended with 

any real injury to their interests, whilst it will 
confer a substantial benefit on the passessar af a 
nominal income, a benefit to which he is upan 
eety ~prinoiple of justice entitled. 

1t is only necessary for parhament to detemlne 
the amount of the annual dimunition of the issues 
of-the Bank, and to enforce the uont.Lluance of 
h measure; till it is found that tlre market price 
df bullion is permanently reduced, in a. triflng de- 
gree, below its mint price. The currency will 
thes be of the same value as if it consisted .errtirely 
d tbe precious metals, and the restriction miry be 
removed withut~t tlw slightest injury to the Bank, 
or any real i ~ i w y  to.the merchant. Tllis experi- 
ment may be made with the utmost safety, both 
ts &he Bank ahd the country 3 because parliament 
will at any time kave;the power of. increasing or 
diminishing the annual contraction, should it be 
found that, in. the first instance, too low or too 
high a limit had been assigned *. 

* The Bank has been indulged so long in the exercise af the 
extrac1xHner.y privileges conferred upon it by the Itgiuhturej ~ ( 1  
.has, by its extensive *advances, acquired such a contraul over,$he 
finaces of individuals, and of government, that it may, per- 
haps, have become q~estionable, whether the I)irectors of that 
establishment have not, at this moment, the power of dictating 
their own terms ; and whether the legislature may not be under 
the necessity of ~~eceiting, rather than of proposing co~iditions. 



1 t will require, however, much cautiou and some 
firmness, lest the legislature should be misled by the 
clamours of those who will first feel the effects of the 
remedy ; for as the Bank will immediately experi- 
ence a diminution of its profits, and probably be at 
lengthcompelled to lower the interest to the propri- 
etors; as the issues of the country banker will be re- 
strained within their natural limits; and as the 
merchant, under the first alarm which the fa l l ia  
prices will excite, and without forming a just con- 
ception of its cause, will not fail to exclaim against 
a system apparently so adverse to his interests; 
there can be little doubt but that the public, dur- 
ing its progress, will be assailed with the most 
  loo my predictions of the decline of the general 
tvealth, and the ruin of the commercial prosperity 
of the nation. But a full and accurate acquaint- 
ance with this most Important subject, will lead 
the government and the people to disregard and 
clespise such idle and interested clamours,----to 
consider these effects not as symptoms of decay, 
but as evidences of tlie efficacy of a measure tend- 
ing to restore the energies of the country. I t  will 
teach them the iiecessity of perspverance, not 

merely for the purpose of obviating those mischiefs 
which have hitherto been experienced, but in or- 
der to prevent the still greater evils, which must 
infallibly result from an adherence to the same 
system. Above dl, it will induce them to submit 
with cheerfulness to those trifling and partial in- 
conveniencies, which may occasionally be experi- 
enced during the progress of the remedy, while 
they look forward with confidence to the re-esta- 
blisl~ment of the ancient scale and order of things, 
and the consequent increase, not only of the com- 
forts of the great mass of the community, but of 
the I-erourees, the powers, and the independence 
of the government. 

Should these conjectures have any foundation in truth, they fur- 
nish the most cogent reasons for the immediate extinction of a 
power, whose existence is incompatible with the independence 
and tllc suprclnacy of government. 



In tlre follozuOzg Tables, ihe.figeres indicating the 
per centage i7r  favor of, amid against Londun, de- 
note pounds and the decimal parts of pounds, 
which are not carried beyond one decimal place. 



May 1  
July 3  
Sept. 4  
Nor. 2 33 5  0  .8 

I771 Jan. 1 33 8 
March 1  
May 3  
July 2 
Yept. 3 32 11 2 .3 
N .  1  32 9 2  .1 

1771 Jan. 3  32 7 3 .3 
lMarch 3 32 11 2  .3 
May 1 
July 3 
Sept. I 
'Nov. 3 
Jan. 5  
March 2 
May 4 
J u y  2 
Sept. 3 
N o v .  9 
Ja.1. 4  
March 1  
hfay 3, 
J-dy 1 
Sept. 2  
Nov. 1 

Per centage ' 
belowi ts  

Mint Price. 

.f 

. Price of 
Standard 

Gold per or. 

3 1 8  O 
3 1 8 0  
3 1 8 0  
3 1 8 0  
3 1 8  8  
3 1 8 2  
3 1 8  7 
3 1 8  8  
3 1 9 2  
3  19 10 
3 1 9  0 
3 1 9 0  
3 1 9  3  
3 1 9 4  
3 1 9 1 0  
3 1 9 8  
3 1 9 5  
3 1 9 5  
3 1 8 8  
3 1 8  9 
3 1 9  1 
3 1 9  6 
3 1 9  6  
3 1 9 5  
3 1 9  7 
3 1 9  9  
4 0 3  

Per c:ntage 
agalnst 

London. 

6  .5 
L A  
1  

PJt centage 
b v e i t s  

Mint Price. - - -  
0  3  2 1  
0 3 2 2  
0 3 2 2  
0 3 t B 1  
1 0  3 3 '  
0 7 5 . 3 -  
0 1 8  s k  : 

1 0  3 3  
1 1 3 2  
2  10 3  2 
1 8 1 0 9  
1 8 1 0 9  
1 1 5  3 3  
1 1 7 5 1  
2 1 0  3 9  
2 6 0  
1 1 9 7  
1 1 9 7  
1 0 3 1  
1  2  5 9  
1 1 1  0 1  
P 1 8 3  
2 1 8 3  
1 1 9 7  
2  3 1 0 4  
2 8  1 3  
3 1 0  

Per cemagr 
infamrof 
London. 

4  .Q 
3  .a 
3 .J 
3 .2 
1  9 
1 .9 
9 .I 
3  9 
3  -7 
4 .9 
3  .7 
5 .9 
5  .4 
5  .9 
6 -4 
5 .9 
6 a6 
5 .4 

4 o 8 
4 0 - 4  

-5 
- a , *  
1 4  

Hamburgh. 

- ,  

35 I 
34 10 
34 11 
34 9  
34 4  
34 4 
34 6 
34 9 
34 11 
35 1  
35 3 
35 8 
35 6  
35 8 
35 10 
35 8  
35 11 

4 

:-)--- 

3 8  
3 3 - 1 3  

1766 

I 
I 1767 

. 

I 

i li9 

4 0 6 ( 3 7 5  f 

Sept. 3  
Nor. 1  
Jan. 3 
March 4  
May 2 
July 
Srpt. 2 
Nor. 4 
Jan. 2 
March 3  
May 1  
July 3  
Srpt. 1  

I 

July .c 

Nir. s i 35 6 

33 6  

Jan. 1  1 34 11 i 2 . 7  
Marth 1  34 4  ' 1  .9 

Sept. 1  
Nov. 3  

May 3 
July 1  
Sept. 2 
Nmv. 1  . Jan. 3 
 march. 3  
May f 

34 8  
34 7 
34 5 
33 6 
33 8 
33 4 
33 a 

2  -9 
2 .7 
0 .2 



I Per centage 
above its 

Mint Price 

Per centage 
below its 

Mint Price. 

Gold per oz. 

er centage 
above its 

Mint Price 

Per centage 
below its 

Mint P r k .  

Per centage 
against 

London. 

1 .3 
0 .8 
I .8 
1 .5 
1 
2 -5 
3 .3 
4 .5 
4 -3 
4 
2 .8 

' Per centage 
in favor of 
London. 

1 .7 
2 .2 
1 -9 
f .S 
1 .!' 
1 .4 
1 .2 
0 .2 

1 -4 
2 .7 
2 .2  
3 4 
5 4 
5 9 
7 4 

. 6 . 4  
'0 2 
1 9  I 

Hamburgh. 

Jan. 3 34 3 
March 3 34 5 
May 2 34 4 
3uly 4 34 5 
Sept. I S4 4 

Jan. 
Marct 
May 
July 
Sept. 
Nov. 
Jan. 
March 
May 
July 
Sept. 
Nov. 
Jan. 
March 
Mav 

Price of 
Standard 

Gold per oz. 

317 7 
317 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
317 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
3 17 7 
317 6 
3 17 6 
317 6 
317 6 
3-17 6 

I JUI; 2 32 1 1  
Sept. 3 32 6 
Nov. 1 31 8 

1733 Jan. 3 32 7 
March 4 32 5 I May 2 

I 
31 9 

Julv 1 31 6 

34 a 
34 1 
33 9 
33 8 
3.3 3 
33 5 
33 1 
33 2 
33 0 
32 10 
32 7 
32 2 
32 1 
32 4 
39 9 
34 9 
3-1 7 
34 5 
34 10 
35 6 
'35 8 
36 2 
3510 
33 9 
34 4 

1746 

1777 

1778 

1779 

I I s e C :  : I  3 1 6  
Nov 32 9 

NOV. 3 
Ja?. 5 
March 1 
May 3 
July 2 
Se?t. 3 
Nor. I 
Jan. 3 
March 4 
May 2 
July 1 
Sept. 2 
Nov. 4 
Jan. 2 
March 3 
Mav 1 
July 3 
Srpt. 1 
Nor. 3 
Jan. 1 
March 2 
May 4 
I 2 
Sept. 3 
Nov. 9 

1784 Jan. ' 2 
March 2 
M a y  4 
JyIy 2 
Sept. 3 
Nov. 2 



l'er centage I Per centage 1 I'nce of I h r c e n p g e  I i r c e n t q e  I 
in favor of against S-andard above ~ t s  below its 
London. London. Gold ver oz. Mint Price. nt Price. --- I 1785 I Jan. 7 

March 1 - - - - - -- 
May 3 
July 1 
Sept. 4 
Nor. 1 
Jan. 3 
March 3 
May 9 
Julv 4 
Sept. 1 
Nor. 3 
Jan. 9 
March P 
May 1 
July 3 
Sept. 4 
Nov. P 
Jan. 1 
March 4 
May 2 
lu ly  I 
Sept. P 
Nov. 4 
Jan. 6 
March 3 
May 1 
July 3 
Sept. 1 
Noe 3 





* The Goid qnotrcl this month is doubloons, they are valued in our gold coins,at 31. 13s. per oz. + Doubloons. 

? 

2 n 
P 

2' 5 
-3 

? 
g S 
'3 - 
6 

Per centage 
in favor of 
London. 

5 .4 
5 .9 
5 .1 

' Hamburgh. 

35 6 
35 8 
35 5 
35 8 
35 5 
32 9 
33 0 
34 2 
33 8 
34 5 
34 4 
S 10 
34 (1 
34 10 
34 10 
34 3 
34 3 
34 4 
34 4 
34 6 
34 9 
35 8 
34 8 
32 9 
31 3 
3 1 
30 6 
28 6 
29 
28 

1 

1805 , 

1806 

; 
1807 

1808 

1809 

a .  1 
March 1 
May 3 
July 2 
Sept. 3 
Nov. 5 
Jan. 3 
March 4 
May 2 
July 1 
Sept. 2 
N0v. 4 
Jam. 2 
March 3 
May 1 
July 3 
Sept. 4 
Nor. 6 
Jan. 1 
March 1 
May 3 
July 1 
Sept. 2 
Nov. 1 
Jan. 3 
hl.t:ch 3 
bin, 2 
July 4 
Srpt. 5 
Kj:.. S 

Per centage 
*gain% 

London. 

Pnce of ' 

Standard 
Gold per oz. 

4 0 0 
4 0 0 
4 0 0 

5 .9 
5 .1 

1 .4 

2 .e 
1 .9 
o .4 
2 .9 
3 .4 
3 -4 
1 .7 
1 .7 
1 .9 
1 .9 
2 .4 
3 .2 
5 .9 
2 .9 

Per centage Amount of Bank 
-its 9 Engiand n o t J  

hf int Price. . is circulation. - 
214 6 3  18,407,880 ; 

214 6 3  
2 14 6 3 

: .!7,367,740 

4 0 0 
O O 

4 1 0  0 
4 1 1  0 

*4 8 0 
-1-4 5 0 

2.8 
1 .3 

2 .8 
7.2 
8 
9.5 

15 .4 
13 .9 
16.9 

214 6 3  16,449,m 

, 

l4 16,753,490 

17,293,070 

17,085,150 

17,536,400 

17,748,400 . 

151143 
17 1 7 3 
19 5 2 3 
15 8 2 

16,930,200 

17,573,100 

17,49 1,900 
17,644,670 

17,466,170 

17,560,060 
No account of 

Banknotesincir- 
culation was pre- 

sented subse- 
quent to thil da td  
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