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172 Acerbi’s Travels. oa&.

editor, whofe name does not appear. At the {ame time, we muft
exprefs our unqualified difapprobation of the practice, now fo
prevalent among travellers, of devolving upon profefled authors
the important talk of fpeaking for them to the public; a pradtice,
deftruttive of accurate defcription, not very favourable to fide-
lity of narration, and altogether inimical to the intereft with
which we delight to read the accounts, however unpolifhed, of
adtors and eye-witnefles. We had almoft forgotten to mention the
doggrel Englith rhymes, with which the editor, taking advantage
of Mr Acerbi’s ignorance of the language, has thought proper to
fill his pages. Nothing in the name of verfe was ever prefented,
with fewer pretenfions to merit of any kind.

Befides the travels, the volumes now before us contain a trea-
tife on Lapland, drawn up, chiefly, from the account publithed
by the mitlionary, Leems, in 1767, Danith and Latin. Indeed,
with the exception of a little jeiting, at the miflionary’s expence,
and fome additional remarks, chiefly on the natural hiftory of
the country, this treatife is a tranflation from Leems. It occu-
pies the greater part of the fecond volume, and follows the ori-
ginal, fection by ietion. This is the lefs neceflary, fince that
work is by no means fo rare as Mr Acerbi {fuppofes : We believe
there is {carcely a library in Europe without a copy of it.

The plates, which accompany Mr Acerbi’s travels, are in ge-
neral good : the winter {cene in Stockholm, and the two views
in the woods of Finland, ftrike us as the beft. The map prefix-
ed to vol.ii. is very indifferent. The entry upon the gulph
of Bothnia at Griflehamn, i1s wretched ; and the Finlandifh bath
has nothing to recommend it, but the naked accuracy of the re-
prefentation. The figures of the infetts, in vol. ii. are excel-
lent. _ -

The work concludes with {pecimens of Finnith and Norwegian
mufic, and our author’s ltinerary.

Art. XXV. An Inguiry into the Nature and Effc8s of the Paper Credit
of Great Britain. By Henry Thornton, Efq; M. P. London, 180:z.

PpP- 320.

T HE progrefs of commercial philofophy has beer much accele-
rated by the writings of practical men of bufinefs. In that,
as well as in the other departments of civil knowledge, it is only
from the atual courfeof affairs that the ftatefman can derive his
maxims of policy, or the {peculative inquirer deduce'the conclufions
of his {cience : but the habitsof both are incompatible with a perfon.
al knowledge of detail. It is neceflary that the labour, of accumu-

lating particular fats, fhould be feparated from the more liberal
. ' tafk
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1802:  Thornton on the Paper Credit of Great Britain. 173

tatk of generalifing thefe into principles; and that they, who are
qualified to combine larger views, thould be furnithed. by the mi-
nute accuracy of others, with defcriptions in which they may
confide. In England, which is the native country of political
economy, the works, contributed by profeflional men, form a
large depofite of authenticated fafts. - For thefe we are pri-
marily indebted to that diffufed literature, which muwltiplies the
demand for varied information, and has already liberalifed the
pratitioners in almoft every walk of induftry. But the greater
number of thefe publications have been fuggefted by fuch occa-
fional events, in the fluttuation of our commercial profperity, as
roufe a general intereft, and dire& the curiofity of the public to
that quarter of the great machine, in which the derangement is
fuppofed to have taken place. It is in this manner, that every
period of dearth has contributed in fome degree to alleviate fub-
fequent years of fcarcity, by the inftru&tion which it yielded a-
gamit popular prejudice. Thofe numerous trats, in which alone
the detailed hiftory of our foreign commerce can be traced, at
leaft during its earlier progrefs, appear to have been prompted by
the frequent difturbance, which the balance of exchanges fuffer-
ed, from the alterations of war and peace. The immediate
confequences of the South-Sea fcheme, and of the many wild
projetts that raged about the fame time, were fomewhat com-
peniated by the more diftin® knowledge, which they ultimately
furnifhed, with refpect to the bounds of commercial adventure.
It was in a fimilar manner, from the embarraflments occafioned
in the reign of King William by the reformation of 'the coin,
that our politicians firft derived a clear and fteady light on the
fubject of metallic circulation. And the operations of that cu-
rious. {yftem, by which the ufe of precious coin is now almoft
fuperfeded, remained in a great meafure unknown to all but the
bankers and traders of London, until the fufpenfion of cafh
payments at the Bank of England produced that copious infor-
mation, which, in various forms, has been communicated to the
public.

Of all the publications, which that momentous event has occa-
fioned, the moft valuable unqueftionably is this of Mr Thornton.
With no oftentatious profeflions, and with no admixture of fu-

rfluous matter, it contains the largeft portion of new informa-
tion that has for a long time been offered to*thofe, who, either for
the pleafures of {peculation, or with a view to public life, are en-
gaged in the refearches of political economy. The inftru&ion, -
however, that may be derived from the work, is not to be ob-
tained by a curfory or paflive perufal. The author has fo little
management in the difpofition of his materials, and is frequently
fo much embarraffed in the explanation of arguments, that his

’ reader
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174 Thornton oz the Paper Credit of Great Britain. o&.

reader muft undertake the trouble of reducing thefe to a more
precife ftatement, as well as of digefting the general fubjetin a
. more diftin& form. Even in point of accuracy, his reafonings
are not to be trufted with the fame confidence to which his in-
formation is entitled ; for, if examined with care, they will fome-
times be found defetive: nor can it excite any furprife, that the
fame opportunities, by which a perfon has been eminently in-
ftruéted 1n the falts of fuch a fubjeét, fhould have proved unfa-
vourable to thofe fpeculative habits, which exercife the powers of
accurate and comprehenfive inference. At the fame time, from
our own experience, we may caution the reader of Mr Thornton,
that he fhould not too haftily confider as an erroneous dedudtion,
‘what he may find to be only the confufed ftatement of a juft ar-
gument, For the work indicates, throughout, an author un-
practifed in compofition. In moft of the details feparately taken,
there is that degree of perfpicuity and eafe, which fhows him to
have been fully poflefled of the fubjeft; though he rarely attains
precifion and diftinétnefs of c\pxeihon But the various difcuf-
fions, being un{klltu]ly arranged throw no light on each other,
and we can never feize a full view of the plan. So imperfectly
is the order of inveftigation delined, that fometimes an enquiry
1s prematurely anticipated, fometimes inconveniently poftponed;
and the author has been frequently conftrained, by his confciouf-
nefs of this imperfection, to repeat the fame difquifition in diffe-
rent places. Thefe defells appear to have arifen, 1 fome mea-
fure, from his having Vaned his defign, after he was engaged in
the execution of the work; for he tells us that his firft mntention

—¢ was mcrely to expofe fome popular errors which related chiefly to
the fufpenfion of the cafh payments of the Bank of England, and to
the influence of our paper currency on the price of provilions. But in
purfuing his purpofe, many queilions occurred which it feemed impor-
tant to difcufs, partly on account of their having fome bearing on the
topics-under confideration, and partly becaufe they appeared to be of
general importance and had either been left unexplained, or had been
maccurately ftated by thofe Englith writers who have treated of paper
credit. 'This work has therefore affumed, in fome degree, the charac-
ter of a general treatife.’—/ntrod.

It is to be regretted that it did not receive in every refpeét the
form, as it contains the valuable fubftance, of a general treatife.
Moft of the prolixity, and fome of the obfcurity, that opprefs
the reader in its prefent fhape, would have been avoided, if the
temporary topics, which formed his original objeét, had been
funk into a fubordinate digreflion, inftead of being fuffered to
interweave themfelves with more general inquiries through the
whole train of the difcourfe. Adhering to this diiﬁn&ion,ihv:ﬁ
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1802.  Thornton on the Paper Credit of Great Britain. 193

fhall attempt an abftra& of its principal contents: and that we
may obferve an order, which will both afford a clear view of his
doc¢trine, and admit of fuch remarks being introduced as ‘we
think ncceflfary, we thall confider, fir/f, The principles which
he has adopted on the general theory of paper credit; fecondly,
His account of that f{yftem of credit and of paper-money which
is eftablithed in this country: thirdl/y, His explanation of the
difficulties to which the Bank of England was fubjeéted in 1797
and, fourthly, His opinion with regard to the influence of our
prefent paper currency upon the prefent ftate of prices.

I. Although fome general truths, refpeéting the operations
of paper-money, have been afcertained, the analyfis of that very
intricate fubje¢t is far from being complete. Even the funda-
mental principles are {till involved in fome degree of obfcurity,
and writers of equal authority have thus been led to vary in ma-
ny of their deductions. It may be ufeful, therefore, to prefent
a full view of the opinions, which are profefled by Mr Thorn-
ton. In this, we fhall not entirely confine ourfelves to the three
preliminary chapters, in which he has actempted to arrange his
general doctrine ; becaufe feveral of the moit important princi;
ples are not developed in that iketch, but receive an incidental
explanation 1n the courfe of his fubfequent reafonings.

1. The origin, and the folid foundation of every {yftem of
paper-money, Mr Thornton has correftly placed in that credit,
which {ubfiits among commercial men with regard to their mer-
cantile tranfaltions. By this mutual truft, they are brought
under pecuniary engagements to each other; and it is the ex-
preflion of thefe engagements in writing, that creates the firft
and largeft portion of circulating paper. By reducing them to
a written form, the infecurity, that attends verbal obligations,
is avoided by the creditor; and an advantage:is obtained, on the *
other hand, by the debtor, in having that confidence, which is
entertained both of his funds and of his prudence, exprefled in
a regular and tranfmiflible document. Promiffory notes and
bills of exchange, as fuch documents have been called, were
foon difcovered to be fufceptible of a more extended ufe, than
that of recovering debts to the original creditor. They admit.
ted, like other inftruments of debt, and more eafily than moft
others, of being transferred ; and, in confequence of this facili-
ty, they came gradually to circulate as a reprefentative of value,
that is, as an effective medium of exchange, in almoft all pay-
ments of a large amount. After their utility in this funétion
had been afcertained, it was an obvious improvement to adapt
them, by a fmall change of their form, to thofe ordinary pay-
ments in which the precious metals had always been employed ;
and to fubtlitute, by this fimple contrivance, a very cheap in-

: ftrument
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176  Thornton oz the Paper Credit of Great Britain.  O&.

ftrument of commerce ‘in the place of a very expenfive one.
The promiflory notes of bankers, which are payable on demand,
have accordingly for a long time paft performed, in this coun-
try, the ordinary purpofes of exchange in almoft all tranfadions
of a {mall amount, as well as in fettling the fmall balances of
larger tranfactions.

This defcription of circulating paper differs, in one mate-
rial circumitance, from the opinion of Mr Boyd, who, in
his recent publication, has exprefsly denied that bills of ex-
change, or any other negotiable paper, form a part of the
circulating medium. ¢ The latter (Mr Boyd has faid) is the cir-
culator ; the former are merely objets of circulation.” This
verbal antithefis, it may be remarked, is calculated to fuggeft
a very erroneous principle; for, even in theory, no definite
boundary can be marked between the circulating medium and
the commodities, of which it facilitates the exchange. The
language of Mr Thornton is more confiftent with a juit view of
the fubject. All negotiable paper is, by its form, the reprefen-
tative of value; and is therefore qualified, more or lefs perfet-
ly, according to its varieties of form, to ferve the purpofes of
money. It 1s convertible into cafh, and on the faith of this con-
vertibility it pafles. immediately as cath. The precious metals
themfelves do not pafs as money, except on the faith of their con-
vertibility into commodities. Paper-money, in one form, may
circulate lefs quickly than in another, and may not be fo readily
convertible into fpecie; but its eflential charaler is the fame.
Not to mention thofe bills drawn upon London, by which all
the great payments of our foreign and domeftic commerce are
effefted; a vaft number of {maller bills circulate among the
traders of the country, who fucceflively indorfe them to each
other. While fome of thefe are from day to day withdrawn,
they are continually replaced by others; and the average num-
ber of fuch bills, fleating in the general market at once, forms
unqueftionably a portion of the circulating medium. By omit-
ting them, we fhould leave ourfelves a very imperfe&t idea of
the extent, the operations, and the confequences of our paper
{yftem. :

2. In common with all other writers, Mr Thornton appears
to admit that the convertibility of paper into fpecie, is the bafis
upon which that {yftem muft be founded. He is not indeed
quite explicit ; and there is much reafon to regret, that he has
not been at more pains to elucidate this principle, and the limi-
tations with- which the ftatement of it may be qualified. That
the immediate convertibility of paper into gold is an indifpenfa-
ble condition of its credit, as we are taught by the language of
fyftem, has been difproved by the recent hiftory of the Bank of

England : which has happily quieted the apprehenfions, to which
' o ) our
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1802. Thornton on the Paper Credit of Great Britain. 147

our beft-informed politicians yielded, on account of the event
of 1797. The maintenance of credit during a fhort interval of
fufpended payments, was a-cafe, indeed, which might have been
forefeen from theory, and was not wholly unknown to our pre-
vious experience. But that a reftriion of this kind thould
have been continued for more than five years, without any de-
preciation of the paper from a failure of confidence, is a fack
which has falfified all reafonable prediition, and forms an ex-
' ceptlon to the moft confident maxims of all former economifts.
It is incambent on us, therefore, to confider how far we are re-
quired to limit, by the refult of this experimens, a principle
which had been generalifed prematurely. - In this, ‘we receive
flight affiftance from Mr Thornton *.

The convertibility of paper into f(pecie, w1thout delay ‘and
without lofs, may be neceflary in two refpeéls : to maintain the
credit of the paper, by precluding that depreciation which proe
ceeds from a failure of eonfidence ; and to preferve the value of
the paper from that depremanon, which originates in an excefs
of circulating medium. The neceflity of immediate accefs to
gold, for the éredit of the paper, may be fuperfeded, it appears,
by a full perfuafion on the part of the public that the paper is
fecured by ample funds. But this can have no effe® in reftrite
ing the quantity, which is, on the contrary, encouraged by this -
very confidence of theé public. Mr Thornton, accordmgly, eX~
prefles his opinion, that gold coin is the ftandard by which the
-value of all paper money muft be regulated ; and that, in order
to maintain an uniformity between them, there ﬂxould always
be a confiderable fund of bullion in the country, and a certain
degree of interchange of the paper for precious coin. This
prmmple is fo unphcated with all the inveftigations of his trea-
tife, and is of 'itfelf fo important, that we are forry he did not
think of illuftrating it more fully, and of reducing it, if pofiible,
- to more {pecific terms. -

3. He has explained, however, with great clearnefs, another
part of the theory of money ; the different effects of a quick or a
flow circulation. Such of our readers, as have attenced to the
hiftory of opinions in political fc1ence, will recolle&, that a con-
fideration, which now feems quite obvious, was long overlooked
by the moft acute and profound inquirers. Montefquieu and
Hume fell into feveral miftakes, from not adverting to the degree
in which the reprefentative power-of movney is augmented, by
a2 more rapid tranfmiffion ; and although the principle may be
alluded to, in a few pa{fages of Smith’s work, he appears to
have been unaware of its extent. We doubt if even the writers,

M | b
* Pp. 70. 187. 258, 279.
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178  Thornton on the Paper Credit of Great Britain. O&.

by whom it has been more recently urged, have traced all the
effe@s of its operation.

. The quantity of money, neceffary for performing a certain
number of exchanges in a certain time, may be confidered as
nearly in the inverfe ratio of its velocity of circulation. What-
ever, therefore, tends to accelerate.the general rate, contributes,
fo long as the number of exchanges remains unaugmemed to
economife the neceflary quantity. And if, by the operation of
any caufe, its movement be retarded, the want of an additional
guantity will be felt. From the fame propofition it likewife
follows, that, if one kind of money is fufceptible of a more ra~
pid circulation than another, a fmaller quantity will be required
of the former than of the latter, to carry on a ngen number of
exchanges in a given time.

Mr Thornton has juftly obferved %, that, in a, commeucal
country, whatever the circulating medium confifts of, it is apt
to vary in its rate of circulation. A high and pro[pet.ous ftate
of mercantile confidence quickens it; and it is apt to be retard-
ed during the intervals of diftruft and alarm. Every merchant,
who lies under pccumary engagemeats, muft not only arrange
the punual fulfilment of thefe, but muft referve a farther pro-
vifion againt contingencies. During an interval of alarm, he
of courfe makes this relerve rather greater than in ordinary
times ; and at a period of great confidence, he ventures to keep
it rather lefs. We fhall perceive, in the fequel, what applica-
tion Mr Thornton has made of thefe dedutions.

He has likewife obferved +, with regard to paper meney in
particular, that fome kinds of paper circulate more flowly than
others. Bills of exchange, for example, bear intereft, and be-
come daily more valuable to the holder. Bank notes, on the
contrary, like guineas, occafion a daily lofs to the pofleflor, b--
caufe no intereft accrues. There is thus a reafon for detaining
the one, and for parting with the other as foon as pofiible.
Commerical people will endeavour to keep their neceflary pro-
vifion for future puyments, rather in bills than in bank notes.
4. The moft important, perhaps, of all queftions refpecting
the operations of paper money relates to 1ts effe@ upon thc
price of commodities. Mr Thornton admits, in the moft explicit
manner, that, in this particular, there is no difference between
a currency of paper and one conﬁﬁmg of the precious metals ;
and that in both cafes, if the quantity of circulating medium is
permanently augmented, without a correfponding augmentation
of internal trade, a rife will unavoxdably take place in the price
of exchangeable articles. Indeed this is a principle upon which

all

* P47 t P. 41,
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1802. Thornton on the Paper Credit of Great Britain. 179

all the writers on commerce, both pratical and fpeculative, are
agreed : they have thought it fo undentable, as to require no
particular illuftration ; and have rather affumed it as an obvious
truth, than as a propoﬁtlon which depended on inference. On
this idea, is founded Mr Hume’s well-known ‘argument againft
banks; and it is equally 1mphed in Smith’s fatisfactory qonfuta-
tion of that objefion: it fernis the foundation of thofe pre-
fumptions, from which Mr Boyd has lately inferred an improper
increafe of Bank of England paper’; and it is implicitly admitted
likewife by Mr Thornton, one great obje& of whofe book 1is to
perfuade the public that there has been no fuch increafe.

Dr Smith, our readers will recolle&t, has refuted Mr- Hume’s
notion, that paper money raifes prices, by referring to what he
confiders as a general fa in the theory of circulation; that
every addition of paper to the currency difplaces an equivalent
quantity of gold. From different parts of Mr Thornton’s swork,
a few remarks may be colleted, which place this principle in 2
more corre point of view. The Ianguaﬁe, in which Smith has
defcribed the dlfplacement of gold, 'is mot calculated to convey a
very diftin& conception of the manuer in which it really takes
place. The quantity of goods in the market (he fays) being
_ precifely the fame after the paper is iflued as before, the fame
quantity of meney will be fufficient to circulate them: the chan-
nel of .circulation remaining prec1fely the fame, whatever is
poured into it beyond the fum that is fufficient to fill it, cannot
run in it, but muft overflow: the fum that overflows is too
~ valuable to lie unemployed at home; it will therefore be fent
abroad, and; as the paper cannot go abroad, the gold will be
exported *, If this ftatement be literally underftood, it involves
a i’tatement which is contrary to hiftorical fa& ; for by what
procefs did the difcovery of the American mines operate upon
prices, except by caufing a much greater quantity of money to
run in the channel of circulation, than had prevmuﬂy been fuf«
ficient to circulate the fame quantity of goods? Mr Thornton
_ has juftly remarked, that the channél of circulation can never be
faid to be full, becaufe employment is ftill afforded to a larger
quantity of cn'culatmg medium by means of an advanced price
of goods. ¢ This advanced price of goods is the fame thing as
a reduced price of coin; the coin, therefore, in confequence of
its reduced price, is carried out of the country for the fake of
obtaining for it a better market +.’ Thus, the immediate effet
of an addition to the paper currency is a rife of prices, which
leads to an exportation of gold. The gold is not immediately
difplaced, becaufe the _circulating medium admits of no: aug-

M 2 . mentatlon 3

* Wealth of Nations, I. p. 436. + P. 211,
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mentation ; nor thrown out of the channel of cireulation, be-
caufe that can hold no more ; nor fent abroad, becaufe it would
otherwife have been altogether unemployed at home. Dr Smith,
it is evident, overlooked the -intermediate event ; and, becaufe
the real explanation did not {uggeft itfelf, had recourfe to the
exceptionable ftyle of metaphorical defcription.—Mr Thornton
has another remark *, which fuggefts a juft corre&tion of that
general polition, by which' we exclude altogether any permanent
operation of paper-money in raifing prices, while there is gold
in circulation that may be difplaced. The fame exportatron of
gold, which remedies the temporary rife that takes place in the
particular country where paper has been iffued, has 2 tendency
to increale the {upply of precious metal in the general market
of the world, and thus to occafion a general riie of prices, in
which that particular country muft participate. The whole
qnantity of bu''ion, of which Great Britain has {pared the ufe
by adopting a diti>rent medium of domeftic exchange, is added
to the seneral flock of the mercantile commonwealth, as much
as *f an eqnal quannity had been brought additionally from A-
maiica; and the faving-of that annual lofs, which would have
been occ: i sned by the “wafte of Britifh coin, is equivalent to an
increate ii the anauanl produce of the mines.—But, on the other
hand, it mu be remembered, that the ufe of paper money tends,
in fome degree, to Jower the price of commedities. In propor-
tion as the initruments of commerce, orthe machinery of ma-
nulaltures, are of a lefs expenfive conftru&@ien, the articles,
which they contribute to produce, may be afforded at'a lower

- rate. To employ paper money inftead of gold, is to fubftitute
a very cheap inftrument of commerce in the room of -a very ex-
pesfive one. That fyftem of credit, alfo, of which the limits
are greatly extcnded by the ufe of paper, tends, as Mr Thornton
has ohierved't, to reduce prices, both by enlarging competition,
and by fa\ing the trouble and expence of weighmg, counting,
and tran{porting money. The larger tranfattions of commerce
are, by thefe means, greatly facilitated ; and in this inftance, as
in every orher, it is the true intereft of the confumer that
merchants (hould be permitted to adopt their own plans of eco-
nemv. ’

Although, with thele modifications, he admits the pofition of
D1 Smith, that fucceflive additions of paper to the currency will -
fucceflivels di‘place equivalent portions of gold, this muft evi-

nﬂy ceafe to be true when the circulating medium already
co.1is almcelt entirely of naper. 'In fuch circumfta:ces, the fuc-
celiive augmentatioas, that may take place, are not com penfated
by auy conefyondmg diminution in another part of the circula-

- tion ;

*D 30.1.: | 1 P. 315_. and p. t';;.‘

Google



1802. Thornton on the Paper Credit of Great Britain. 181

tion; and the rife of prices, that immediately enfues, is not
reduced by a fubfequent exportation of gold. While the cur-
rency remains in this augmented ftate, without an increafe of
trade to abforb the excefs, prices will remain high; and if the
quantity of paper fhould ftill be continually increafed, the prices
of commodities will continue to rife. The price of bullion muft
be affefted in the fatne manner as that of every other article.
And in 2 country where a {yftem of paper currency has gra-
dually fupplanted an ancient fyftem of gold coin, the market
price of gold bullion may thus come to excecd that price which
was adopted under the ancient f{yftem, by the regulations of
the mint.

We perfedly agree with Mr Thornton, that, in a country
where gold conftitutes an indefinitely {mall portion of the circu~
lating medium, an exceflive iflue of paper will raife the market
price of gold above its mint price. But the manner, in which
he has defcribed the procefs by which this is effeted, appears

“to us fo erroneous, that we fhall lay before our readers the paf-

fage in which he has explained his opinion. It is rather long
" for an extra@ : But it forms a detached differtation complete in
itfelf, and we could not eafily have felefled a fthorter paflage,
that would have afforded fo juft a fpecimen of the author’s ge-
neral manner. It is unneceflary to point out to our readers, by
particular references, the familiar per{picuity with which the
fa&s are feparately ftated, and the perplexity with which they
are combined into a train of reafoning.

¢ fproceed, in the next place, to fhow in what manner a gener;l
rife in the cott of commodities, whether proceeding from an extrava-
gant ifloe of paper, or from any other circumftance, contributes to

produce an excefs of the market price ahove the mint price of gold.
¢ It is obvious, that, in proportion as goods are rendered dear in
Great Britain, the forcigner becomes unwilling to buy them, the com-
modities of other countries, which come in competition with ours, ob-
taining a preference in the foreign market; and, therefore, that, in con-
fequence of a diminution of orders from abroad, our exports will be di-
minifhed ; unlefs we afflume, as we fhall find it neceffary to do, that
fome compenfation in the exchange is given to the foreigner for the dif-
advantage attending the purchafe of our articles. But not enly will
our exports leffen, in the cafe fuppofed, our imports alfo will increafe:
for the high Britith price of goods will tempt foreign commodities to
come in, nearly in the fame degree in which it will difcourage Britith
articles from going out. I mean only, that thefe two effe@s (that of a
diminifhed export, and thut of an increafed import) will follow, pro-
vided that we {upp:.fe¢, what is not fuppofablc, namely, that, at the time
when the price of goods is greatly raifed in Great Britain. the courfe of
,exchange {uffers no alteration.  For the following reafon, 1 have faid,
M3 that
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that this is not fuppofable. Under the circumftances which have been
defcribed, of a diminifhed export, and an increafed import, the balance
of trade muft unavoidably turn againft us ; the cohfequence of which
muft be, that the drawers of bills on Great Britain, in foreign countries,
will become more in number than the perfons having occafion to remit
bills This difparity between the number of individuals wanting to
draw, and of thofe wanting to remit, as was remarked in a former chap-
ter, muft produce a fall in the price at which the overabundant bills en
England fell in the foreizn market. The fall in the felling price, abroad,
of oills payable here, will operate as an advantage to the forcign buyer
of our commodities, in the computation of the exchangeable value of
that circulating medium of his own country, with which he difcharges
the debt in Britain contra@ed by his purchafe. It will thus obwiate
the dearnels of our articles ; it will ferve as 3 compenfation to the fo-
reigaer for the lofs which he would otherwile fuftain by buying in our
market. The fall of our exchange, will, therefore, promote exporta-
tion, and encourage importation. It will, in a great degree, prevent
the high price of goods in Great Britain from producing that unfa.our.
able balance of trade, which, for the fake of illuftrating the fubjed,
was fuppofed to exift.

¢ The compenfation thus made to the foreigner, for the high Britith
price of all articles, is neceffary, as an inducement to him to take them;
fomewhat in the fame manner as a drawback, or bounty on exporta-
tion, is the neceflary inducement to take thofe particular goods, which
have been rendered too dear for the foreign market, by taxes laid on
them in this country. Ia each cafe, the Britith confumer pays the
high price, and the forcigner is fpared, becaufe otherwife he will not
accept our commudities. :

¢ The fall in our exchange was juft now defined to be an advantage
gained in the computation of the exchangeaile value of that foreign
circulating mcdium with which the foreigner difcharges his debt 1n
Great Britain, a debt paid in the circulating medium of this country.
It implies, therefore, a bigh valuation of his circulating medium, and
a low valuation of ours; a low valuation, that is to fay, both of our
paper and of the coin which is interchanged with it.

* Now when coin 1s thus rendercd cheap, it by no means follows that
bullion is rendered cheap alfo. Coin is rendered cheap through its con-
Rituting a part of our circulating mcdium; but bullion does not confti-
tute a part of it, Bullion is a commodity, and nothing but a commo-
dity ; and it rifes and falls in value, on the fame principle as all other
commodities. It becomes, like them, dear, in proportion as the circu-
lating medium for which 1t is exchanged is rendered cheap, and cheap,
in proportion, as the circulating medium is rendered dear.

¢ In the cafe, therefore, which has now been fuppofed, we are to con-
fider coin as finking below its proper and intrinfic worth, while bul-
lion maintains its natural and accufiomed price, Hence there arifes that
temptation, which was formerly noticed, cither to convert back into
bullion, and then to export ; or, which is the fame thing, to export,
and then convest back into bullion; or, which is alfo the fame thing,

' to
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to convert back into bullion, and then f{ell to the Bank,. at the price
which would be gained by exportation, that gold which the Bank has
- purchafed, and has converted from bulliou into coin.

¢ In this manner, an increafe of paper, fuppoling it to be fuch as to
raife the price of commodities in Britain above the price at which, un-
lefs there is fome allowance affurded in the courfe of exchange, they
will be received in foreign countries, contributes to produce an excefs
of the market price above the mint price of gold, and to prevent,
therefore, the introdu&ion of a proper fupply of it into the Bank of
England, as well as to draw out of its coffers, that coin which the di-
reftors of the Bank would with to keep in them.” P. 200.*

Although the whole of this long paffage is profefledly em-
ployed to explain in what manner an increafe of paper produces
an excefs of the market price of gold aboye its mint price, 2
fufficient explanation of that fa&t is diftin&ly given in a fingle

fentence of the fifth paragraph: Bullion, like all other commo-
dities, becomes dear in proportion as the circulating medium,
for which it is exchanged, is rendered cheap. No other account
of the fa@ can be given ; and no farther explanation will be re-
quired. Our author, however, has intermingled with this the,
ftatement of another very different fa&t ; that fall of the foreign
‘exchange, which might be expe&ted to follow an exceflive in-
creafe of our paper-money, and of which he feems to have
formed an erroneous conception. The miftakes, which are in-
volved in the preceding difquifition, appear to have arifen from
his overlooking the diftin&ion, of which, in other parts of the
work, he is aware, between the bullion or general price of goods,
and their local price in paper-currency. When the bullion price
of our goods rifes, that ofcillation of the commercial balance, -
which Mr Thornton has imperfe&ly defcribed, will certainly be
produced, by the tendency of an unfavourable exchange to en-
courage exports, and by the reciprocal tendency of an increafed
exportation to reftore the equxlxbrmm of exchanges. But it is
not the bullion price of goods, that is raifed by an increafe of

M4 paper-

* In a ﬁ)bfequent paﬂ'agc, the do&rine is thus fammed up—* Let
the manner in which an extravagant iffue of notes operates in producing
the exceéfs be recolieted. It raifes, and probably by flow degrees, the
coit of Britith goods. It thus obftru&s the export of them, unlefs a
compenfation for the high price is afforded to the foreign buyer, in the
rate of exchange; and the variation in our exchange produces a low
valuation of our coin, compared with that of bullion. The ftate of the
exchange, then, is the immediate caufe of the evil in queftion.” p. 242.
The reader, who may wifh to verify our criticifms by examining the
original work, will find the fame doérine urged, pp. 271. & 281.
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paper-money ; which only occations a rife in the paper or cxrrency
price, and occafions that fort of rife in the price of bullion as
well as in that of all other commodities. The bullion price of
thefe will remain, therefore, precifely the fame ; and although
our goods acquire at home a nominal increafe of value, they
are not rendered dearer to the foreign merchant, who pays for
them ultimately in that bullion which is the common meafure
of his currency and ours. In this point of view, the increafe
of paper money appears to have no effe& on the balance of ex-
ports and imports. There can be no doubt, however, that it
will, notwithftanding, have a confiderable effet on the apparent
courfe of exchange. By that increafe, our currency finks in its
bullion value, and a given fum of it will no longer purchafe the
fame quantity of bullion: but the foreign currency, which is
not fuppofed to have undergone a change, preferves its own bul-
lion value, and a given fum of that will ftill purchafe the fame -
quantity of bullion as before.. The proportion, therefore, of
the bullion value of our currency to the bullion value of foreign
curfency, is altered ; and, in order to preferve the fame appa-
rent rate of exchange, there ought to be a correfpondmg alter-
ation of the numerical tables in which that rate is exprefied.
As long as the ancient mode of computation remairs ftill in ufe,
the apparent or computed rate of exchange will be different from
the real one ; and, whatever may he the aftual Itate of credit
or debt, the exchange will always be calculated fo much lefs in
our favour, or fo much more againt us, in proportion to the de--
preciation which has taken place in the bullion value of our cur-
rency. Our general exchanges might thus appear unprofperous,
at the very time that the balance of trade was greatlyin our favour;
and if the iffue of paper continue to increafe, the exchange would
appear to become more and more unfavourable, although the
balance of exports and imports had remained unaltered. The dif-
ference, therefore, between the two cafes, which Mr Thornton
appears to have confounded, is very diftin&. When the local
rife of the price of goods confits in an actual increafe of their
bullion price, a real fall of the foreign exchange will generally.
take place, and will occafion, by the demand for bullion to be ex-
ported a fluctuating excefs of -the market price above the mint
price of gold. - But when an exceflive iffue of paper-money pro-
duces a nominal rife of prices, a nominal fall of the foreign ex-
change will always take place, and is a confequence of that fteady
excefs of the market price of gold above its mint price, which
- originated immediately in the exceffive iffue of paper. The im-
portancé of the error, into which we imagine Mr Thornton to
have fallen, will juftify the length of thefe obfervations; to which
we fhall only add, that the operation of an exceflive paper-cur-
rency,

1
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rency, upen prices and upon the courfe of exehange, muft be
the fame as that of a debafement of the coin, .either by walte, or
the recent fraud of government*..

§. We fhall conclude  this firft part of our abftra& with fomae
criticifms on another paflage, in which Mr Thornton has not gi-
wven a very fatisfaltorv confutation of a popular prejudice, which,
however, prevails fo much, that the real fallacy of it oughtto bc
explained.

¢ Some perfons are of opinion, that when the cuftom of buying on
credit is puthed vgry far, and a great quantity of individual dealings is
in confequence carried on by perfons having comparatively little proper-
ty, the national commerce is to be confidered as unfupported by a pro-
per. capital; and that a nation, under fuch circumftances, whatever may
be its oftenfible riches, exhibits the delufive appearance of wealth.

¢ It muft, however, be remembered, that the practice of buying on
credit, in the internal commerce of the country, fuppofes the habit of
{elling on eredit alfo to fubfift; and to prevail, on the whole, in an ex-
altly equal degree. In refpe& to the foreign trade of a country, the
prattice of dealing on credit indicates poverty or riches, in proportion
as the credit generally taken is longer or fherter than the credit given.
The cuftom which tradefmen have of {elling to the confumers on cre-
dit, is alfo an indication of wealth in'the commerical world : the tra -
ders muft poflefs a furplus of “wealth, either their own or borrowed,
which bears an exa& proportion to the amouant of debts due to them
by the confumets. Thus, that pra&tice of trading on credit which
prevails among us, fo far as it fubfifts between trader and trader, is an
indication neither of wealth nor of poverty in the mercantile body ; fo
far as it refpeéts our tranfa&ions with foreign countries, is an indica-
tion of extraordinary wealth belonging to the merchants of Great Bri-
tain ; and fo far as it refpe@s the trade between the retailer and the
confi umer, implies a deficiency of wealth in the confumers, and a pro-
portionate furplus of it among commercial men. The exifting cuftoms
imply, that, on the whole, there is among our traders a great abun-
dance of wealth.” P. 18,

This paflage has all the formality of analytical reafomng, but
furnifhes no anfwer to the objeétion which the author profefles
* to obviate ; for no inference, againft that objeftion, can be deri-
ved from the diftii&tions which he has marfhalled in fuch metho-
dical order. Overlooking, in his attempt to difpel a popular en-
ror, the real mifconception from which it proceeds, he has unwa-
rily affumed another principle no lefs fallacious. The credit,
which this country gives to forexgners, is unqueftionably the con-
fequence of accumulated capital; but we have no proof of the af-
fertion, that the credits of our home trade are equalized ; and we
are quite unable to underﬁand bis inference, that the credit, which

. traders

* See the Wealth of Nations, II. p. 215.
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traders allow to the confumers, implies in the latter a deficiency
of wealth. But it is unneceflary to examine thefe pofitions more
clofely, becaufe we have no doubt, that the balance of credits
would be found, as a meafure of national wealth, no lefs erro-
neous, and ftill more unmanageable, than that eftimate of the
precious metals which was long ago abandoned. At any rate,
a more diret mode muft be fought of corre&ting the very falfe
opinion, that a nation, in which the fyftem of commercial credit
1s eftablithed, ¢exhibits only a delufive appearance of wealth.’

It is the operation of credit, not dire&ly to augment the na-
tional capital, but to diftribute it among thofe who undertake
to employ it produ&ively. The altual ftate of credit, there-
fore, does not indicate the amount of that capital, but the man-
ner in which it is diftributed. At different times, a part of the
national capital may be intrufted in the hands of traders more
or lefs qualified to employ it prudently, and in that refpeé it
may occalionally be expofed to a lefs or greater degree of ha-
zard. During a period of exceflive confidence, therefore, in-
ftead of confidering ¢the national commerce as unfupported by
-2 proper capital,” we are to confider a part of the national capital
as injudicioufly employed. The imprudent inveftiture of loans,
however, is evidently a very differefit thing from the creation
of fittitious capital. . The latter cannot be effe¢ted by mercan-
tile credit ; and the former is an evil, which, though the fyftem
is occafionally liable to it, can never be of very long duration.
That fyftem is reared up, by the neceflities of commerce, for
the moft effetive employment of capital ; and thofe neceflities
adjuft it, with tolerable exaétnefs, between the limits of enter-
prife and caution. Wherever it has long been eftablifhed to a
great extent, there cannot be a2 more unequivocal proof, both of
the folidity of the national capital, and of the prudence as well
as fkill with which it is employed.-

II.. Such, unqueftionably, muft be the convi&tion of every
perfon, who puts himfelf in poffeflion of the information, that
is contained in Mr Thornton’s book, with refpe& to the prefent
circumftances of our own country. It is upon this branch of
the fubjet, that his commiunications are moft fatisfaltory.
The details might indeed have been rendered ftill more minute,
without violating the confiftency of his plan ; but ftudents of po-
litical philofophy will highly value the fketch, rude as it is, which
he has drawn of our eftablified {yftem. While nothing can
more immediately contribute, than the publicity of that fyftem,
in all its operations, to extend and ftrengthen the confidence on
which it is folidly built ; fuch diffeted exhibitions of our com-
mercial economy prepare, with neceflary knowledge, thofe more

altive citizens who undertake the difcuffion of the national
‘ \ counfels.
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counfels. And the fpeculative politician, in ‘receiving the le~
gitimate materials of his fcience, may applaud the diligence that
fecures, while the original is yet entire, a delineation of that
ftructure, which, after the revolutions of trade, will be feen oaly
in the records of h1ﬁory We fthall attempt no more than 2
fuperficial outline of the defcription that might be formed out
of Mr Thornton’s materials.

The Bank of England may be confidered as the mam-fprxng of
that complicated mechanifm, by which the commercial payments
of this country are tranfatted ; and by which that comparatively
fmall fum of money, with which they are performed, is kept in
perpetual and regular circulation.. The fubordinate parts of this
machine confift of about 50 private banking houfes in London,
and about 386 banks difperfed over the country. By the joint
operation of thefe various money-dealers, almoft all large pay-
ments, founded on commercial bargaips, are ultimately fettled
in London, with the money which iflues from the Bank of Eng-
land. This money confiits, in ordinary times, partly of precious
coin, partly of bank notes. - From its large capital and extended
iffue of paper, that Bank indire&tly fupplies the whole kingdom
with as much gold as is required for circulation. Its motes are
iflued in loans, granted either for the accommodation of the
public treafury, or for that of merchants by difcount of their
bills ; and in confequence of .2 common agreement among the
bankers, no notes of any private houfe are current in London.
All the large payments of that metropolis are, in this manner,
effetted by the paper of the Bank of England; and they are
chietly tranfatted by the private bankers, who, according to 2
conjetural eftimate, make daily payments to the amount of four
or five millions, and have probably in their hands a very large
proportlon of the whole of the notes circulating in the metro-
polis*.

The commerce of London itfelf is immenfe, not only as a
feat of populous and luxurious confumption, but as a.ftatiog
of manufattures, and an emporium of marjtime trade. The

number of payments, occafioned by fuch various tranfa&ions,
is farther increafed by the dividends which the national creditors
receive on the great fum of our public debt. But in addition
to all thefe payments, originating within the capital itfelf, bills
are drawn upon London, and remittances are fent there to pro«
vide for them, from all quarters of the kingdom. Even foreign
drafts, on account of merchants in the country, are, with fcarce<
ly any exceptions, made payable in London. And thus a great
proportion of the pecuniary engagements, to which the whole
commerce

* Pp. 60. 74. 154.
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commerce of the kingdom gives birth, are ultimately fettled
- there *.

This transference -of the country payments to London has, in
fome degree, fubfifted for a long time; the praftice, once be-
gun, was likely, from its great advantages, to be gradually ex-
tended ; and of late years it feems to have been reduced to a ye-’
gular and verv commodious {yftem. It was much facilitated
by the multiplicatien of country banks, during that period of
high profperity and confidence which immediately preceded the
late war. The formation of the'e, all over the country, was
adively encouraged by the. private bankers of London ; and in-
deed the exiftence of a'great national bank, which, like that of
England, muft provide a conftant refervoir of gold, naturally
fuggefts the creation of {maller eftablifhments. Upon the form-
ation of {uch banks in the country, many traders of all defcrip-
tions, who had formerly maintained a dire& correfpondence
with merchants in London, fell into the praiice of tranfalting
their bufinefs with the metropolis through the banker, in their

- own néighbourhood, with whom they kept their cath. On their
account, he drew largely upon a banker in London, who agreed
to execute the extenfive country bufinefs he had thus acquired,
at 2 much lower commiffion, than what had formerly been paid

" by thedeveral country traders to their feparate correfpondents.
The rat€ of commiffion was reduced, in confequence of the di-

~ minifhed trouble as well as rifk: the labour of keeping accounts,
writiag letters, receiving and paying bills, was now transferred
to one houfe, which had before been divided among many ; and
a new fecurity was afforded to the tranfaltions between the me-
tropolis and the country, by the interpofed credit of wealthy and
refpeétable country banks +-. ,

The eftablifbment of fuch a {yftem of banks, and the trans-
ference of ultimate payments to one particular place, are in the
natural courfe of that progreffive fubdivifion of labour, which
extends itfelf over an opulent and induftrious country. The re-
ceipt and payment of money, inftead of being conduéted at home,
are transferred, by every trader, to his banker, who devifes means
both of abridging his own labour, and of economfing the ufe of
money, efpecally of that coftly part of it which confifts of {pecie.
By his fkill and fuccefs in attaining thefe objeéts, he manages.
an important part of trade, at an expence far inferior to what
the merchants themfelves muft have incurred, had they conti-
nued to condudt it feparately by their own clerks. In propor-
tion, likewife, as the amount and number of payments and re-
ceipts is augmented in one particular place, the bufinefs of pay-

mg

* P. 59. t Pp. 6o, 155. 160,
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ing“and receiving is more eafily and cheaply tranfaéted ; the
guineas or bank notcs required, though more upon the whole, are .
fewer in proportion to the {ums paid and received. So com-
plete, accordingly, and lo {yftematic is that economy in the ufe
of notes, which long experience has mtroduced among the Lon-
don bankers, that the prefent payments of that metropolis could
fcarcely be tranfa&ted, with due regularity, if the quantity of
notes were to fuffer any cordiderable diminution. In this, they
are affifted by the fitnefs of bills of exchange and goverment
fecurities ‘to fupply the place of bank notes: for the intereft,
that grows on fuch negotiable paper while it.is detained, faves
all the lofs which the banker would undergo.from the detention
of coin or notes ; aad-there is a certain fort and quantity of bills,
on the converﬁon of which into money, he may relv almoft as
confidently as on -the. changing of 2 note into guineas, or of a
guinea into filver:: The ingenuity. of thefe: money-dealers, in
fparing the circulating medium, is aptly illuftrated by a cuftom
which prevails among the city bankers. Each of them fends a
clerk, at an appoirfted hour in the afternoon, to a room provided
for their ufe. Each clerk there exchanges.the drafts on :other
bankers received at his own houfe, for the drafts en his own
houfe received at the houfes of other bankers. The balances of’
the feveral bankers are transferred from one to another, 1n a2 man-
ner which it is unneceflary to explain ‘in.detail, and the feveral
balances are finally wound up. by each clerk into ohe balance.
The differerice between the whole:fum which each ‘banker has to
pay to all other city bankers, and the whole fum which he has
to receive from all other city bankers, is, therefore, all that is
- difcharged in bank notes or money ; a difference, evidently, much
lefs in 1ts amount than that to which the feveral differences would
be equal *.

But the economifed ufe of circulating medlum is bfy no means
the only collateral advantage that arifes from this fyftem of
bauks, connetted in {ubordination to each other, with the great
national Bank at their head. Although a very few of the coun-
try eftablithments have occafionally fubjected themfelves to the
charge of encouraging rafh {peculation, the {yftem, in its com-
plex operation, has a real tendency to ftrengthen' as well as to
enlarge the bafis of credit. Bankers- poflefs, from their fituation,
very {uperior means of diftinguithing the careful trader from the
improvident. The bill tranfaftions of the neighbourhood pafs
under their infpeétion ; and by this information they are enabled to
meafure out confidence ~very nearly in a juft proportion. In fa&t,
it is codfidered as a regular branch of their profeflional experi-

ence, -

* Pp. 28. 39. 55. note. 60. 75. 164
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ence, that they fhould appreciate the credit of the various traders
withia their diftri& of circulation ; and this fort of pratical fa-
gacity they are underftood to cultivate with great affiduity. Itis
faid to be the general prattice of banks to communicate {uch
intelligence for their mutual advantage. Each of them endea-
vours to. limit, not only the {um which any one trader fhall ob-
tain from themfelves, but.the total amount alfo, {o far as they
are ahle, of the fum which the fame perfon thall borrow in dif-
ferent places. They endeavour, above all, to difconrage bills of
accommodation. While the tranfa&ions of country traders are
thus furveyed by the banks of their refpe&ive diftriéts, thofé of
the country banks themfelves are fubjeét. to the view of the Lon-
don bankers, their correfpondents ; and thefe, again, are in fome
degree controuled by the Bank of England, which reftriéts, ac-
cording to its own.difcretion, the credit with which they are ac-
commodated. A feries of checks s thus maintained, which,
though far from eftablifbing a complete fecurity againit all in- -
jurious fpeculation, ' prefents a powerful obftacle to its pro-
grefs*. - e
. Bat the Bank of England retains another check, of a highly
mnportant pature, over the banks.in the country. The iffue of
its own notes is reftritted, in ordinary times, by the obligation
to convert them into fpecie. The quantity of country paper,
even during the prefent times, 1s limited by its accuftomed con-
vertibility into the notes of the Bank of England. This is the
opinion of Mr Boyd 1 as well as of Mr Thoraton ; but the latter
has more minutely explained the manner, in which he conceives
the effet to be produced. If a particular country banker is im-
prudent encugh to iffue an extraordinary quantity of paper,
. while that of the Bank of England does not exceed the demands
of London circnlation, a local rife of prices will be produced
within the diftrid of that country paper, but prices in London
will remain as before. In this fituation, the holders of country
paper, in order that they may purchafe goods wherc they are
cheaper, will return that paper to the banker, demanding in re-
turn Bank of England notes, or at leaft bllls upon London. The
excels of his notes will thus be continually returned upon the
country banker, and he will at length find himfelf under the ne-
ceflity of limiting his iffue to that quantity, which the circulation
of his own diftrit can abforb. The quantity of Bank of Eng-
land paper may thus be faid to regulate the quantity of that
which is iffued by the tountry banks. It is not, that one uni-
form ratio is maintained between thefe two quantities ; but that
both are in the fame proportion to the demand, that is created
for

* P. 165. + Letter to Mr Pitt, p. 20, 2d edit,
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for each, by the trade which it is deftined to circulate. When-
ever the Bank of England paper happens to exceed what is re-
quired for the purpoles of London circulation, the country
paper may become excellive in the fame degree. And fuch an
excefs of Bank of England paper may be produced, either by a
diminution in the numter of payments,. while that of nates re-
mains undiminithed ; or by whatever has a tendency, while the
number of p.yments remains unaug mented, to augment the num-
ber or the effe@®ive power of the notes in circulation ®.

Having taken this general furvey of our {yftem of credit and
circulation in ¥s ordinary ftate, while its movements are regu-
lar, we {hull now dire@ our attention to the diforders of which
it 1s occafiomully fufceptible, either from external accident, or
from inherent defe@s. In confequence of the mutual connexion
that fubfifts among its ‘parts, and the fubordination of all to the
Bank of England, thofe diforders fomctimes pervade the whole
fyftem, and embarrafs the operations even of the great eftablifh-
ment at the head. - It'is of national importance, that that body
fhould be ready to adopt, under the preflure of fuch circum-
ftances, an enlightened and f{alutary policy.

How folidly foever the foundations of mercantile crcdxt may
be laid, both in public confidence, and in the real fecurity of
refponiible funds, it is apt to be fhaken by that confternation
which is apt to {pread, after a fucceflion of commercial bank-
ruptcies, or during the alarms of war. At fuch a_period, it
has been particularly found, that the notes of country banks,
which chiefly circulate among confumers and petty dealers, have
fallen into diftruft with that large portion of the people. 1f.
one bank fhould fail, a run upon all thole in the neighbourhood
immediately takes place, and diffufes general diftrefs. Such of
the country bankers, as are moft prudent, adopt a preventive
caution, by limiting, of their own accord, the iffue of their notes ;
and all of them are forced to enlarge that fund of cafh, with
which they may be prepared to anfwer demands. In confe-
quence of thefe operations, an additional quantity of gold and
of Bank of England notes muft be carried down from London
into the country, both to fupply that void in the channel of cir-
colation from which the difcredited country notes have been
thrown out, and to form that additional referve which the bankers
muft keep in their coffers. But the money-dealers and traders
of the capital will, in fome degree, participate that confterna-
tion to which the whole country bas given way ; it will appear
to them alfo a neceflary precaution, that they fhould enlarge

their
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their fund againft contingencies, and keep a larger fupply of
Bank of Eungland notes than _they find neceffary in ordinary
times. By thele multiplied hoards, as well as by the quantity
of calb feat into the country, the cijculating money of the me-
tropolts muft fuffer a very great diminution. But it was previ-
oully no more than fuflicient to effeét the neceffary payments;
and, on the punctual ditcharge of thefe, the whole commercial
eredit of the kingdom depends. Unlefs the Bank of England,
therefore, .which 1s the fource of circulating medium, fhall, in
. thefe circumitances, confent to enlarge its iffuc of paper, 3 gene-
ral fubverfion and ruin of that credit may take place; but if it
adopts {uch a meafure feafonably, and in the proportion which
tiv new demands of the circulation require, theimyfelucf may
ceale, after a flight and temporary inconvenience. . Befide'this re
medial policy, which can only be adopted after the cvil has been
felt to fome extent, that body, in order to be prepared againft
fuch an event, ought to keep at all times in its treaflpry fuch an
additional quautity of gold, as may be fuflicient to meet this exy
traordinary demand, and to fupply the place of thofe country
notes that are liable to be extinguithed. But although fuch ap-
pears to be the real policy of that inftitution, we can fcarcely be
furprifed if it has not always very clearly underftood it to be fo,
and has fometimes evinced a reluétance to purfue this line of con-
dué. The tafk of fupplying gold to all the country banks, under
the expence with which the colleftion of it is frequently attended, '
may be confidered indeed as impofed upon the Bank of England
by that monopoly, which compenfates this hardthip by other ad-
vantages. But to enlarge the iflue of their paper, at the very
time that their fund of gold is dnmuufhmg, is a meafure, which
would confefledly be imprudent in every, wnferior eftablithment,
and which on that accouunt the dire&ors of the great Bank have not
always perceived that they were warranted, by the peculiarity of
their fituation, to adopt, as the real means of cnecking the drain of
their gold. Some of the circumftances, which diftinguithed the
~ memorable year 1793, illuftrate at once the foundnefs of the po-
- licy which is here defcribed, and the very recent period at which
the Bank ftill howed itfelf infulficiently aware of it. In the dif-
trefs of that year, the Bank of England was unwilling to extend
its aid to the country banks, or to augment the ifflue of its own
paper. Several opulent houfes, that applied for afliftance, were
refufed dxfcounts, becaufe they dld not cffer London. fecurities ;
but the important failures, which immediately enfued, proved
that the relicf of the country was necetlary to the folvency of
the metropolis. The pr effure originated in an extraordinary de-
.mand for. gumeas, in the country ; but the want of bank notes

in London foon became the principal evil, ‘Llie notes, previouflly
2 in
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in circulation, were not below the ufual number; but that was
rendered, by a flower circulation, infufficient for the neceffary
payments. As the Bank of England did not think proper to en-
large the quantity of its paper, o remedy of exally the fame kind
was adminiftered by Parliament. A loan of Exchequer bills was
dire&ed to be made to as many mercantile perfons, giving proper
fecurity, as thould apply ; and it is a - moft intereftmg fad, that
credit began to recover itfelf fome time before thofe bills were
atually delivered. The very expeftation of this fupply of an
article, which almoft any trader mizht obtain, and then convert
into bank notes and gujneas, diffufed an idea of general folvency.
The pun&uality of the Londo:. payments being reftored, the dif-
trefs of the whole country v as gradually removed. Of the five
millions, which the ‘Exchequer had been authorifed by Parlia-
ment to advance, not one hal! was taken, and no part was loft ;
on the contrary, a profit ref.ited 1o Government, from the fmall
compenfation of additional intereft, which was paid by the bor-
rowers. This feafonable nicafure was not underftood at the
time, and was oppofed on fome grounds of conftitutional jea- -
loufy ; but the refult of its operation has caft a fteady light on
our actual {yftem of circulation, and on the true policy of the na-
tional Bank. In future feaions of alarm, it may reafonably be ex-
pe&ed, that the dire®ors of that body will prove lefs timid ; as
it is to be hoped, that experience has taught the country banks
to enlarge their ufual provifion of convertible funds *.

The moft ferious danger, to which the Bank of England it-
felf is expofeq, is that of being drained of its fpecie. It may
be fubjected to fuch a drain, as is intimated in the preceding
obfervations, in confequence of that alarm which occafions a
great demand for guineas, either to be hoarded, or to fupply the
place of paper thrown out of circulation. Indeed, if the alarm
is of long continnance, and the Bank maintains in circulation
no more than its ufual quantity of notes, it may be altogether
exhaufted of its guineas, however fmall that quantity of notes
may be ; becaufe if thefe are always re-iffued in Ioans upon the
dilcount of bills, they may be perpetually returned upon the
Bank in demand for more fpecie. Let the alarm be great enough,
and of !ufficient’ duration; and the Bank, by maintaining only
a million of notes in circulition, may, by the continual return
of thefe, be exbaufted of fifty millions of guineas. But, in
geveral, 2 more permanent caufe of a run upon the Bank of
Xngland for fpecie is the excefs of the market price of gold
above its mint price. In former times, this was occafioned by
the debafed ftate of gold currency; and the Bank was obliged
to {ubmit to the accumulated and provoking expence of coining

new
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new guineas, which were immediately melted down, that the
bullion might be fold to the Bank itfelf at the high market price. -
Stuce- the gold currency was reformed, a temporary excefs of
the market price of gold above its mint price has been produ-
ced by a temporary difa.dvantage in the balance of foreign trade ;3
that having becn occafioned fometimes by the large importations
of grain after a deficient harveft, and more frequently by un-
produtive exportations, to defray the expences of war, or the
fubhdies to foreign allies. In whatever manner the high price
of gold is produced, immediate demands are made upon the
Ba:k for guiieas, in order ta export them. Thefe it endeavours
to replace, though gold cannot be purchafed without a confider-
able lofs. A moft unequal competition will thus be eftablithed,
between the Bank, on the one hand, which buys and coins at a
great lofs, and the clandeftine dealers, on the other hand, who
melt and fell at a great profit. It will no longer be neceffary
for the latter to export more gold, than what is above the imme-
diate demand of the Bank : the operation will now be confined

. to London ; the melters and coiners living upon the {ame fpot,
and affording conftant employment to each other. If the un-
favouratle balance of trade, which has caufed this high price of
bullion, were not of a temporary nature, the Bank of England,
by this continued accumulation of unprodutive expence, might
ultimately be reduced to very great diftrefs. And if an unfa-
vourable balance, originating in the expences of foreign warfare
or alliance, thould at any time he loaded with additional ‘pay-
ments of a larger importation of grain, while the embarrafiments
of the national Bank were ftill farther aggravated by domeftic
alarm, and a general dlloxder of mercantile credit; under fuch a
combination of inauf.icious circumftances, the ufual means of
prudence and the rules of ordinary policy might be expeéted to
fail, and neceﬁity would be left to Juﬁlfy thofe defperate mea-
fures which it might {uggeft *. ‘

But this excefs of the market price of gold above its mint price
may likewife be produced, as we formerly explained, by too great
a quantity of paper-money. The Bank indeed, as it has alfo been
fhewn, has the ppwer of reftritiny the country papeér, by limit-
ing its.own notes to thoie which are a&ually needed for the pur-
poles of circulation. It has, therefore, the power, in a great de-
gree, of preventing that high price of gold, and the confequent
drain of its own guineas, which proceed from an exceflive circu-
lation of paper. Solong as ti-e Bank is liable to payments in {pe-
cie, it has thus an ¢vident intereft to prevent its own paper, as
well as that of the whole country, from being o exceflive as to
occafion a rife in the price of commodities. To underftand this

» clearly,
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clearly, and to attend carefully to its operation, forms a very im-
portant branch of the policy of the Bank of England. As its
notes are iflued in loans to the merchants, it can only limit the
extent of that iffue, by reftricting the amount of the leans,
Hence it appears, that the bank ought to regulate the total a-
mount of its loans, with a view to the quantity of circulating
medium, independent altogether of the {olvency and opulence of
thofe who with to become borrowers, and of the chara&er of
the bills that are offered for difcount. There may be a difpofition
among very rich traders to borrow a fum far exceeding what it
would be proper for the Bank to lend, although it entertained no
doubt of pun&ual repayment. But, by the laws that confine the
rate of intereft, and which ftill remain in force after every coma
petent judge has been long convinced of their ufeleflnefs and in-
convenience, the Bank of England is deprived of the moft natua
ral and fimple means of reftritting the amount of its loans. 1t is
prohibited, even in time of war, from demanding an intereft of
more than five per cent. which is the rate at which it difcounts
during peace. This has generally been found fufficient, during
peace, to limit the demand upan the Bank for loans ; becaufe
mercantile profits are then low, from the abundance of capital,
and the aftivity of competition, The applications far difcounts
have often, during fuch a period, fallen thort of what the Bank
was really difpofed to'afford. But, in time of war, the rate of
mercantile profit, from the fcarcity of capital, is extremely high.
There is an irrefiftible temptation, therefore, to borrow from the
Bank at a cheap rate, that the great profits may be gained upon a
commercial employment of the money. Accordingly, in time of
war, and efpécially during the laft years of it, the Diretors have
often been fubjeed to very earneft and clamarous folicitations for
difcount. Were they permitted to raife their rate of intereft, it
would follow that of mercantile profit, and the demand upon the
Bank for loans, would at all times be accompanied by an effec-
tual principle of limitation. But under the exifting prohibitions
of law, the Dire&ors are forced to have regourfe to the expedient
of fpecifying, according to their difcretion, the total fum which
they will at any one time venture to lend to the merchants. Ace<
cording to a recent determination of their court, this fum is fpe-
cified weekly, in order that they may have a frequent opportunity
of varying it according to the fluctuation of circumftances *.

To limig the total amount of paper iffued, and to refort, when.
ever the temptation of borrowing is ftrong, to fome effeGtual
principle of reftrition; never to diminith greatly the fum in cir-
sulation, but to let it vibrate only within certain limits : to afford -
.o N 2 a
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a flow and cautious extenfion-of it as the general trade of the
country is enlarged ; and to permit a temporary increafe dusing
an extraordinary period of, difficulty or alarm : this, in the lan-
guage of Mr Tharaton, is the true policy of the direftors of an
inititution, placed in the circumftances of the Bank of England *.
We have thus colletted, from various paflages of Mr Thorn-
tor.’s difcourfe, the general lineaments of that fyftem of credit
and circulation, which is at prefent eftablithed ; reframmg from
the infertion of any criticifms that might have interrupted the
defcription. Seome parts of his account are not fufficiently di-
Jated, to convey precife information; and others, in which fome
reafoning is implicated with tne #atements of fa&, cannot be
sdmitted without hefitation. But we are not coufident enough
in our knowledge of the fubje&, to enter into thefe minute cor-
- yeftions. One general remark, however, which was ftrongly
imprefled upon ourfelves by the falts of the preceding narrative,
we cannet forbear to exprefs, although it does not lie within the
fcope of Mr Thornton’s difcuffions. If the Bank of England
muft not be confidered as a national eftablithment, not merel
influencing, by the fuperior magnitude of its capxtal the ftate
of commercial circulation, but guiding its movements according
" to views of public policy, an important revolution bas taken
place fince the firft ereétion of that corporation as a banking
eftablithment.  That power of iflning the medium of exchange,
with the opportunities it nnplles of varymg its quantity and va-
lue, which, while precious coin was in nfe, was exercifed nnder
the immediate prerogative of the Crown, is now virtually inveft-
ed in the Governor and Dire&ors of the Bank of England. In
the official charafter of that Board, fome of the funétions of fo-
vereignty are united to thofe of a trader ; and the opportunities
of banking profits are blended with a truft and charge of the
public intereft. It will be pleafing, if thefe fhall prove more
happily ccmpatible, than they have been found in other in-
ftances. The organization of this eftablifhment, poflefled of
fuch means to controul the operations of commerce, as well as
to facilitate the advance of financial fupphes, may, into our po-
litical conftitution already fo complicated, introduce a new prin-
eiple of a&tion, the effe& of which cannot be clearly difcerned.
Perhaps, an unbounded field will be opened for the extenfion
of minifterial influence. Perhaps, an unexpe&ed controul may
be gained to the people, over the views and meafures of the
- executive.
HI. In the foregoing view of the dangers to which the Bank
is occafionally expofed, our readers muft have already perceived
thg
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the account which Mr Thornton gives of the embarraffments,
that led to the memorable order of Council in February 1497.
The fufpenfion of cath payments was an event, in his opinion,
to which the national Bank was liable from its very nature; the
probability of which has been too ftudioufly concealed; and to the
recurrence of which we may look forward *. The gold, in the cofs
fers of the Bauk, had been much reduced by the effe& of an un-
favourable balance of trade. The alarms of invafion had led to
tbe failure of fome country banks in the North of England; this
occafioned a farther demand for guineas from the Bank, and 2
diminution in the circulating notes of London. The Direftors
aggravated the diftrefs, and augmented the demand for gumeas,
by unadvifedly {upprefling fome of their notes, inftead of enlar-
ging the quantity +.

We cannot entertain a doubt, that thefe were the principal
caufes of embarrafiment; but that other circumftances at the
fame time co-operated, which Mr Thornton has rather too an-
xioufly avoided to mention. Under the unfavourable balance of
trade, which he notices by this general expreflion, we muft in-
clude the effeét of foreign fubfidies. And we fufpe@ that that
diminution in the quantity of notes, which the merchants could
command, was not altogether owing to an ignorance, on the part
of the Direttors, of the proper remedy for the exifting evil.
Mr Thornton indeed employs feveral elaborate pagesf, to re-
lieve the Bank from every degree of blame, on actount of its
loans to Government. But this appears quite ineffe&tual againt
the evidence, which was laid before Parliament; of the fenti-
ments which the Dire&tors themfelves entertained. In various
refolutions of their Court, and in letters to the Chancellor
of the Exchequer, they ftated the ferious apprehenfions; as well
as the aftual embarraffment, which they felt from their un-
precedented advances on Treafury bills ; and in their memorial
to the Cabinet, they defcribed it as an unconttitutional mode of
raifing money, to which they were not warranted by their char-
ter to confent. After this, it is vain for any advocate of the
Bank now to maiatain, that thofe loans wete altogether free
from imprudence or culpability. At the fame time we are ready
to acknowledge, what was not very diftinétly perceived in the firft
difcuflions of this event, that the loans to Government had no di-
rel tendency to produce the particular diftrefs, which was relieved
by the reftrition of payments. That confifted, unqueftionably,
in the progreflive drain of {pecie; which thofe loans neither occas
fioned nor increafed, becaufe they were paid into the Exchequet
in notes. This run upon the Bank for fpecie, was chiefly oc-
cafioned by the deficient quantity of money in circulation ; which

N 3 the
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the advances to Government, in their dire& operation, rather
contributed to repair, becaufe the notes were of courfe iffued
from the Exchequer almoft immediately into the market. But
at the fame time it muft be remarked, though Mr Thornton
feems ftudioufly to have kept this out of view, that, by their
indire® and unavoidable operation, thefe loans of the Bank to
Government contributed to aggravate that diftrefs of the circu-
lation, which was mainly produced by other caufes For fome
time prior to the fufpenfion of payments, the Bank of England
had limited its difcount of commercial paper. To this hurtful
meafure it was undoubtedly obliged to have recourfe, in confe-
quence of having granted a much greater accommodation to
Government than it was _warranted to give, which impofed the
prudential neceflity of giving lefs accommodation to the mer-
chants than it had been accuftomed to afford. Such a diminution
of difcounts could not occur at any period, without producing 2
certain degree of mercantile diftrefs, both by the difappointment
of payments a&tually promifed, and by interrupting the ufual
courfe of pecuniary arrangements. But at that particular junc-
ture, a great diftrefs already fubfifted, which the condu& of
the Bank towards the merchants had a neceflary tendency to
agyravate. A fimilar diminution of the Bank difcounts, by
mnarrowing the facilities of credit, would at any time render the

exifting quantity of circulating medium lefs adequate, than be-
fore, to the neceflities of the market. At that particular junc-
ture, money was already deficient, from the operation of other
caufes ; and became ftill more inadequate to its neceflary purpofes,
when a reftrition of credit took place, which both rendered a
greater quantity of money requifite to drive the fame trade, and
retarded the circulation of that already in the market. While we
agree with Mr Thornton, therefore, that the loans to Government
could not tend to diminith the fum of notes in circulation; we
muft contend againft him, that they did tend to diftrefs the
circulation, by rendering that fum of notes lefs adequate to the
wants of commerce, than if they had flowed into the market
through the ufual channel of difcounts. He afferts, on the
contrary, that ¢ it is the total-quantity of circulating notes, and
not the manner in which they come into circulation, that is the
material point:’ but nothing can be more unfatisfactory and
cumbrous, than the illuftrations by which he labours to expound
this very fallacious pofition. It is indeed inconfiftent with the
fundawmental principles, which are elucidated by all the reafon-
ings and tenor of his book.

The fufpenfion of payments in {pecie was properly continued,
according to Mr Thornton, from the permanence of thofe circum-
ftances which rendered it originally neceffary : an unfavourable
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exchange, produced partly by our heavy expenditures, but chiefly
aggravated by vaft importations of corn ; and the prevalence, till
the eve of peace, of alarms about hoftile invafions *. It is not
altogether fuperfluous to remark, that the reﬁ:n&:on of pay-
ments, until after the ceflation of hoftilities, was provided for by
law, long before thofe deficient harvefts had been felt, to which
fo great a portion of this neceflity is afcribed. And the con-
tinuance of the fufpenfion was officially juftified in Parliament,
upon the alleged, but not very mtelhgnble, ground of rehﬁ.
ing certain defigns of the enemy to ruin our public credit,
The whole circumftances of the meafure, both in the firft event,
and in its fubfequent renewal in the arguments that were pub-
licly urged to prove its neceflity, and in the explanation which
Mr Thornton has given of its nature, confpire to prove that it ori-
ginated in the dire& confequences of the war itfelf ; although this
view of the fubjet was moft earneftly dlfcountenanced at the time.

IV. In the firft part of our abftra&, we explained Mr Thorn-
ton’s opinion, that an extravagant iffue of paper will raife the
price of commedities, and depreciate the currency in its bullion
value. He has therefore admitted the general principles, from
which Mr Boyd and others have inferred that the Bank of Eng-
land has, within the laft few years, iffued au exceflive quantity
of paper. Againft the validity of that inference, however, he
contends that, in point of fa&, the Bank of England has not ex-
tended the number of its notes, fince the fuiperfion of its cath
payments ; and that the rife of prices and depreciation of curren-
cy, from which that enlargement has been prefumcd, may arife
from other caufes. Among fuch caufes, he mentions the necef-
fary influence of war, of accumulated taxes, and of a’fcarcity
continued for two years, in raifing the price of all commodities ;
and the effet of an immenfe importation of corn in turning the
exchange againft us, and thus raifing the market price of gold.
That all of thefe circumftances have co-operated in raifing pri-
ces, we have no doubt; but we are by no means fatisfied that
they are adequate to explain the whole effe®t. War, it mufi be
obferved, and taxes, and a fcarcity of provifions in its dire&
operation, increafe the real or bullion price of goods, and have
no tendency to produce an excefs of the market above the mint
price of gold. The importation of grain, by turning the ba-
lance of trade againft us, does tend to produce that excefs ; but
the excefs, which we have lately witnefled, has been perhaps
both too great and too permanent to be explained wholly in this
~ manner. We doubt extremely, if it could have been produced
without that depreciation of our currency, which originates in

exceflive quantity.
N 2 Mr
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Mr Thornton, however, has endeavoured to thow *, that the
circulating paper of the Bank of England does not in fa&t amount
now to a greater fum than upon an average of years, was in cir-
culation before the fufpenfion of caflt payments. Upon an ave-
rage of three years, ending in December 51795, their amount, ac-
cording to the evidence laid before Parliament, was 11,975,5731.
By a {ubfequent ftatement prefented to the Houfe of Commons,
.they amounted, in December 18ce, to 1§,450,970l. From the
.difference between thefe two fums, however, Mr Thornton in-
fifts that we ought to dedu& the amount of two millions, con-
fifting of one and two pound notes, which have difplaced, he
alleges, in the circulation, an equal fum of guineas. After

" this dedution, there ftill remains the {fum of 1,475,397l by
which the Bank paper exceeded, in 1800, its average amount
before the fufpenfion of calh payments. But in the fpring of
1801, the Governor of the Bank ftated to the Houfe of Com-
mons, that the Company had reduced its notes to a fumlefs, by
about a million and a half, than their amount in the preceding
Detember. Whether this evidence, under all the afflumptions
which it involves, may be confidered as completely fatisfattory,
in oppofition to the prefumptions that are warranted by the ge-
neral argument, we fhall not venture to pronounce. We may
fuggeft, however, to our readers, the propricty of adding to
the foregoing ftatement a fa&, of which we are apprifed by Mr
Thornton 1, that the enumeration of country banks taken m 8o0,
differed from that taken in 1797, by the excefs of 386 above
353 And to thofe who recolle& that Mr Boyd’s pamphlet was
publifbed on 31ft December 18co, it will not fail to occur as a
circumftance, which that gentleman might plaufibly urge as a
confirmation of his reafonings, that in the courfe of the three
months immediatly enfuing, the Bank thought it expedient to
call in a millien and a half of its notes. .

We have exprefled ourfelves with unaffeted doubt, with re-
gard to this alleged dependence of the prefent rate of prices on
the prefent ftate of paper currency, becaufe it appears to-us a
problem, of which a fatisfactory folution has not yet been offered.
According’ to that view of the queftion, indeed, which {eems

" to us the moft corre&, as well as the moft imple, a {ufficient
anfwer will be affigned, if the excefs of the market price of gold
above its mint price fhall be found to continue, notwithftanding
the permanent reftoration of the balance of trade to its accui-
tomed preponderancy in our favour. In the mean time, we
fheuld be glad to fee the fa& itfelf, of which the origin and
caufe are thus anxioufly fought, perfpicuounily ftated under its
moft neceflary diftintions and limitations. It may perhaps be

in
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in the power of thofe, who have paid attention to fuch minute
but valuable details, to date the firft appearances of this recent
increafe of prices, and to trace its progreflive - diffufion over all
the relations of internal exchange. In fuch a ftatement, it would
-be neceflary, likewife, to ipecify in what proportion this rife is
locally confined to our own ifland, or common to us with the
Continent of Europe; and to diftinguith in what proportion that
local rife confifts of a real increafe in the bullion price, and of a
nominal increafe only in the currency price. ‘
.

Art. XXVL Illuftrations of the Huttonian Theory of the Earth. By
John Playfair, F. R. S. Edinburgh, and Profeflor of Mathematics
i the Univerfity of Edinburgh. 8vo. Edinburgh. 1802. 528 pp.

O fpecies of phyfical refearch, perhaps, is involved in greater
intricacy, or produ&ive of greater ambiguity of deduétion,
than that which refpeéts the conftitution and hiftory of our
globe. So boundlefs is the number, and fo diverfified 15 the
nature, of the fatts neceflary to the profecution of fuch an in-
quiry ; and to fo fhort a diftance are we yet removed from the
period when mineralogical phenomena firft derived explication
from chemiftry, that attempts to form a theory of the earth may
be confidered rather as exercifes for fanciful and fpeculative
minds, than of fources of improvement to ufeful fcience. It
cannot be denied, however, that obfervations accumulate but
flowly when unaffifted by the influence of fyftem. The obferver
never proceeds with more ardour than when he theorizes ; and
every effort to verify or difprove particular fpeculations, necef-
farily leads to the evolution of new falts, and to the extenfion
of the limits of real knowledge. Hence, it feems to be the
bufinefs of philofophy, rather to point out the imperfeitions, to
detedt the errors, to reftrain the prefumptuoufnefs of the theorift,
than to extinguith altogether a fpirit, which, however incomplete
and infufficient, may be the materials on which it has to work,
muft at leaft facilitate generalization, and render the approach to
truth lefs tedious.

The Huttonian theory of the earth, which it is the obje& of the
volume before us to explain and fupport, is not referable to either
of thofe clafles into which geological treatifes have been common-

1y divided. Its author cannot be confidered either as a Pulcanif?
purely, er a Neptunift, fince he has afferted the agency both of
fire and water, 1in his fyftem. That {yftem fuppofes the mate-
rials which compofe our globe to have once exifted in an elc-
mentary or unmixed ftate, and to have acquired their prefent
arrangement in confequence of the continued altion of water on

‘ former
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