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AUTHOR’S PREFACE.

Tue Author of this book gladly welcomes the
appearance of an English translation of so satis-
factory a character. At the same time it may be well
to remind the English reader that this is a history
of an English institution written by a foreigner and
intended for the use of foreigners. Difficulties must
arise in any attempt to judge the institutions of
other countries and to form an opinion with regard
to advisable reforms. The task is especially hard
in the case of a country like England, where more
attention is paid to facts than to theories. Hence
with respect to various questions, especially some
arising towards the end of the work, when I have
been unable to support my own views by the opinions’
of an English authority, I have chosen rather to
confine myself to a statement of the facts than to
set forth theories which might be disproved by
subsequent events.

Moreover, in writing for French readers, I have
described various matters and in particular historical
€vents, the discussion of which may perhaps be
Superfluous for English readers. I must then ask
the latter to remember that the political and



XX AUTHOR'S PREFACE.

economic history of Great Britain is less well
known to continental readers than to themselves.

I am conscious of many other short-comings in
this book, which is a product of youth ; were it
not for the pressure of University duties and other
work I should have completed and revised it. In
its present form it is the result of the conscientious
study of several years; and as such I hope it will
obtain the indulgence of my new readers,

It only remains for me to express my thanks to
Mrs. H. O. Meredith, who has spared no pains in
the work of translation, and to Professor Foxwell,

whose instructive preface is sufficient in itself to
give the book a special value.

A. ANDREADES,

Professor at the University of Athens.

AUTHOR'S PREFACE
TO THE SECOND EDITION

i : : kind of apology. I was from
e I?S?Ia zsfzisgeo;h?}?e amany shorlt)comings of a work,
the' ﬁrStth(‘)lu yh it took nearly four years of constant work,
which, itten gwhen the author was still very young. Asa
b wrof fact it was his first large publication. - .
e sequence I looked forward to a second eghtnon with
h{nhi)(;)ne c?f re-moulding many chapters, gspecmlly t};)(;se
t~ ; erning the eighteenth century, of add‘mg some tables
L(mc"'n the progress of the Bank in the dnﬂ'erept branches
Srf]oi\:s‘ agctivity, and last, but not least of devotmg'a lz{g}ie
(c)hapter to the History of the Bank of England during The
GII';’;: t\l?ear('}reek and the Continental libraries gen:xer:ally are
insufficiently equipped for a work of such a descrn;l))tlofm‘, :tnaci
moreover, while my time in Greef:e was taken up by S('Y(,r,_
works on Greek finances and their history, such short stfx)v.s‘
as 1 was able to make in Engla'nd in recent year; were
absorbed by a work on the po&;ﬂat‘lon of the British Empire

ring and after The Great War.
dUTVIr;'gonly chance of carrying out my p'lans wouldhbal:re beelg
a postponement of this second edition till 1926, w 1IcE “;OUd
have allowed me to spend two summers at least in England,
viz., the minimum of time which a thorough revision would
have required. But I have to pay the ransom of a.somell}ow
unexpected success, and the demz.md o‘f the public ob 1ge:
the publishers to bring a new edition without delay throug
th .

?Fflzslféing so, it was thought better to leave the book as it
stands, and, while apologising to my new readers, to hope

i the International
' 1t was published in 1923 as a Supplement to Metron,
Magazine of Statistics,
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th‘at their numbers will be great enough to allow for a third—
;thse time enlarged and revised—edition—at a not too distant
I cannot bring these few remarks to a close without
€xpressing once more my gratitude to Mrs. Meredith and to
Prof.' Fo:.cwell. [ am aware that the popularity of this book
—which in many respects is a péché de jeunesse—is due
to a very large extent to the admirable translation of the
former and the not less admirable preface of the latter.

A. ANDREADES, C.B.E,

Athens, Fune, 1924. ) 3?::{1::‘ Faculty of Law

PREFACE.

ENGLISHMEN may be pardoned if they regard the Bank
of England as the greatest financial institution in the
world. It is far inferior, no doubt, to many Conti-
nental banks, in the extent of its metallic reserves and
of its note circulation; and there are even other
English banks which hold a larger amount of private
deposits. It can hardly be considered so essentially a
national bank as the Banks of France and Germany,
each of which does a larger business in the provinces
than in the capital: it is not so democratic in the
range of its operations as the Banque de France,
perhaps not so directly associated with general enter-
prise as the Reichsbank. No existing bank can
boast a history at the same time so long, so continuous
and so distinguished ; nor has any played so large
and so worthy a part, not merely in the fortunes of a
great nation, but also in the general financial activities
of the world.

The history of this famous Bank, here presented in
an English version by Mrs. Meredith, must be held
to be in many respects a four de force. It was written
by a Greek, in French: and notwithstanding the
double difficulty with which the author had to contend
in describing an institution, so characteristically
English, in a language not his own, it is the most
comprehensive and most readable account of the Bank
yet published. Dr. Andréades, indeed, following
Mr. Stephens, goes so far as to say that nothing
deserving to be called a history of the Bank had
Previously been written, though the attempt had more
than once been made. If this be so, the fact is
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sufficiently remarkable, and suggests reflections, some
not too pleasant, to those who are concerned for the
credit of English Economics. In what sense must
we accept the statement ?

We must certainly agree, with M. Lyon-Caen,
that no complete history of the Bank existed before
the appearance of this book. Many valuable contri-
butions to such a history had been published from
time to time; but all of them left something to be
desired. Some were fragmentary, some were hardly
scientific; in the best of them history is often only
incidental to the author’s main purpose ; nearly all,
a characteristically English fault, were unsystematic ;
none of them covered the whole period, even approxi-
mately. We had no complete, formal and scientific
account, such as would compare for instance with
Alphonse Courtois’ history of the Banque de France.

Let us glance at some of the more important ex-
isting works. The account given by Macleod, in his
Theory and Practice of Banking, may be said to have
held the field before the appearance of Dr. Andréadés’
history. It is in many respects very good within
its limits; the present writer, like the late Henry
Sidgwick, found it more suggestive and instructive
than any other. But the historical work was merely
incidental with Macleod, not his principal aim ; as
may be gathered from the fact that the word ‘history’
does not even occur on the title of his book ; and his
vigorous sketch deals with banking rather than with
the Bank : a distinction, I will admit, which counts
for less in earlier times than it would to-day.

Tooke and Newmarch (the former especially) have
also contributed invaluable material in their well-
known History of Prices, notably for the period of
the Napoleonic war, but in hardly less degree for
the whole period 1793-1857 covered by them. But
Tooke’s work might be regarded as a documented
argument rather than a reasoned history: an objection
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: ly to Macleod as well, though
which svv::)lt]dquigljto)’ the same degree. The object .of
er}}tagvriters was rather to establish a controversial
bot® than to give a scientific explanation of the
theSlse of events. None the less, each work contains
C(1))urrxsda\tlt and trustworthy historical material : the
: léoncealed bias of the writers does not seem to have
}mterfered with their accurate record of the facts.
Xvowed bias, indeed, rarely misleads ; what is really
dangerous is the pretence of impartiality. Tooke,
erhaps, sometimes puts upon the facts a construction
they cannot fairly bear; on the other hand, he is
most careful to give references, the'lack.of which is a
principal defect in Macleoq. It is certain that every-
one who essays to deal with the history of Enghsh
banking must be deeply indebted to both these writers.
There are some excellent authorities, too, upon the
earlier years of the history of the Bank. First among
them in merit, though not in time, I would mention
Thorold Rogers, whose First Nine Years of the Bank
of England has always seemed to me the most brilliant
of his many contributions to economic history. It
is, of course, only a fragment; but it is a model for
the economic historian. Among others who have
thrown light on the earlier history must also be
mentioned Mr. Hilton Price, Mr. Maberly Phillips,
and the late Mr. J. B. Martin whose numerous
works and papers are full of valuable information as
to early banking history, banking practice, and
banking documents. Many others might be named,
did space permit, who have made similar valuable
studies of local banking, and individual banks. What
seems to be an admirable sketch, covering a longer
period in a more connected way, must be noted here ;
] mean Mr. W. R. Bisschop’s De Opkomst der
Londensche Geldmarkt: 1640-1826 : S'Gravenhage,
1896. Unfortunately many of us are debarred by
linguistic limitations from profiting as we otherwise
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might from the acute and critical exposition of this
scholarly writer.

Returning to the larger works, Lawson's History
of Banking is another book of considerable merit.
It wants system, but has a great deal of interesting
information about the early history of banking, is
throughout well-informed on points of banking
practice, and deserves special mention for the frequent
references to the relations between the Bank and the
Government, on which little has been written in
English, though Dr. Philippovich, in his Die Bank von
England im Dienste der Finanzverwaltung des Staates,
has treated it exhaustively over the whole period up
to 1884. Lawson’s book too has an Appendix full
of interesting matter, including a reprint of the
Charter and By-Laws of the Bank. It has been
objected to Lawson, and it is still more true of the
better-known History of the Bank of England by
Francis, that his history is too anecdotal and popular
in form. Neither writer, however, appealed to an
academic audience, nor would have found one at that
time if he had. It may at any rate be said of both
works that they contain matter of value, the result of
pretty wide reading. Gilbart again is a writer of
whom we must speak with respect. His contri-
butions to the history of banking range wide over
both time and place. He has written of banking not
merely in the United Kingdom, but in America as
well ; and has not confined his studies to the period
he knew best, the first half of the 1gth century. No
one could accuse him of being unduly readable ; his
writing is always methodical and often didactic to the
verge of pomposity. As might be expected from the
founder and manager of the first great London Joint
Stock Bank, his works are full of details of administra-
tion, of which modern students may be a little
impatient ; but they are solid, well furnished with
statistics, and of real value to the historian. They

PREFACE. xxvii

not however so directly concerned with the Bank
2% land as with Joint Stock Banking. Passing
of Englri hter sketches and papers, of which there are
ove ;,a,g;xy as well as books like those of Maclaren,
::;l);y a h’istory of opinions, and of Doubleday, a
notable criticism of the funding system, we chome.;n
conclusion to a writer 9f foremost importance, happily
still active, Mr. Inglis Palgrave. He is our mla.ur}:
source of information for the history of Eng :sf
banking in the last h.alf-.centux.'y. His mastery o
English banking statistics is unrivalled ; he has g';ven,
us, partly in published works, partly in th; Bacrlz. ersf
Magazine and elsewhere, a long.serxes o stu ies o
the discount rate and the changes in English banking
structure and banking methods; and in his last work,
Bank Rate and the Money Market, we have a
collection of comparative statistics from 1844 to 1900
which seems to exhaust the available material on the

ject.
SulID,}_' then, we have no adequate history qf the Bank,
it is evident that very important contributions to such
a history exist. Moreover, as Dr. Andréades truly
says, the records they contain are full of incident and
attraction, almost of romance. Why haye we had to
wait so long for a worthy formal and fairly complete
handling of such an interesting and fundament\al
chapter in our economic history ? Dr. Andréades
makes a modest reference to the difficulty and magni-
tude of the task; but he does not seem convinced
that this is quite an adequate explanation. Probably
various reasons will occur to the reader. I will
venture to suggest two considerations which may
have given pause to others, as they certainly did to
myself; and I write as one who for more than a
quarter of a century has felt that special fascination
In banking history to which our author refers.

The first is the remarkable absence of official
Tecords in connection with the Bank, especially for
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the first century of its activity. It has often been
observed that the English are peculiarly fortunate in
this matter of records ; a result partly of their habits
of publicity, and of the representative character of
their political life. Speaking of our legal records,
Maitland says they form ‘‘a series which for continuity
and catholicity, minute detail and authoritative value
has—I believe that we may safely say it—no equal,
no rival, in the world.” This is equally true in the
case of many of our economic and political institutions.
The Bank of England stands out as a striking ex-
ception to the rule. It never seems to have published
any reports, or even to have preserved its own minutes
and accounts. We have mainly to rely for any official
knowledge of its operations on the occasional returns
extracted by Parliamentary Committees, and on the
weekly returns under the Act of 1844, which competent
judges have declared to be the most valuable result
secured by that Act. But the Committees throw no
light on the period before the French war ; and the
returns under the Act of 1844 are very inadequate.
Neither source gives the mass of valuable information
contained in the Annual Reports of the Banks of
France and Germany, and indeed of most of the
foreign banks. Hence there are many questions of
Bank policy which can only be studied upon such
basis as is afforded by hearsay, and the articles or
occasional utterances of individuals.

This absence of official records greatly increases
the labour involved in writing a history of the Bank,
and \makes the result of it, after all is done, less
complete and authentic than could be wished. But
we should probably have had our history, authentic
or not, if this had been all that stood in the way. It
was not the absence of official records that left so
many other chapters of English economic history to
be first dealt with by foreigners. The main cause is
to be found in the anti-historical bias of the dominant
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school of English official economists, mast of them
avowed disciples of that most unhistorical writer,
David Ricardo. Their doclrma;re habits gf thought,
and their belief that they were in possession of a set
of uprinciples”'of universal application, led them to
frown on historical research as at best mere waste
of time. No physician, worthy of the name, will
rescribe without some knowledge, direct or inferred,
of the history of the case under treatment. To the
typical English economist, however, who claimed that
his ““laws’’ were, would or should bfz (he was not
quite clear about the tense) of world-wide pertinence,
historical differences had no interest, and he relegated
history to the antiquary. This, as we now see, 1s
really the attitude of the quack. What is curious is,
that in England, and to some extent in France also,
the quack methods received the sanction of the
professed practitioner, and it was left to the layman
to follow the sounder practice. Hence for the half-
century and more during which this ‘‘orthodox™
school has been supreme, such economic history as
was written in England was written outside academic
circles, or at least by men whose work was under the
ban of the dominant school. 1 well remember how
completely this school ostracised Macleod. His
admirable historical work, to which so many writers
are indebted, was appreciated in every country but
his own. Here, because of certain eccentricities in
his theoretical position, his whole works were pro-
scribed, Richard Jones in earlier days met a similar
fate, though Whewell preserved him from entire
neglect ; and Cliffe Leslie in later times did not fare
much better. There are many living economists who
are not likely to forget the discouragement they
suffered by this official blight on historical studies.
Fortunately this has all passed away, never, we
may confidently assert, to return; passed away so
completely that the younger men perhaps hardly



XXX PREFACE.

realise how much it crippled and narrowed the work
of the generation before them. Thanks mainly to
the example of leaders like Archdeacon Cunningham
and Professor Ashley, and later to the encouragement
given to realistic studies at the London School of
Economics, we now have a public which welcomes
the results of historical research, and there is a large
and growing number of scholars actively engaged
upon it. The worst reproach on English economic
achievement is now in a fair way to be removed.

With these attempts to explain what I cannot
pretend to excuse, let me leave the question of our
English shortcomings in this matter, and turn to the
more agreeable work of considering the brilliant
essay in which Dr. Andréadés has gone so far to
supply what we lacked.

No two persons, reviewing so large a mass of
situations and incidents, would be likely to agree in
every estimate of evidence, or in all their judgments
upon the actors in the drama. If I may venture
to express an opinion, I should say that Dr. Andréades
seems, on the whole, to have shown a singularly sure
instinct in his appreciations. There are of course a
few points of fact, and some minor contentions, which
might deserve examination, if this were the proper
place for it; but in general, and notably on many
much disputed issues, his conclusions seem to me, at
any rate, to be sound and scholarly., Where I should
differ most, is in regard to the period covered by the
French war, and more particularly as to the conduct
of the Bank during the Restriction.

This period is classical in the history of banking,
and has attracted the attention of every writer on the
subject. Never was the fate of England and her
Empire more intimately bound up with the fortunes
of her national credit ; and there is no chapter in the
long story of the Bank of England in regard to which
her conduct has been so severely censured. On both
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rounds it must alyvays be of special intgrest to an
historian of our National Bank ; and we might expect
hat the traditional verdicts would receive a very
:;areful and critical scrutiny at his hands. Itis just
here that our author, who is not afraid to make
excursions into party politics, and to shower censures
on Pitt which will not commend themselves to every-
one, seems to becqme less venturesome in .dealmg
with the banking history, and follows too faithfully,
as some may think, the generally accepted views. It
may be worth while, then, to state briefly some
considerations which he has perhaps under-rated.
Too much can easily be made of the iniquity of the
Restriction itself, especially as a ground for reflections
on the Bank. The difficulties of the Bank throughout
were mainly due to its strong patriotism and loyalty
to the Government. Even the Government, in the
persistent demands upon the Bank which made the
Restriction necessary, was only following the well-
established policy of the time. In the eighteenth
century nations exploited their banks in the same
ruthless, impenitent way as they exploited their
colonies and their trade. The contemporary Caisse
d’Escompte in France, otherwise a very promising
and well-managed institution, was completely wrecked
by the insatiable demands of the State: and in later
years the Banque de France was more than once
brought by the same policy to a temporary suspension
of payments. Nor is it so certain, quite apart from
18th century notions, that we could even now get
thl'Ough a first-rate war without an inconvertible
turrency. Gilbart, giving evidence before the Com-
Mmittee on Banks of Issue in 1841, says very frankly
and emphatically that in the event of another war
such as the war with France, I would, immediately
On the commencement of the war, issue an order in
ouncil for the Bank to stop payment.” He says
¢ formed the opinion that the suspension of cash



XxXii PREFACE.

payments in 1797 ‘‘ was not a matter of choice, but
of necessity—it has since been confirmed by the
writings of McCulloch.” Quite recently again, at
the discussion of Sir Robert Giffen’s important paper
at the Royal United Service Institution in March,
1908, several speakers expressed their conviction
that a suspension of payments would be inevitable
on the outbreak of a first-rate war; and Sir Felix
Schuster said that we should certainly prohibit the
shipment of gold to the enemy, which would involve
a partial suspension. To find precedents for such a
policy we need not go back to 1797. We have an
excellent example to hand in the case of France in
1870. Suspension, then, must be considered as a
still possible expedient, rather than as the scandal of
a less enlightened age.

It is admitted by the severest critics of the Bank that
there is no substantial ground for complaint as to its
conduct during the Restriction until 1808-9. There
does not seem indeed to have been any real deprecia-
tion of its paper until that date. The price of £4
per ounce which figures monotonously for the years
1803-9, was really an arbitrary price, fixed by the
Bank itself as one at which it would purchase foreign
gold.* The Bank, in fact, was adopting at its own
expense the policy so common on the Continent
to-day of strengthening the reserve by buying gold
at a premium. No doubt it is less easy to defend the
action of the Bank just after 1808. It might have
done more than it actually did to check the speculative
movement at that time. But events in South America
were opening up splendid opportunities, which the
English did well to seize, even at some risks. We
must consider too, how limited were the means of
control then at the disposition of the Bank. Regula-

#Cf. the Resolution of the Committee of Treasury, 28 Mar. 1804, in Appendix
. to Report of 1819.
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tion by the rate of discount, -the method now approved,
was quite out of the question. The Usury law pre-
vented a higher rate than 5%, and the Bank had long
made 5% its minimum. It had to work therefore with
a fixed rate of discount. Its policy in regard to the
granting of accommodation seems very cautious, even
in comparison with modern practice. Tooke tells us
(I, p- 159) “ The rule by which the Bank directors
professed to be, and were in the main guided,” was
¢the demand for discount of good mercantile bills,
not exceeding 61 days date, at the rate of 5% per
annum’’; and he adds that this rule ‘“did, with the
necessary policy of Government in periodically re-
ducing the floating debt within certain limits by
funding, operate as a principle of limitation upon the
total issues of the Bank.” If the Bank wished to
contract its circulation, what courses were open to it ?
To refuse accommodation altogether is always held
to be dangerous. To make personal preferences is
invidious, especially for a National Bank. It is just
possible the Bank might have resorted to the expedient
used in 1795-6, I mean the granting of pro rata
discounts ; but even so, it must have put severe
pressure on the market, and risked the creation of
panic.  Further, its power over the market was
seriously diminished by the rapid growth and reckless
advances of the country banks. It was to these banks,
and not to the Bank of England, that most of the
troubles of the Restriction were due. The Bank was
practically responsible for the solvency of this crowd of
small, ill-managed institutions, but dared not call them
to account, on peril of provoking a general collapse
of credit. Thus the country banks over-traded with-
Out check, and on a moderate estimate had afloat a
Circulation of £ 30,000,000, a figure never touched
¥ the circulation of the Bank itself.

Still there were those who held that, cost what it
Might, the Bank could and should have brought its
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paper and the exchanges to par. Tooke seems on
the whole to have been of this opinion ; but he clearly
perceives and fairly states the extreme danger of such
a course. After noting the difficulties imposed by the
Usury law, he says, ‘“Under these circumstances, and
at such a time of unprecedented political difficulties,
I am perfectly convinced that if the attempt alluded
to had been made, there would have been a moment
of total stoppage of business, something very like a
general suspension of all payments except for retail
purposes, and of all business excepting retail trade”
(IV., p. 118). The alternative open to the Bank is
admirably stated by him in another passage (I., p. 164),
too long to quote here. The Bank had to choose
between ‘‘violent changes in the state of the money
market” and ‘‘extraordinary fluctuations in the
exchanges.” If the issues had been rigorously con-
tracted so as to keep the exchanges at par, the most
disastrous pressure would have been caused in the
money market. In this earlier passage Tooke seems
to think a financial crisis the lesser evil of the two.
But there is much to be said for the opposite view.

We should remember that it was a main point with
Napoleon to wreck our national credit. He regarded
the remarkable credit development in England as a
prime source of its military power, so long as it could
be maintained ; but he was equally satisfied that the
development had proceeded to a dangerous extent,
and that it would be quite possible to bring about its
collapse.” To that object he directed many of his
measures. He permitted the free import of corn to
England, in the hope that it would cause a drain of
gold. The Berlin and Milan decrees not oniy aimed
at injuring our trade, but at destroying the basis of
our credit, by causing drains of bullion; and they

“This has been clearly shown by Miss Cunningham, in an interesting paper,
shortly to appear, upon Napoleon's Attack on Britisk Credit, which I have
had the advantage of reading in MS,
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undoubtedly helped to bring about the high premium

o exchange in 1810. If the Bank, in the attempt
o correct this premium, had caused an internal
;(t)ringency, and thereby provoked a ge'nerz?l crisis, it
would have exactly realised Napoleon’s aims. Our
credit, then (as now), was our strongest resource in
war ; then (as now), it was a Vulne.rable'pm.nt, and its
destruction was the first and main objective of the
enérgr))’siderations of this kind, no doubt, rather than
abstract arguments, led Parliament and the Bank in
1811 to reject the main recommendation of the Bullion
Committee. For my part, I believe they were right;
and that if at a time of such unprecedented dis-
turbance to trade, the Bank had followed the counsels
of the doctrinazres, the whole system of war finance
would have collapsed. But the rejection of the
Report, together with the passing of Lord Stanhope’s
Act in the same year, which put a check on the not
too patriotic Lord King, and saved us from the
danger of ‘‘two prices,” enabled the Bank to pull
through. As it was, and without the forced con-
traction of issues which resumption must have caused,
prices fell, according to Jevons’ investigations, from
164 in 1810 to 117 in 1819, or nearly 29 per cent. in
nine years. It may be doubted whether, at such a
critical time, the country could have supported a
more rapid fall.

‘The situation, one would think, was so difficult and
uncertain, that even if Parliament and the Bank had
made an error of judgment, the error might have
been pardoned, or “at least gently handled ; all the
more too, inasmuch as many weighty authorities,
merchants, bankers, and writers, inclined against the
recommendation of the Committee. But the Bank
ad a consistent and uncompromising enemy in

lcardo. He came to the front in the currency
Controversies, and was soon to be the acknowledged
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head of the ‘‘new school” of economists; and his
hostility is reflected in the unconsidered severity of tra-
ditional censure. Ricardo’s animus was unconcealed;
its origin I do not know, and it would be unprofitable
to speculate upon it. In a letter to Malthus in 18135,
he writes, ‘‘ I always enjoy an attack upon the Bank,
and if I had sufficient courage, I would be a party to

it.” He seems to have found his courage later. In
1822 he denounced the Bank in Parliament as ‘‘a
company of merchants who . . . did not acknowledge

the true principles of the currency, and who, in fact, in
his opinion, did not know anything about it.” It was
precisely because they were a company of merchants
that they saved the trade of the country from the crude
prescription of the doctrinaires. However it is only
fair to Ricardo to note that though he never tired of
abusing the Bank, he was far from entirely approving
the Report of 1810, which he is so often assumed to
have inspired. For in a letter to that able writer
Wheatley, dated 18th September, 1821, we find him
writing ‘‘ You rather misconceive my opinions on this
question. I nevershould advisea governmentto restore
a currency which was depreciated 3o per cent. to par
. It was without any legislation that the currency
from 1813 to 1819 became . . . within 5 per cent.
of the value of gold,—it was in this state of things,
and not with a currency depreciated 30 per cent., that
I advised a recurrence to the old standard.” The
policy he here disclaims was precisely the policy
recommended by the Bullion Committee. Itis perhaps
doubtful whether Ricardo's view was so qualified
in 1810-11; and we may well be thankful that men
of more cautious temper were at the helm then.
Huskisson, who knew both the times and the man
exceptionally well, pronounced a judgment on
Ricardo in 1826 which we may extend to the whole
party of the doc/rinaires. **1 believe,” he said, ¢* that
if that gentleman, ingenious as he was, had been the
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: of the Bank of England, the country
S°]e|§'r§§;§rre this have seen the stoppage of that
woubl'shment." (Speeches, I1. p. 462).
eSt(a)thler critics have taken a kinder view of thg action
of the Bank. Baring in 1819, and Adam Smith fifty

ars before, both agree, that, as Smith puts it, the
dﬁt of the Bank to the public ‘‘ may sometimes have
obliyged it, without any fault of its dlrec”tors, to over-
stock the circulation with paper money. There was
no severer critic of the Restrlf:tlor} ﬁna.nce than
Doubleday, the opponent of funding in all its forms.
But Doubleday, far from thinking that the Bank
should havg acted on the recommendation of the
Bullion Committee, says that it “seen}gd to.smac‘k qf
a degree of fatuity that looked like political insanity
(p. 184). Senior, too, even when criticising }:he Bank
for the extension of its issues, concludes'w.xth. words
of praise. ‘‘Such conduct,” he says, ‘‘injurious as
it was, is a model of sobriety and moderation when
compared with that of any other individual or commu-
nity invested with similar powers” : and again, * The
Bank directors exercised their power with extra-
ordinary moderation.” And Fullarton, in 1844,
speaks of ‘‘the deep debt which the nation owes the
Bank for its services throughout that long and trying
crisis” (p. 68), and adds, ‘I believe they cannot be
too highly appreciated ; and I believe, further, that
the same services could not have been so beneficially
performed by any mere Bank of the State, or by
any body whatever less intimately bound up in all its
interests and relations with the commercial affairs
and prosperity of the country.”
his impression certainly grows upon me, the
more I read the history of the period. I doubt
whether the crowd of critics who have repeated
Ricardo’s censures of the Bank have sufficiently
distinguished between the speculative views and the
Practical measures of the Directors. I think it will
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appear, the more the circumstances are examined,
that their actual policy during the Restriction was
generally guided by a sound instinct. It would be
impossible to defend some of their arguments; but
they were not there to argue. As so often happens
with men of affairs, their policy was much better than
the reasons they gave for it. The fact remains that
where there was about an even chance of failure, the
Bank succeeded : we may well be grateful to it for
steering the country safely through the most critical
period in the whole history of its banking and credit
system. No doubt the Bank had the defects of its
qualities ; it may have laid rather too much stress
upon the urgency of accommodating the trade and
commerce of the country: but if so, its vices leaned
to virtue's side. Its principal difficulties were due to
its unwavering loyalty to the State; and to its
endeavour, so far as lay in its power, to avert undue
pressure on the commercial community. These are
the ends for which a National Bank exists.

If we are to criticise the Bank, its conduct seems
more open to objection in the twenty years affer than
in the twenty years before the Resumption of Cash
Payments. As our author's account clearly shows,
its management of the crises of 1825-6, and 1837-9
was far from prudent ; and this after full allowance is
made for the difficulties caused by the Usury Law and
the conversion of the debt in the first period. One
cannot help feeling too that much grave currency
trouble might have been spared to our own times ir
the Bank had given a more favourable consideration
to the currency proposals of Alexander Baring and
Ricardo. But here again the Directors might plead
that they were hardly free agents; the political
situation was dominated by Cobbett, whose hostility
to these schemes is well-known. For the worst
blemish on the long and honourable record of the
Bank we must go back to earlier times, to that fevered
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y720. It was the wild competition of the Bank
Y the South Sea Company which, more than any-
wl-th lse, as was ably argued by a contemporary
thing "% the pri fth lative mania of
. or. was the prime cause of the speculativem
writer r. The Bank was never nearer ruin than at that
that y‘:]él only escaped, as Dr. Andréades neatly puts
?’mﬁ’ the rejection of its own proposals. His caustic
ft’d );nent upon this episode seems fully warranted.
" ]§r Andréadés apologizes for not having discussed
more. exhaustively the question of liberty of nol:e
.ssue, and the particular system of issue imposed by
the Act of 1844, another legacy of the doctrinaires.
English readers will hardly complain of this: the Act
has been discussed ad nauseam. The vital question
for us to-day is not so much liberty bf issue, as the
discovery of some means of regaining the elasticity of
issue of which the Act of' 1844 gleprnved us. .Th.e
whole question of note issue, in so far as it is
separable from the question of reserve, is of much less
importance for England than for most other countries.
But there are some omissions in this history which
strike one. It is hardly as strong as might be
wished on the documentary and statistical side. One
would have welcomed an Appendix containing some
fundamental statistics: for instance, statistics of
Capital, Dividends, Reserves, Discount Rates, and
Note Circulation. A history of the Charter renewals
would have been convenient : the original Charter and
By-laws, the monopoly and other important Acts, and
certain Orders and other documents might well have
been printed. These are the things most useful, and
generally most inaccessible, both to the student and
the man of affairs. Again, some account of the
various forms of Notes, Cheques, Bills, Tokens, etc.,
issued or handled by the Bank, such as might have
been gathered from the writings of Maberley Phillips,
ilton Price, Bisschop and Philippovich, would
Certainly have been instructive. It may be said
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generally that the development of English banking
is very closely connected with the currency develop-
ment, and neither can be thoroughly understood
without some reference to the other. Some of the
incidents connected with the Recoinages of 1696 and
1774 have left their mark not only on the currency
history of the world, but upon its banking history
also, and certainly on the history of the Bank of
England. It would be difficult, for instance, to
exaggerate the importance of the rejection, in
deference to Locke's plausible platitudes, of the very
well considered Report of the Parliamentary Com-
mittee of 1695. Much the same may be said in regard
to outside systems of banking. The development of
banking in Scotland and Ireland is intimately con-
nected at many epochs with the history of the Bank.
More information also might have been given as to
the relation of the Bank to various groups of other
English banks. The growth of the country banks
and the extent to which they were able to force the
hand of the central institution, might have formed a
special study, which would have thrown much light
on the period 1793—1844. Another might have been
devoted to the Bank’s relations with the group of
City bankers, and with the Clearing. More detail
might been given, too, in regard to Joplin's move-
ment, the relaxation of the Bank monopolies, the
growth of the great Joint Stock Banks, and the
effects produced by these changes upon the position
of the Bank, and its control over the money market.

After all is said, however, the fact remains that we
have in this work of Dr. Andréades the best general
survey of the subject which exists. It is the only one
that covers the whole period of the Bank's history,
and takes note of all the most important passages in
it. Its author shows a remarkable familiarity with
English methods and habits of thought, and his
criticism is usually most just and temperate, and full
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of suggestion and stimulus. The earlier part ot the
history has never before been thrown into a form so
convenient for English students; and they will find in
the later part some new matter of interest, especially
the sketch of the relations between the Bank and the
Treasury, and a Memorandum by Sir Robert Peel
which has not appeared in any previous work on the
subject. The whole treatment is always alert and
animated, the topics are vividly presented and well
arranged, and above all, the book is eminently
readable and attractive.

These merits seem to have been generally recognized.
Dr. Andréades’ history has been everywhere well re-
ceived, and by none more cordially, I think, than by
those who best appreciate the great difficulty of the task.
As I have ventured to touch on one or two matters in
regard to which our points of view are not exactly the
same, it is all the more pleasant to me to be able to
congratulate the author upon his remarkable success,
and upon the rscognition it has received, not only in
other countries, but in his own, where he now holds
an important Chair in the University of Athens.

The work of the translator also calls for grateful
recognition. The lucidity and vivacity of the original
have been admirably preserved in Mrs. Meredith’s
effective and idiomatic version. While the translation
1s accurate, and keeps closely to the text, it has the
unusual merit that it bears no trace, except perhaps
In 1ts clearness and point, of the original language
from which it has been rendered. Perhaps it should
be mentioned here that the translator did not attempt
a general revision of the work, or the completion of
the Bibliography; though many obvious slips and
mis-spellings, and occasional inaccuracies of quotation
and fact have been carefully corrected by reference to
the original authorities.

It only remains to note that the appearance of the

0ok is most timely. The question of the constitution
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and policy of National Banks is in some respects the
supreme economic question of the day. The financier
is in the ascendant ; his is the dominating influence
on modern economic activities. We are living in an
age when financial fortunes and financial operations
are upon a scale never dreamt of before ; and when
price manipulations and gold movements are con-
stantly causing wreckage and dislocation of industry
in greater or less degree. If disturbing forces of this
magnitude are to be kept within due control, it can
only be by institutions wielding national resources,
and under the direction of men representing general
public interests-——men in touch with the national
commercial and industrial conditions, and with the
general aims of the State.

National Banks, then, are more necessary than they
ever were ; though their réle has changed. If we
look at their early history, either here or abroad, we
shall find that the main object of the State in
establishing relations with a Bank was to become its
immediate beneficiary : indeed by the loans it exacted
it very frequently crippled the Bank for its proper
function of controlling the monetary position and
securing due accommodation to industry and com-
merce. In modern times the public or national
character of a Bank is mainly important in so faras it
may be a guarantee that the Bank will safeguard public
interests: that is to say, will realise that its chief duty
is to the business world rather than to its share-
holders, and its chief purpose to maintain financial
security and stability rather than to make profit. It
is from this point of view that National Banks will
now be judged, and that we interest ourselves in their
history. So regarded, the world’s great National
Banks have no cause to be ashamed of their record,
the Bank of England least of all.

H. S. FOXWELL.

Cambridge, Xmas, 1908.
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HISTORY OF
THE BANK OF ENGLAND.

INTRODUCTION.

Importance and Difficulties of the Subject. Reasons why no History of the
Bank of England has ever been written. Examination of Sources: (a)
Narrative sources and general works on Banking, (b) Official publications,
(c) Pamphlets and tracts. Observations in reply to two criticisms likely
to be made of the present work.

THe Bank of England is the oldest of the European national
banks.! Established in 1694, it has seen the great banks
which preceded it disappear one by one and has witnessed
the collapse of many later foundations. At the present day
it still remains the most famous, and from many points of
view, the most original bank in the world.

A very slight study of English history shows the
importance of this great institution to the Government
and to the English nation. The loans made by the Bank
to William I11. and Queen Anne enabled England to regain
that position among European nations which she had to
all appearances hopelessly lost. The English Government
sought help from the Bank on the eve of all the eighteenth

mw:t'r:\c term national bank seems well-suited to those great establis:h-
and SG or the supply of credit facilities, such as 'the.Banks of Fr§nce, Spain,
do, in trmany, wh!ch are, in fact, national institutions, perfqrmmg, as they
in,g lT:P"l‘tant services for the Government and for the publ'lc, and possess-
b ore or less exclusive privileges of issuc. The expression ‘‘ national

bi:ll:s also cnables us to distinguish these institutions from genuine State
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with various eminent statesmen of the past and present
times. This purports to be an autobiography, but apart
from its curious form the contents are wretchedly poor,
The author, who is an ardent supporter of the Bank, thinks
himself witty when he calls Louis XIV. Louis the Gascon,!
or describes the Bank as being received by William III. in
his palace at Kensington. When he refers to the newly
opened branches, he compares the Bank to Sarah giving
birth to a child in her old age, and he is guilty of a thousand
other like absurdities. The book is one of the coarsest and
dullest I have ever met with. It was published in 1832.

In 1848 Francis’ History of the Bank of England
appeared. Mr. Stephens® has accurately summed up its
good qualities and its defects by describing it as *‘ popular.,”’
It is certainly not a scientific work, and the writer lived at
a time when those who wrote for the mass of the public
were too much influenced by the author of the Trois Mus-
quetaires.  Mr. Francis has, however, the credit of being
a pioneer in a difficult task. His position at the Bank
enabled him to give various interesting details, and I must
confess to having read his book carefully and with advant-
age.

The one really scientific work which has been published
on the history of the Bank of England unfortunately deals
with but a very small portion of that history. I refer to
The First Nine Years of the Bank of England,® by Thorold
Rogers. It is no small praise to say that this book is a
worthy companion to the same author’s great work, A His-
tory of Agriculture and Prices. It is a matter for some
regret that in this book, which was written but shortly
before his death, Mr. Rogers has not dealt with the period
leading up to the Act of 1694, and that he begins with the
actual creation of the Bank of England. This, as he
explains in the preface, is due to the fact that the work
was taken up accidentally. During researches connected
with his History of Agriculture and Prices, he came across

* pp. 6 and 13.
* Loc. cit.
s Oxford, 1887, 8vo.
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a weekly register of the prices of Bank stock from
August I7th’, 1694,. to Septgmber 17th, 1703 ; this
register was found in a statistical paper publlsbgd by
a City apothecary called Houghton. In addition to
some short articles on passing events, the paper
contained a list of the prices of corn and other com-
modities on the markets of different English towns, as well
as a great variety of notices and advertisements. Mr.
Rogers applied to the Bank for an explanation of some
obscure points, and found to his surprise that they possessed
no record of the prices of the shares before 1705. He con-
sequently determined to publish this register with com-
ments; this was the origin of the book in question, and
explains why it is limited to the brief period of nine years.
If it was true, as Mr. Rogers' alleges, that the political
and financial history of the Bank of England had never been
written, he might congratulate himself that the gap was
filled up to 1703, the last date referred to in his work.

These are, to the best of my knowledge, the only works
especially devoted to the subject.

It is a curious fact that for a complete history of the Bank
of England we must look, not to a book primarily concerned
with the Bank itself, but to one dealing with banking in
general, that is, to Macleod’s treatise on the Theory and
P"ractice of Banking.* In this book the Scotch economist
gives the most complete existing account of the subject,
especially with regard to the question of currency. More-
over, he supplies excellent analyses of the reports of Locke,
Eow'ndes and Newton on the coinage question, and of the

ullion Report and the debates relating to it. Unfortun-
ately, M_r. Macleod wrote history less with the object of
‘fi(ljcovgrmg the truth than to supply proof of certain theories

which he was responsible, and of which he was for that
Very reason uncritical. This does not destroy the value of
t}: 1‘_:;2:; but makes some caution necessary on the part of

Another general treatise deserving careful attention is

! Preface, p. 15.
* 2 Vols. 1855, 5th Edition, 18y2-93.
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Lawson’s History of Banking.* This book appears super.
ficial in form, but a more detailed study will show that, not-
withstanding his stories of eccentric wills and celebrated
frauds, of Quakers and adventurers, the author possesses a
thorough knowledge of business and of the art of discussing
a problem. Lawson is I believe the only English author
who refers in his account of the Bank of England, to the
close relations between this institution and the Treasury.?
There are also. interesting historical chapters in Gilbart’s?
and Mr. Collins’* books on Banking, but there is no refer-
ence to the history of the Bank in the best known of the
general works, Bagehot’s Lombard Street.

In addition to the histories mentioned above, and among
what may be called narrative sources,® there are a large
number of official publications devoted to the Bank of
England, such as exist for all other English institutions,
and which have greatly facilitated our study. These publi-
cations form a very complete series from the early nineteenth
century, dating from the appearance in 1810 of the Bullion
Report and the account of the preceding Inquiry. Since
1810 there have been numerous Committees and Reports on
Banking. They have followed almost all the great crises
which have shaken public credit to its foundations at
intervals during the nineteenth century.® These reports are
so valuable that the Bank of France has thought it worth
while to have them translated.’

The Parliamentary debates® are no less important than the
official publications. Some of the debates on banking in the

! London, 18s0.

2 On this point see the Appendix to Vol. 1. of the present work.

> History, Principles and Practice of Banking. The last edition of this
work was published in 1907.

* The History, Law and Practice of Banking (1882).

5 Among these may be included La Banque d’Angleterre et les Banques
d’Ecosse by Wolowski. This is a collection of studies, some of which are
historical.

¢ The correspondence exchanged from time to time between the Chancellor
of the Exchequer and the Governor of the Bank of England has also been
published.

' Extraites des Enquétes anglaises sur la question des banques. Edited
by MM. Coullet and Juglar. 8 vols., 1865.

% Parliamentary Debates from 1803 to the present time. Edited by Han-
sard.
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Parliament are unrivalled in their completeness.
Among these may be ir}stanced the debates on the Bullion
Report, On the resumption of cash payments (1819), on the
crisis of 1826, on the Act of 1844, on the. crises of 1847 and
1857; in the course of thgse discussions, orators like
Thornton, Canning, Lord King, Ricardo, Peel, and Glad-
stone, delivered some of their finest speeches, and the
problems raised were examined from an historical as well as
from a theoretical and a practical point of view.

Before 1803 the Parliamentary debates were only pub-
lished in a fragmentary manner. The summaries in
Cobbett’s' Parliamentary History cannot however be
neglected ; without them it would be impossible to study the
South Sea crisis, or even the Act of Restriction.

Another source of quite a different character, but afford-
ing valuable information, is the innumerable mass of pam-
phlets, inspired in the first instance by the idea of a national
bank, and later by the Bank of England itself. These
publications began to appear about 1660.? Since then they
have never entirely ceased, and have always been especially
plentiful at times of crisis, when every quack has a
sovereign remedy for the evils from which the country is
suffering.

The study of these pampbhlets is particularly indispens-
able for the period from the middle of the seventeenth to the
l_)eginning of the nineteenth century. During this long
interval owing to the lack of newspapers and of economic
treatises, scientific activity of every kind made itself known
by.means of pamphlets. Indeed, the economists of the
period wrote in this form, in which appeared the studies of
Petty, Child, and Locke, as well as those of Paterson,
Godf_rey, Chamberlain and everyone else who discussed
bankmg questions, from Cradocke to Sir Francis Baring.®

After the beginning of the nineteenth century it becomes

English

1 .
36 Xoﬁi‘r:fé:mcntary History of England from 1066 fo 1803. Edited by Cobbett.

) fl}erg were some even before this date.
childish‘l?!o of the pamphlets devoted to the Bank of England are absurd or
iStOrica] Om an economic point of view, but nonec the less they have a vivid
interest. They are often written in dialogue form.
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an impossible and also a less useful task to look through all
the pamphlets relating to the Bank. Impossible because of
the excessive number of these productions, less useful be-
cause more complete works! are now obtainable in addition
to these publications. Nevertheless, this form of expression
is so firmly established among English customs that neither
newspapers nor books have ousted pamphlets.and tracts.
The reform controversy due to the financial crisis of 1890 was
carried on almost entirely in pamphlets.

This account of authorities would be incomplete without
a further reference to Stephens’ work, A Contribution to the
Bibliography of the Bank of England.® This is, as stated
in the title, merely a contribution to the bibliography, not
a complete list of books. The author has indeed omitted
several interesting works, but he has at any rate taken the
trouble to read those mentioned, and often to give in addi-
tion a short and able analysis of them. Mr. Stephens has
increased the value of his work by adding to the biblio-
graphy a chronological list of works on the English
national debt, and biographical notices of the founders of
the Bank of England.

Before concluding this introduction, I should like to reply
in anticipation to two criticisms which will probably be
made with regard to this book, viz. :

(a) That too much space has been devoted to general
history ; that while claiming to write a hictory of the Bank,
something like a history of England itself has been
attempted.

(b) ‘That the dispute as to the respective merits of free
issues and regulated issues has been treated rather
negligently and with a certain lack of interest.

The first criticism is perhaps justified as far as certain
minor questians are concerned,® but on the whole we believe
it to be undeserved. The history of a national bank must be

! Among these may be included Lord Overstone’s studies, which have
been collected into a volume,.

* London, 1897.

* Our excuse for this is the hope that the reader may be as much interested
to hear about these questions as the author has been to write about them.
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regarded as part of the general history of the country, and
pesides this, the creation .o-f the Bank of Englar}d was so
closely connected with political events, and was, indeed, so
direct a result of some of these events that it cannot be
described without taking them into account. Moreover, the
Bank of England was distinguished at the outset from other
Continental banks' by certain characteristic features intro-
duced into banking operations by the goldsmiths; hence the
importance of studying the business methods of these gold-
smiths and their causes, which causes however, are purely
historical. And further, the Bank when established did not
remain in its original position but secured further privileges,
and the explanation of this must be sought in political
causes.

The Bank of England was thus created for political
reasons. It was preceded by the goldsmiths and their bank-
ing methods, which again were due to political events and
had received from them their peculiar form; it has been
supported and attacked for political purposes. How then is
it possible to avoid treating of general history in writing
the special history of the Bank? In particular, no under-
standing of the position and transactions of the Bank
during the first thirty years of its existence can be obtained
without a knowledge of the events which preceded and
accompanied its creation, and of the quarrels and pre-
Judices, the Jacobite opposition, the political corruption,
the hatred of the landed gentry for the commercial world,
in the midst of which England was then struggling.

When once this period was passed frequent references to
general history became less necessary and we have avoided
Mmaking them. The Seven Years’ War, the American

evolution, the Crimean War, have been barely mentioned.
ecl:)t on the othe.r hand, we have had to emphasise the
! rl_lomxc re\{olutnon which transformed England from an
a]gSOlCI}llltural into a commercial and industrial country, and

X tt'e wars \‘\"Ith the French Republic and with Napoleon.

'S point, indeed, general history becomes once again

! See below, p. 80, etc.
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closely connected with that of the Bank. Victimised by
William Pitt’s imprudence the Bank had to suspend cash
payments in 1797, and was unable to resume them until four
years after Waterloo. The transformation of England into
an industrial country, on the other hand, not only enabled
Great Britain to resist Napoleon, but also produced an up-
heaval of the system of credit which had hitherto existed,
and thus led to crises which brought the Bank of England
to the verge of destruction.

But the necessity for purely historical discussion has
proved a fruitful source of difficulty. In the first place,
it has not been easy to decide which historical events must
be included and which might be neglected. When this was
settled fresh difficulties arose with regard to the satisfactory
combination of this historical information with economic
discussions; in some cases it has seemed better to treat the
history separately, and this has led to an apparent lack of
unity in the book.

As regards the second probable criticism, that of neglect-
ing in our discussion of the Act of 1844 the important
controversy concerning freedom versus regulation of issues,
we must acknowledge that we have here deliberately in-
curred the risk of blame. We judged that a discussion of
this question would over-burden without compensating
advantage,' a book already long enough. If however we
had to give an opinion on this unsolved problem, this
opinion while favouring in theory the idea of a certain
limitation of issues, would resemble the definition once
given by Emile Augier in an unspoken answer to a speech
of M. Emile Olivier. There is a legend, says the dramatist,*
that a Minerva was discovered fragment by fragment in

! Without compensating advantage because it would bo hard to say any-
thing new. This question, like manv others of which people are beginning
to weary, was formerly very fashionable, especially in France. Reviews,
newspapers and economic societies gave it no peace, and the English crisis
of 1866 aroused a famous controversy at the expense of the doctrine of liberty
between Wolowski and Michael Chevalier. (The whole of this discussion,
together with the articles and letters of the two cconomists, will be found in
Wolowski's La Banque d'Angleterre).

* Emile Augier, (Euvres diverses, p. 289.
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successive excavations over a considerable extent of country.
Each of the fortunate discoverers caused the portion he had
found to be completed by a local sculptor, so that there
were ten indifferent statues, ecach containing part of the
masterpiece which was thus condemned to perpetual dis-
memberment.

Is not the history of truth somewhat of this nature?

The case in question may be an instance. Both systems
have their advantages and their disadvantages. Regula-
tion of issues may accentuate some crises by prevent-
ing the Bank from giving effective help to trade and
industry. Free issues may bring about other crises by en-
couraging the Bank in an ill-judged excess. No doubt bank
directors who are working under the latter principle may
and ought to be guided by the course of the exchange and
the prices of the precious metals. But experience shows
that this precaution has not been always observed. On the
other hand the case of the Bank of France may be noted;
this institution, enjoying what is practically complete free-
dom of issue, has secured all the advantages of the system
without falling into the excesses to which it might have led.

We may in fact conclude that the uses made of the
system for regulating issues is of more importance than the
actual system adopted. In this as in other cases it may be
said that it is a bad workman who finds fault with his tools.
Hence we have attached less importance to the theoretical
value of Robert Peel’s Act than to its practical working.



PART 1.

ORIGIN AND DEVELOPMENT OF BANKING IN
ENGLAND.

Political situation in England about 1640. Financial difficulties of Charles I.
Seizure of Bullion deposited by the merchants in the Tower. Serious
results of this proceeding. It encourages the development of banking, but
delays the establishment of a National Bank.

Position and transactions of the Goldsmiths. Reasons for their success and
their unpopularity.

Extension of English Trade. Projects for a National Bank. Pamphlets by
Gerbier and Lamb. The return of the Jews, its influence upon banking.

The Bankers and the Government of Charles I1. The King’s Foreign Policy.
Dutch War. First Run on the Banks. Financial Relations between
Charles II. and Louis XIV. Second Dutch War. Suspension of Ex-
chequer payments. Results and criticism of this Policy.

‘* BANKING, in the modern sense of the word, had no exist-
ence in England before the year 1640,”’ writes Macleod.!
This state of things might have gone on for a long time,
for the merchants had acquired the habit of depositing their
bullion and coin at the Tower, and there was therefore the
less need felt for mere banks of deposit. But an incident,
the precursor of the approaching internal struggles, hastened
the appearance of bankers and of banking.

To explain this incident more clearly, the political situa-
tion must be briefly recalled. Charles 1., who was then King
of England, had ascended the throne not only believing in
the political theories of his father, but firmly determined to
put them into practice. To enforce these ideas, which were
based on the theory of divine right and hence of absolute
monarchy, a ‘standing army was essential. And for the
maintenance of this army money was required. The King

! Macleod, op. cit. (3rded.), Vol. L., p. 304.
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was resolved *2 have this money, the Commons were re-
solved not to vote it. Things were at a deadlock as Charles
was not long in realising. After dissolving two Parlia-
ments and calling a third, he determined to dismiss this aiso
and to summon no more. Thanks to the remarkable talents
of Wentworth, better known by his title of Strafford,
England was able to live for eleven years under a system
of absolute monarchy. The great question through. it
these eleven years was how to get money. The solution
of the problem was not easy. As Dr. Cunningham points
out,’ Charles was more seriously in need than his father,
and his requirements demanded both skill and invention.
During the early years of his reign, although the Commons
kept a tight hold on the purse-strings and only granted
concessions in the form of tenths and fifteenths, a method
of taxation which disappeared after this period, yet they
did at any rate vote him numerous subsidies according to
the custom which had originated under the Tudors. This
source of revenue naturally declined under the absolute
monarchy. But the expenses so far from decreasing pro-
portionately, were increased by the necessity of keeping up
the army which was urgently needed to strengthen the
system of absolute monarchy so painfully built up.

It was thus important to invent a speedy remedy. One
of the various methods of obtaining money was to grant
monopolies under the pretence of developing the national
industry, on which monopolies taxes were levied to com-
pensate the Crown for the decrease in Customs duties.? But
the device which was the most successful and which had the
most disastrous consequences, was the illegal levying of a
tax intended for use in emergencies, which is known in the
history of English taxation as Ship Money.

This tax was levied as follows: the English maritime
COlln.ties were bound, in case of a naval war, to provide a
certain number of ships for the defence of the coasts.

: The Growth of English Industry and Commerce (Modern Times), p. 217.
This was done in particular in the case of salt.
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Money payments had sometimes been substituted for these
ships. The Lord-Keeper Finch was of the opinion that this
tax might be levied in time of peace, and a decree was
accordingly issued under the pretext that pirates were
capturing English ships in the Channel, and that it was
necessary to provide for ‘‘ the defence of the kingdom,’’ and
*“ the safeguard of the sea.”” This tax brought in £100,000
in the first year. Made covetous by this, the Government
raised £200,000 by the tax in the following year, extending
it to all towns, indiscriminately, whether maritime or not.?
In this way a tax which ought only to have existed in
emergencies, and then to have fallen upon a limited number
of citizens, was levied in ordinary times, and throughout the
whole kingdom.

This was too much, the two-fold illegalitv caused the
failure of the plan; a vigorous protest wa: 1ade. John
Hampden, whose name afterwards became fa.io0us, took it
upon himself to dispute the legality of the tax. He was
condemned by the Court of the Exchequer, though by a
very small majority. This decision only increased the
general irritation, for everyone could see, as Strafford did,
that if taxes intended for the fleet might legally be levied
without authority, there was no reason why it should not
be equally legal to collect in a similar manner taxes
intended for the army.

This was the moment chosen by Charles to involve
himself in fresh difficulties by provoking a religious crisis
in Scotland. This affair, the details of which we need not
discuss,® ended in civil war, and the maintenance of an army
very soon exhausted the ill-supplied coffers of the royal
exchequer. The Scotch army had no such anxieties, for
it was supported by subsidies from the national government,

! For the assessment of this tax, see Davenant, Ways and Means of
Supplying the War. Works, Vol. 1., p. 37.

3 Dowell, History of Taxation in England, Vol. 1., pp. 234, 263.

> For the Scotch crisis, see Clarendon, History of the Rebellion and Civil
Wars in England, Book 1., Vol. I., pp. 137-218, in Macray’s edition in 6
volumes ; and John Hill Burton, History of Scotland, Vol. VI., Chaps. 68-72

4 It cost £300,000.
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and above all, by the confiscations of its opponents’ pro-
perty. Charles had no resources of this kind; he had still
to rely upon ingenious devices. He was delighted to find
an excuse for summoning Parliament in an intercepted letter
which contained, as he alleged, the proofs of an understand-
ing between the King of France and the Scotch.’ The said
letter had actually been written, And in this conduct the
King’s enemies had only followed the traditional policy of
Scotland, which was to apply to France for help in case of
any quarrel with England.? Charles reckoned on the
indignation aroused by this letter to produce a docile and
generous Parliament.

Parliament met in the early spring of 1640. The new
assembly according to the testimony of a famous author,
was more moderate and showed more respect for the rights
of the Crown than any of its predecessors since the death
of Elizabeth. But apparently it failed to satisfy the King
who hastily dissolved it after a session lasting three months
without giving it time to pass a single Act.

The need for money continued to be no less urgent.
Taxation was inadequate to supply means to maintain an
army and to repel an impending invasion and a loan was
suggested. To raise this the Government applied to the
King of Spain, the Pope, and the City of London. The
King of Spain refused the request for £400,000. The Pope
was not prepared to give effective assistance unless Charles
would become a Catholic. The City, being definitely
EppOSed to the King, was determined to do nothing to help

im.

_ The King was more successful in dealing with
individuals. ~Certain persons in official positions agreed
to make him loans, which in all amounted to £60,000; the

Fral This letteg, whicl‘_l was addressed, but not despatched, to the King of
: nce by the Scotch, is given in Mazure, Histoire de la Révolution d’Angles
e"’e,TVol. IL, p. 405.
he converse was equally true. See a reference to an old b i
Shakespeare’s King Hen:]y V.),' Act L., sc. 2: prover> tn
*“ If that you will France win,

Wh . Then with Scotland first begin.”
loan, th en Parliament was summoned, the city did however grant a small

» though it was only paid by instalments.
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Catholics and the administration of the Crown lands ad-
vanced large sums. But amounts which were large for
individuals were nothing to a government in extremities.
The relief was thus of but short duration, and new ex-
pedients for raising money had to be devised.!

The first one suggested was not exactly new, it had for-
merly been a usual practice, and consisted merely in the
debasement of the coinage. The proposal was to coin
£ 300,000 of shillings, each containing three pennyworth of
silver, with the motto, Exsurgat Deus, dissipentur inimici.?

This proposal caused great indignation. According to
Macleod it was most warmly opposed by Sir Thomas Rowe
in ‘“ a noble argument, which might have been studied with
advantage two centuries later.”’® But in spite of this noble
protest, the Mint was ordered to coin the new money, and
the Attorney-General drew up a proclamation announcing
the intention. The King although he had declared that
the debasement was inevitable, now sent Cottington and
Vane to the City to promise that if the merchants would
grant the loan of £200,000 which had been demanded so
long before there should be no more talk of debasing the
coinage. The Common Council at a specially summoned
meeting, replied that it had no power to dispose of the
citizens’ money. Renewed orders were sent to the Mint.
When this was known general prices rose 10 per cent., and
Charles gave way, having, as Mr. Gardiner* points out,
drawn upon himself all the unpopularity of the measure,
without gaining any of the immediate advantages which
might have accompanied it.

His resources exhausted, and apprehensive of complete
ruin, the King seized 130,000 in bullion which had becn

! See Gardiner, History of England, Vol. IX., p. 169.

3 These new shillings were reserved for civilians, the soldiers according
to Strafford’s advice, were always to be paid in good money.

* Macleod (p. 366) probably refers to a remarkable speech by Sir Thomas
Rowe (A speech touching the alteration of Coin), published in 1641. This
speech is often confused with one made by Sir Robert Cotton before the Privy
Council in 1626, and published in 1651 in Cottoni Posthuma.

¢ Vol. IX,, p. 174.
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deposited in the Tower by the city merchants. This
bullion had come from Spain, and was to have been
despatched to Dunkirk, then a Spanish port.

The horror of the merchants may easily be imagined.
This seizure—apart from the immediate loss—meant the ruin
of the bullion trade which then flourished in London.
They met at once and drew up a vigorous protest which they
sent to Strafford. He answered that the step had only been
taken in consequence of their refusal to lend money to the
King. At length, after a whole day spent in argument,
Charles agreed to give back the money he had seized, in
return for a loan of £40,000, the Customs receipts being the
security for the payment of interest and capital.

Before pronouncing judgment on the King’s strange
proceedings, his position must be remembered. It has been
well summarised thus: ‘* The enemy were proud and in-
solent, the army corrupt and disheartened, the country
mutinous and inclined to the rebels, and the court . . .
were all three.”’* The actions of the King could only be
explained by the situation in which he found himself. Like
a drowning man clutching at straws Charles committed
folly after folly, each one more fruitless than the last. This
interpretation of his behaviour is confirmed by the fact that
in the case of the seizure of the bullion, as in the earlier
scheme to debase the coinage, Charles dared not carry
out his plans, and dishonour was all that he obtained. The
seizure was nevertheless an exceptionally serious matter.
and had not even the excuse of a precedent. As Francis
remarks :* *“ If the short-sighted policy of the earlier kings
of England had extorted money from the Jew and the
Fombard, at least they borrowed from their English sub-
Jects; it remained for the polished Charles to sully his fair
fame by robbing them.”’ It is only fair, however, to re-
mark that as regards *“ subjects,” the ** polished Charles,”
s Mr. Francis calls him in his figurative language, had
fone that were less faithful or less devoted than these very

' Macleod, p. 363.
* 0p. cit,, p. 21.
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city merchants who, reasonably enough, received him
badly, refused to lend him money, showed no eagerness to
pay taxes,’ and in the approaching struggle were to be the
strongest supporters of his enemies.

It would however be beside the point to discuss the policy
of the seizure. The matter only concerns us through its
consequences in which respect it is of supreme interest,
It had two results which are in appearance contradictory :

(1) It led to the rise of banking.

(2) It delayed the foundation of a national bank.

We will begin by a few remarks on the second point, to
save returning to it later on. This seizure so affected the
country that it was long before the people could consider
the possibility of an official bank, on account of the difficulty
of protecting the precious metals in it from the depredations
of royalty. The behaviour of Charles II. did not tend to
allay these fears.

More needs to be said about the first result, the rise of
banking. In this respect the King’s action had such im-
portant consequences that we have not scrupled to study the
question from the beginning, ab ovo. This explains indeed
the starting point of the present work, a starting point which
might otherwise seem to have but a slender connection with
the subject.

We pass then to the history of the development of
banking.

RisE AND DEVELOPMENT OF BANKING.

AFTER such an experience the merchants could no longer
think of entrusting their money to the Tower. They were
reduced to keeping it themselves under the charge of their
own clerks and employees. But the Civil War broke out, a
warlike spirit seized upon everyone, and amongst others

! This, at least, was what the King alleged, when he summoned the Lord
Mayor and the Sheriffs for their neglect to pay the taxes of *‘ Coat and
conduct.”’—~Sce Gardiner, loc. cit.
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upon the cashiers, w_ho went off to join one or other of the
opposed armies, taking thelf' masters’ money with them.
It was a run of ill-fuck, especially as even the more peaceful
clerks were not more scrupulous, and secretly lent out to the
goldsmiths at the rate of 4d. a day the sums entrusted to
them. The goldsmiths inspired universal confidence. And
consequently it soon occurred to the merchants that since
their cashiers had treated them no better than their king, it
would be both safer and more profitable to deposit their
money directly with these goldsmiths. The country gentle-
men very soon followed the example of the merchants,
and, seeing their homes exposed to all the dangers of civil
war, were only too glad to entrust their rents to the gold-
smiths even without receiving interest. Thus rapidly and
with but little trouble the goldsmiths found themselves in
possession of considerable sums. A new field of business
opened to them, and they anticipated the functions of a
modern bank.

POSITION AND TRANSACTIONS OF THE GOLDSMITHS.!

The business carried on by the goldsmiths was varied in
character, but all of it was exceedingly profitable, if not
scrupulously honest.

(a)—In the first place along with their former trade as
goldsmiths which many of them did not at once abandon,?
they adopted very readily, thanks to their knowledge of
coins, the extremely lucrative business of exchange.® Charles
L. who let slip no opportunity of making money, had indeed

. ! See on-this point a most valuable though very short pamphlet (it con-
tains only 8 pages): The Mystery of the New-Fashioned Goldsmiths or
B‘ankers discovered (1676). This booklet, which is adverse to the Goldsmiths,
gives a very interesting account of their transactions,

See also Macpherson, Annals of Commerce, Vol. 1., p. 427, etc., and
vVarious other works which we shall mention in the course of this study.

3 .

ld M?n!and states that even in his time many important bankers kept a

%o smith’s shop in cambination with their bank. Maitland’s History of
ondon was published in 1739.

3 H . . . 3 . .
“i‘_m(’?opern.ncus in his Traité de la monnaie, maintains that the state of the
gol‘(itv- which was deplorable in his time, served only to bring profit to the
Smiths.  See Deschamps, Cours de doctrines écomomigues, 1897-98.
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debarred them from this occupation by declaring it to be a
Crown monopoly, and reviving the office of royal ex-
changer.! But this office disappeared with the King, and
during the revolution the goldsmiths resumed the business
of exchange, which was the more profitable since the coins
struck in these disturbed times were very unequal in weight.
They sometimes varied by as much as 3d. an ounce and
many of them were heavier than the foreign coins of equi-
valent values. The goldsmiths did what is always done
under such conditions; they put aside all the good coins,
with a view to exportation. When it is remembered that
Parliament about this time ordered the coinage of half-
crowns to the value of seven millions, it will easily be seen
what profits were to be gained from this business alone.
Nor was this the only advantage which the goldsmiths de-
rived from their knowledge of precious metals; they were
expressly accused on all sides of debasing the coinage. It
seems likely that these accusations were not without truth.
One of the founders of the Bank of England remarks:* ¢« If
the bulk of the money of the nation which has been lodged
with the goldsmiths had been deposited in the Bank four cr
five years past, it had prevented its being so scandalously
clipped, which one day or the other must cost the nation
one and a half millions or two millions to repair it.”’ And
the founders of the Bank of England were not unsupported
in their accusations. One of their opponents says:® ‘¢ As
for the goldsmiths, no one expects any reformation from
them, or that anything will make them honest but a
catchpole.”

! This office was a very ancient one. Its holder had to buy bullion with
gold, to exchange coins of one metal for those of another, and also to ex-
change foreign and English coins. The arrangement appears to have
hindered trade, and hence Henry VIIL. abolished the office in 1539, on the
advice of Sir Thomas Gresham. Charles I. revived it in 1627, on the pretence
of preventing the shameful debasement of the coinage, and conferred it upon
the Earl of Holland for 21 years.—(Ruding, op. cit., pp. 383-385).

? Godfrey, A short account of the Bank of England.

? Remarks on the proceedings of the Commissioners for putlting into
evecution an Act passed last session for Establishing a Land Bank. 1696, pp.

44, 45
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But whatever were the profits made by the goldsmiths out
of their transactions as exchangers, they carried on another
pusiness which brought in yet larger gains, and through
which they introduced banking into England.

b)—We have seen how, thanks to the uncertainties of
war and the dishonesty of some of the cashiers, a consider-
able capital had been collected in the hands of the gold-
smiths. This capital, which they received at a very low
rate, or even for nothing, they used for the discount of bills
and for loans at high rates. The profitable nature of these
transactions induced the goldsmiths to encourage the deposit
of spare money with them by offering good interest and by
allowing the depositors to withdraw their money without
notice. This policy succeeded beyond all expectations, and
in the course of a few years the citizens had generally
adopted the habit of depositing their savings with the gold-
smiths.?

Receipts were given for these deposits, which, under the
title of goldsmiths’ notes, soon circulated better than the
actual coins whose scarcity they often supplied. Nor was
this usage a temporary one, for even in 1696, during the
crisis due to the restoration of the coinage,? Davenant® tells
us that in the absence of coins, ‘‘ All great dealings were
transacted by tallies, bank bills, and goldsmiths’ notes.”

Goldsmiths notes must thus be regarded as the earliest
form of bank-notes issued in England.

It is not surprising, in view of these profitable trans-
actions, that the goldsmiths grew rich with prodigious
speed. Five or six of them, Clarendon remarks, gained

1 .
abse Sir Dudley Nprth, on his return to London in 1680, after several years’
smitgce' Wwas surprised to find everyone depositing their money with the gold-
as o S. hHe could not reconcile himself to such new customs, more especially
bank:rtlf one occasion when he had the misfortune to entrust £so to a
his brc:the chanced'to select a bankrupt. See the life of Dudley North, by
L op 17:r Roger, in The Lives of the Norths (ed. by A. Jessop, 1890), Vol.

2
See below, Part I1., Chap. V.

3 s
Discourses on the public revenues and Trade of England, Vol. 11., p. 161.
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such a reputation on the London market! that people would
have trusted them with all the money in the kingdom,
““ And they then first came to be called Bankers.”’?

This immense prosperity naturally aroused some envy.
And the conduct of the new bankers furnished excuse for
numerous attacks. They were not only accused of debas-
ing the coinage,® but also of a succession of other misdeeds,
and this especially after they began to lend money to the
Government. These accusations are expressed in the
Mystery of the new-fashioned Goldsmiths, and, indeed, in
most of the other economic pamphlets of the period.

In the first place, it was alleged that they lent money at
exorbitant rates, and that they asked 33 per cent. or even
more, whilst the legal rate was 6 per cent.* Complaint was
made also of the inadequate security which they offered to
depositors. According to Godfrey, two or three millions®

1 The celcbrated Sir Francis Child was the greatest of these goldsmiths.
Mr. Collins supplies some details about the early London bankers in a
chapter of some interest, the only one in his History and Practice of Banking
which can be so described (Chap. IV., pp. 39-59. The Early London Bankers).
Amongst other things he gives a list of people who had deposits with Sir
Francis Child. We find among the number Cromwell, Nell Gwyne, Churchill
(afterwards Duke of Mariborough), William I11., and so on (see pp. 49 and
50). The firm still exists. Mr. Collins has indeed obtained most of his
information from a study by one of its members, Mr. F. G. Hilton Price, who
supplies interesting details abcut his own and other firms df goldsmiths. See
A Ilandbook of London Bankers, with some account of their predecessors,
the early Goldsmiths.

Some amusing anecdotes will also be found in an article by Disracli,
Usurers of the Seventeenth Century (see Curiosities of Literature, pp. 228-
233). The stories are well told, and without pretence to scientific knowledge,
like all the numerous and varied studies which the volume contains.

More detailed information about the goldsmiths and their London estab-
lishments are given in a book by one of their descendants, Mr. J. Biddulph
Martin, The Grasshopper in Lombard Street. The grasshopper was the sign
of a banking house in Lombard Street (now No. 68). It also formed part of
Sir Thomas Gresham’s coat-of-arms.

Finally, for the sake of completeness, we will mention a short pamphlet
by Mr. A. F. Baker, Banks and Banking, which gives a brief summary of
the history of the principal London banks.

2 Compare Macleod, op. cit., p. 367.

3 See above, p. 22.

+ Bank of Credit: or the uscfulness and security of the Bank of Credit
examined in a dialogue belween a country gentleman and a London merchant,
p. 18. An analysis of this pamphilet is given below (p. 50, et seq.).

s 1t is not clear whether Godfrey includes in this sum the money belonging
to the goldsmiths which was seized by Charles IL.
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had been lost through the bankruptcies of goldsmiths and
the disappearance of their clerks. Finally, the goldsmiths
paid more attention to their profits than to the safety of their
investments, and made loans to persons of no commercial
solidity. This accusation at any rate is made by Dr. Lewis.
Speaking of the Bank of Venice, he remarks:* *“ It had its
first rise from the dishonesty of the Bankers. The Bankers
at Venice did just as our Bankers have done here, they got
mens’ money into their hands at interest, and used it (as was
necessary) to their best advantage, that they might make a
better profit of their money than the interest they paied, they
lent it out to insolvent persons, or laid out in desperate cases,
as our Bankers did.”” This behaviour obliged the Venetian
Government to interfere in the matter.

These accusations apparently contained elements of
truth,® and all this serves to explain why, although the
goldsmiths introduced banking into England, they did not
succeed in adequately fulfilling the functions of a genuine
bank and had later on to give place to the Bank of Eng-
land; this institution supported as it was by the State, was
able to avoid the mistakes of its predecessors.

We have now described the introduction of banking into
England; it remains to observe its development under the
successive governments of Cromwell and of Charles 11,
This development was favoured by a number of economic
and.political events which we shall proceed to describe, and
the importance of the goldsmiths was increased by the fact
that they began to make loans to the Government.

We shall study in succession the period of the Republic
and that of the Restoration, but in order to give more unity

* A Large Model of a Bank (1678

about bankrg eatiod 2k (167 ), p- 40. The aughor of the pamphlet
gland’s Glory, which wa blished i P i

oftv:;n’;}l:oted, borrowed largely from Ifewis. ® published in 1694, and is

. e goldsmiths published an answer to th i

t ese attacks, under the curious

UlfﬂeaOfl Its not the hand of Joab in all this? or, An Enquiry into the grl:mlnd‘.:

smiths l.l'e’]?a.mphlc!, entitied, ' The Mystery of the ncw-fashioned Gold-

"early‘so his second pamphlet contains 17 pages. Unfortunately, it is not

denicr theg(:zg as t.the ﬁrg‘t. ’{'lhere is nothing of interest in it. The author

ccusations brought against the goldsmith i i
P- 4), 1, their crimes ; 2, their insgcurity. goldsmiths, and in particular
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to the account and to avoid repetition, we shall defer the
question of State loans until we come to the reign of Charles
II. Moreover, it was only in this reign that such loans
became frequent.

SECTION 1.

Banks UNDER THE REPUBLIC AND THE PROTECTORATE.

THE condition of English trade and commerce improved
greatly under the Republic and under the quasi-monarchical
rule of the Protector. This was due in the first place to the
natural progress of civilisation, but in the second place
and more especially, to the restoration of order at home and
to a varying but successful foreign policy, to the Navigation
Act and the wars which attacked the Dutch monopoly of the
carrying trade, and finally, to the liberal policy which
opened England’s gates to a race pre-eminently commercial,
which had been ignominiously despoiled and ultimately
banished several centuries earlier.

This commercial prosperity naturally favoured the
development of banking, and in 1651 we may note the
appearance of the first work which recommended the estab-
lishment of a bank. It was called Some considerations of
the two grand staple commodities of England,' and is only
nine pages long. It is written by Sir Balthazar Gerbier,
the author of several economic tracts. The two staple
commodities are fish and cloth;? the trade in these is in
the hands of the Dutch, the problem is how to attract
it to England. The question of the fishing trade is

! The complete title is : Some considerations of the two grand staple com-
modities of England, and on certain establishments wherein the Public good
is very much concerned. Humbly presented to the Parliament by Sir Balthazar
Gerbier, Kt. London, printed by 1. Mab and A. Coles, 1651. This pamphlet
has sometimes been referred to, but has not hitherto been honoured by an
analysis, though it has at least the merit of novelty in default of other good
qualities.

*p3
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foreign to our subject.’ With respect to the trade in and
manufacture of cloth, Gerbier cites the example of France,
which established this industry at Sedan, and was after-
wards able to supply half Europe. Moreover in order to
furnish credit facilities to English business, a ‘‘bank of
payment ”’ ought to be set up in London. Gerbier points
out the advantages other countries had gained from such
institutions, and in particular he believes, for he is frankly
mercantilist, that the capital of various foreign traders might
pe attracted in this way, and that a great benefit would result
therefrom to the State.?

Some years later (in 1658), another still more characteristic
proposal was published by Samuel L.amb, entitled, Season-
able observations humbly offered to his highness the Lord
Protector. In this case the author’s principal object is to
advocate the establishment of a bank. He enumerates the
advantages derived by the Dutch from theirs. Of these
eight are important, and he considers that similar benefits,
the chief being the increase of national capital and the
reduction of the rate of interest, will be felt in England
as soon as the bank is founded. Shortly afterwards Lamb
issued a proposal in the form of a petltion to Parliament.

! For the question of the fishing trade and the importance then attached
to it, not only from a commercial standpoint but also as regards the main-
tenance of a fleet, see, among modern authors, Cunningham, The Growth of
English Industry and Commerce (Early and Middle Ages, p. 443); Motley,
Dutch Republic (Vol. 1., p. 43); and among contemporary writers, H.
Robinson, England’s Safety in Trade Increased (1641), p. 16; John Smith,
England’s Improvement Revived (1673), p. 262.
th ghere' was a series of laws, dating from Henry VIIL’s time, to protect
we sheries, and especially the herring fisheries. The introduction of bounties
Ita's also advocated. _ See C. Reynal, The trué English Interest (1674), p. 28.
hals difficult to realise the importance attached to this trade. Dr. Cunning-

ti}i remarks that it was believed to be the basis of Dutch prosperity.
o“l; with regret that we limit our discussion to this note. We may add
Suprever' that the Navigation Act was evidently directed against the naval
won l;Tfiacy of Holland. (The Act was passed in 1651.) And similarly, the
betwen 1652 was due rather to commercial rivalry than to the relationship
336 andthe Stuarts and the Prince of Orange. See Morley, Cromwell, p.
att;r:, lfe_eley, The Growth of British Policy (Vol. IL., Chap. 1.). The
fused, d:tra“ls full of original opinions and of interesting, though rather con-

k]
P. 9. Compare the Bank of Lyons.
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A committee was appointed to consider it, but there is no
record of the result.

It is unnecessary to contrast the two pamphlets and to
estimate the superiority of the second. There had been an
interval of seven years between the two publications, and
during this time an event had occurred which, to judge by
other countries, must have exercised considerable influence
on the development of banks in England. [ refer to the
return of the Jews.

The relurn of the Jews to England. Its influence on
banking.—The effect of the influx of Spanish Jews on the
development of Dutch commerce is well known. The in-
fluence of the Jews at Venice was no less marked.’ It was
two Jews who first (in 1400) obtained the authority of the
Senate to found a bank in the strict sense of the word. Their
success was so great that many Venetian nobles established
rival institutions. Abuses followed which, combined with
monetary difficulties, determined the Government to estab-
lish the Bank of Venice.?

The same influence must have made itself felt in England,
But at what date? In other words, when and for what
reason were the Jews authorised to return to England? We
will proceed to consider this question; it is not altogether
easy to answer it.?

1t is certain that as soon as Charles 1. was dead, the Jews
attempted to return to England. Public opinion was not

! Macleod, Dictionary of Political Economy, p. 216, article Bank of
Venice. This dictionary which if finished, might have been of inestimable
value, stops at the letter C. It was published in 1863.

? Sce above, p. 25, and below, p. 75.

> Cromwell’s best known historians say litile on this point. Morley and
Carlyle devote little more than a page to it, and confine themselves to an
appreciation of the event. See Oliver Cromwell, pp. 433-434, and Letters and
Speeches, p. 175, Vol. 1V, Goodwin (History of the Commonwealth, Vol.
IV., Chap. XVIL.), who devotes a chapter to the subject, does not tell us
niuch more. Interesting information will be found in Gardiner, History of
the Commonwealth and Protectorate, Vol. I1., p. 30; in Leti, Storia et
memorie sopra la Vita di Ol. Cromawell, Vol. 11.; and especially in a pub-
lished lecture by Mr. Wolf, Resettlement of the Jews in England. Guizot
may also be consulted with advantage, IHistoire de la République d’Angle-
terre, Vol 11, pp. 154-157.
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unfavourable to them, partly on account of the biblical spirit
which then prevailed, and partly because of the services
rendered by them in Holland, a country which the English
of this period constantly set before them as a model.
Thus Gardiner mentions' the publication of a pamphlet
ahout this time, in which in order to prove the importance
of Dunkirk, it is stated that the Jews were prepared to give
460,000 tO 480,000 in return for the toleration of a syna-
gogue there, and that such permission would attract all the
Portuguese merchants from Amsterdam, from which a still
greater benefit would result.” The Amsterdam merchants
had not expected such demonstrations of sympathy. They
took the initiative, and two of them presented a petition in
1639 to Fairfax and the Council, for the revocation of the
banishment of the Jews.*

Another petition is referred to by some historians.
Certain Jews had asked for the repeal of the laws passed
against them, and on condition that the Bodleian Library
was made over to them, together with permission to con-
vert St. Paul’s Cathedral into a synagogue, they undertook
to pay *“'six millions of livres’’ according to some, £500,000
according to others. 1t is stated that negotiations were
broken off because the parties could not agree as to the price,
the English Government asking eight millions or £800,000.
It is unfortunate as far as concerns the authenticity of this
tale, that the references given by the historians* are inade-

! Gardiner, loc. cit.; scc also Historical Review, July, 1890, p. 48s.

* For a similar opinion, scc a letter from Major Whalley to Thurlod.
Thurloé's Papers, Vol. IV., p. 308.

¥ See Clarke Papers, Vol. 11, p. 172, note a.  This petition is given at the
end of Wolf's Rescttlement.

* The historians in question are Francis and Goodwin. Francis (p. 24)
refers to Thurloé,  According to his habit he mentions neither volume nor
page, in which indeed he is wise, for whenever he departs from this custom
his references are false. Goodwin (Vol 1V. p. 246, note), who does not him-
sell believe the petition to e authentic, refers to Salmonet's [listoire des
Troubles de la Grande Bretagne (p. 309). But Mentet de Salmonet on p. 309
IS Speaking of the year 1642 and the King's stay at Yorlk. Besides, this work
Which was published in 1640, deals with nothing later than 1646. Guizot and
other historians make no reference to the gffair.  Neither have 1 found any-
thing in Thurlot, a book researches in which are greatly facilitated by the
excellent index.
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quate or erroneous, hence we only refer to it as a curiosity.

These negotiations came to nothing. Mr. Wolf proves
however, that notwithstanding this rebuff a number of
Jews established themselves secretly in London in the time
of the Commonwealth.*

The situation improved still more during the Protectorate.
Cromwell’s ideas were in advance of his times, and as Mr.
F. Harrison remarks,® ** Noble were the efforts of the Pro-
tector to impress his own spirit of toleration on the in-
tolerance of his age; . . . He effectively protected the
Quakers; he admitted the Jews, after an expulsion of three
centuries; and he satisfied Mazarin that he had given to
Catholics all the protection that he dared.”” Cromwell was
particularly well-disposed towards the Jews, with whom he
had, according to M. Guizot,® fairly frequent dealings.
They seem to have done him numerous services. The Jews
for their part were not unaware of the Protector’s feeling
towards them, and did their best to profit by it.

Rabbi Manasseh Ben Israel took the initiative in the
matter. This Rabbi was a remarkable character. He was
born in Portugal about 1604, but while still a child he
emigrated with his family to Holland. There he became a
brilliant student, wrote books, and even established the first
Jewish printing press at Amsterdam. But his chief efforts
were devoted to improving the lot of his co-religionists, and
to securing 'heir admission into the different European
countries. In particular he tried by various means, such
as petitions to the Protector, and even the dedication of his
book, Spes Israelis, to the British Parliament,* to obtain
permission for the Jews to return to England.

1 See The Crypto-Jews under the Commonwealth. A lecture re-published
from The Jewish Chronicle, and from the first pages of the *‘ Resettlement
by the same author.

? Frederick Harrison, Oliver Cromwell, p. 216. See also Glasson, Hist. du
droit et des Institutions d’Angleterre, Vol. V., pp. 194-195.

3 Op. cit. p. 154. See also pp. 154-155 for the cause of these dealings.
‘¢ Probably the Jews had more than once been useful to him, either as spies
or in connection with his need for money.”

¢ The English translation of this work was published in 1650.
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A commission, presided over by Cromwell, was appointed
to consider the question. It was composed of lawyers,
priests and merchants.,! The debates were long-winded
and threatened to be interminable. Cromwell consequently
dissolved the assembly, remarking that the matter, com-
plicated enough to start with, now appeared more intricate
than ever, and that, ‘‘ although he wished no more reason-
ing, he yet begged an interest in their prayers.’”

The conference was thus without result and Manasseh’s
hopes were apparently vain. As a matter of fact however,
the Jews were tacitly allowed to live in England. Manasseh
received a pension of £100 to console him for his dis-
appointment. And three years later, on February 15th
1658, at a reception at Whitehall, Cromwell seems to have
given an assurance of his protection to Carvajal and his co-
religionists.®

Whatever may be the truth about this latter point, it is
probable that Cromwell took no legislative action with regard
to the Jews, but it is certain that he tolerated their return,
and that at the end of the Protectorate a number of them
were living in England. They must have taken an active
part in trade, for shortly afterwards a petition was signed

! Collier, Ecclesiastical History, Vol. VIII., p. 380-382. Readers must not
b‘e surprised to find that this celebrated discussion is credited to the reign of
Charles 11. Collier was an uncompromising royalist, who never recognised
the Revolution, and refused to take the oath to William III.

? Francis, p. 26.

“ Perhaps Cromwell would have done more if it had not been for Manas-
seh’s bghaviour, which Mr. Wolf considers to have been most extravagant.
Accordmg to the statement of Sagredo, the Venetian ambassador, he seems
gc.tually to have adored Cromwell, asking him if he were not a superhuman
v_mpg. Mor.eover one or more of his companions, having obtained leave to
Slsnt Cambridge, went to Huntingdon, Cromwell’s birthplace. The rumour
aPread. that !hey had gone there to study the Protector’s ancestry, to discover
2 Jewish origin for him, and to prove that he was the Messiah. (For this
Journey to Huntingdon, which has been disputed, see Leti, op. cit., Vol. 11.,
P. 443.) These rumours were made use of by Cromwell’s enemies, and he,

anxmuS to avoi . ge
oid ridicule and sarcasm, order i’
return to Landon. , ed the Rabbi’s companions to
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by numerous merchants complaining that the Jews were not
subject to the alien law, and that in consequence the
Treasury suffered a yearly loss of £10,000.!

SECTION 1II.

BANKING AFTER THE RESTORATION.

THE distinctive feature of this period is the transactions of
the bankers with the Government, transactions which trok
the form of loans and advances in anticipation of the sup-
plies. Loans of this sort had already been made under the
Protectorate. Cromwell had to maintain a large army to
carry on continual wars, one of which, that with Spain,
was very unpopular, and he dared not ask Parliament to
vote new taxes, owing to his somewhat strained relations
with that assembly, which was jealous of his power, hence
he was hard pressed for money,? and was often forced to
rely on the help of the goldsmiths.

Charles 11., when he returned to the throne of his fathers,
was forced to have recourse to his predecessor’s expedients,
in this respect at least, with still greater frequency. It is
true that he had not such a large army as the Protector’s to
keep up; indeed, lie had no regular standing army, strictly
speaking.” Neither had he a specially warlike disposition,
since he entered upon only two European wars during the

! Stowe, A Survey of the cities of London and Westminstcr, Vol. 11, p.
243. Others demanded that strict regulations should be made for the Jews,
sce T. Violet, Petition against the Jews {(1661), and England’s Wants (1667),
p- 40. Thesc unfavourable feelings lasted for a long time; the question of
the naturalisation ol the Jews gave risc to long Parliamentary debates. In
1533 naturalisation was conceded, and then, in the face of popular opposition,
withdrawn.  Sce Josiah Tucker, A letter to a friend concerning Nuturalisalfon
(1753)- FEven in this century Macaulay had to write an ecssay protesting
against the civil disabilitics of the Jews.

It is interesting to note that as soon as the Jews were placed on an equal
footing with other citizens these feelings began rapidly to disappear. At the
present day 1 have found no trace of anti-semitism in England.

2 Goodwin, Vol. 1V., p. 552.

3 Charles’ standing army was for a long time limited to his personal
guards. This army was increased later on, but even at the end of his reign,
alter the evacuation of Tangier, the dowry of his wife, Catherine of Braganza,
the King had no more than 7,000 foot and 1,700 horse and dragoons at his
disposal.
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twenty-four years of his reign, wars which indeed brought
neither honour nor profit to England. The Parliaments,
too, were liberal enough, and veted subsidies with unusual
zeal, especially during the years immediately following the
Restoration. Charles’ vices and courtiers were however
quite able to swallow up more money in one year than all
Cromwell’s armies and wars had cost in ten. And his urgent
desires could ill adapt themselves to tardiness and delays,
two qualities which usually accompany the collection of
taxes. He wanted money and that at once, and the gold-
smiths undertook to supply him.

It is however only fair to acknowledge that Charles was
obliged to apply to the goldsmiths at the very outset of his
reign. Cromwell’s army had then to be disbanded, since it
was at once an object of hatred to the people, a danger to
the Crown and a heavy burden to the Treasury. But con-
siderable sums were owing to the troops. Between two and
three hundred thousand pounds had to be found in a few
days. The House of Commons had readily voted this sum,
but it could not be raised all at once by taxation. To put
off the disbanding of the troops would have increased the
nation’s obligation each month in incredible proportions.
* None could supply those occasions,”” writes Clarendon,®
“but the bankers, which brought the King’s ministers
ﬁr‘st acquainted with them; and they were so well satisfied
with their proceedings that they did always declare ‘that
they were so necessary to the King’s affairs that they knew
not how to have conducted them without that assistance.’ *’

This satisfaction was indeed so great that soon the Crown
could not do without the bankers, and entered into the
closest relations with them.

According to Clarendon’s? account, these transactions
were managed as follows: As soon as the subsidies were
Vvoted, after discussion with his ministers as to the sums

' Clarendon, Life, Vol. 11., p. 218.

]
All thy is {
originai tgdzofollows is taken from the Life, we have merely condensed the

, me extent. No onc could have a better k ledg
author, w me ; r knowledge than the
hilnsc;f, who was then Lord Chancellor, of the financial practices devised by
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needed at once, the King summoned the bankers to his
presence, for no contract was arranged without him. Each
banker was asked how much he could advance, and what
security he would require. Each answered according to
his own resources, for there was no combination between
them. The bankers asked 8 per cent. for their money, which
was not unreasonable, and the King was ready to pay it;
but after mature consideration they decided to leave the rate
of interest to be determined by the King’s bounty, at the
same time remarking that they were themselves paying 6
per cent. to their own creditors, which was, in fact, known
to be true.?

They then received a transfer of the credits for the pay-
ment of the first taxes voted by Parliament, and tallies on
those parts of the budget which were the least heavily
burdened. But even this was not sufficient security, for the
King and the Minister of Finance might devote the sums
thus collected to other objects. Hence they had really no
other security than their firm belief in the justice of the King
and in the honour and integrity of his Treasurer; this was
the real basis of the credit which supplied the needs of the
Crown. The King, too, always treated them graciously as
his very good servants, and the Ministers regarded them as
very worthy people.

In this way for many years, even up to the unfortunate
outbreak of the Dutch war, the public finances were,
Clarendon states, managed with little difficulty, though per-
haps at some slight additional cost, and no one said a word
against the bankers, whose credit and reputation increased
daily, and who had everyone’s money at their disposal.

Probably at the time of which Clarendon speaks, that is
before 1665, the goldsmiths did not ask more than 8 per
cent., but this could not long continue, and their demands
increased proportionately with the needs of the King, all the
more since they were advancing money on more and more
distant revenues, and had already anticipated all the pay-
ments to the Crown which would fall due in the near future.

! p. 319
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Soon, according to contemporary evidence,' they were ask-
ing 20 and 30 per cent. Pepys? tells us that as early as
1663 the Treasury was paying 15 and sometimes 20 per
cent., which is, he says, ‘“ a most horrid shame,”’ and ought
not to be allowed, nor, he adds, should the goldsmith May-
nell be suffered to make an income of £10,000 a year in this
way.

lzossibly the contemporary writers exaggerated a little,
but there is no doubt that the goldsmiths got 12 per cent.
from the King for their money.> And when it is remem-
bered that they were paying barely half this interest to their
depositors, the indignation of the public may be understood,
an indignation which was further increased by the shame of
seeing the King in the hands of usurers, *and by the harsh-
ness, common to all farmers of taxes, with which the gold-
smiths collected those taxes which were made over to them.
But even if the farmers derived as much profit from the
King’s vices as their enemies alleged, they were shortly to
pay cruelly for their gains, thanks to this same royal im-
morality.

At this point the history of banking becomes once more
closely connected with the general history of England. We
must now consider in turn Charles’ two European wars.

(a)—The War with Holland. The Dutch fleet enters the
Thames. First “run’’ on the banks. Charles had entered
upon a war with Holland. After several vicissitudes, and
at the very moment when people were expecting the con-

! ¢ Charles being in want of mone
. 2 y, the bankers took 10 per cent. of
g;‘t‘)‘tsbi‘;efg‘cedly,_and by private contracts on many bills, orders,ptallies, and
honour of ét King, they got 20, sometimes 30 per cent., to the great dis-
Mors an(:i overnment. This great gain induced the goldsmiths to become
every ara :nofre lenders to the King, to anticipate all the revenues, to take
each ogthen - of Parliament into pawn as soon as it was given; also to outvie
effect allrt;;n buying and taking to pawn bills, orders, and tallies, so that, in
Goldomim, 1€ Tevenue, passed through their hands.” See The new-fashioned
2srr)mths, lc)f. Macpherson. p 428.
epys’ Diary, Vol. 1., p. ¢7. This di
val » P 97 is diary and that of Evelyn, are most
ect::g: f(ir any study of the history and customs of the period. Pepys was
> W YI_)O the 'Admlralty during the reigns of the two Stuarts.
. “'S_ - Christie, Life of Shaftesbury, Vol Il.. p. 7.
dealing S‘; John Hebden, the Russian Kesident, cries out against the King’s
kept ang much with goldsmiths and suffering himself to have his kingdom
commanded by them.”’—Pepys, Vol. 11., p. 170.



36 HISTORY OF THE BANK OF ENGLAND.

clusion of peace, De Ruyter sailed up the Thames, took
Sheerness, burnt such ships as were at Chatham and seemed
actually to threaten London. A description of this event
will be found in Clarendon.! Consternation spread through
London, the inhabitants of which thought themselves on the
verge of destruction. Parliament, which had voted? large
sums for the fleet and for the fortifications of the river, was
terrified beyond description® at hearing the enemies’ guns
for the first time. It was believed that the Dutch had taken
Greenwich, and had it not been for the presence of mind of
the King and the Duke of York, the Tower would have been
abandoned.

Everyone who had any money had deposited it with the
goldsmiths. This money was known to have been lentto a
Government which at the moment seemed to offer no
security ; each man then hastened to his banker in the hopes
of being in time to save some remnants of his fortune, and
London witnessed for the first time a phenomenon, with
which, alas! it was destined to become familiar—a “run”
on the banks.*

These fears were calmed by a royal proclamation® declar-
ing that payments from the Exchequer would be made as
usual, ** And that we will not upon any occasion whatsovever
permit or suffer any alteration, anticipation, or interruption
to be made to our said subjects.”’

It will now be seen how Charles kept his promise, and
what he called ** our royal word and declaration.”’

(b)—Second War with Holland. Treaty of Dover. Sus-
pension of Exchequer payments. A treaty of peace followed
De Ruyter’s expedition. During the years succeeding this
treaty Charles seemed determined to enter upon friendly
relations with the Low Countries. Through the good offices

! pp. 414-419.

3 See contra, Lifc of King James II., Vol. 1., p. 425.

3 For an account of this panic and its accompanying incidents, see Evelyn,
Diary, Vol. 1L, pp. 24-25.

¢ The same phenomenon occurred in Amsterdam five years later.

 This is published at the cnd of a very interesting pamphlet by Th.
Turnor : The Case of the Bankers and their creditors, more fully stated and
examined (1675).
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of Sir William Temple,® the ambassador to Holland, a
Protestant Triple Alliance was made between the States
General, England, and Sweden. Charles hoped by this to
give temporary satisfaction to English public opinion, and,
above all, to make a definite breach between Holland and
Louis XIV. who had hitherto been allies, at any rate in
name. Shortly after he made with Louis XIV, a second
treaty, known to history as the Treaty of Dover,? at which
town the King had personally carried on the negotiations.
This treaty, in which Madame took such an important share
Charles was careful not to publish, not even communicating’r
it to all his ministers. He bound himself to join Louis XIV.
in a war against Holland, to be converted to Catholicism
and to several other undertakings. In return he was to
have two million francs in two instalments, and three
millions a year during the war.

Charles II.’s principal object in signing the Treaty of
Dover was neither foreign policy nor the conversion of
the English to Catholicism, but to obtain power to satisfy
the caprices of himself and his companions; in other words
to get money. ’
_He was undoubtedly attracted by Catholicism, the faith
in which he died, and his conversion to which seemed
very rapid.® Doubtless, too, all his sympathies were for
France, brought up as he had been by a French mother
and subject to the French influence of his sister and of hi;

) .
For this treaty, see Macaulay’ ‘¢ 8i il

3 ) aulay’s essay, ‘‘ Sir William Temple," pp. -

438, in _the one-yolume edition, and, of course, Mignet's pH:’sto}:‘r)e 4&?&

acc%ocmt:ons relatives 4 la succession d’Espagne, Vol. II., p. g49, etc. An

count of the varying feelings with which this treaty was regard'ed b.y the

i 3 .
83.3? of France will be found in the (Euvres de Louis XI V., Vol. I11., pp.

]
For the Treaty of D i
the ¢ y of Dover, see Mignet, Vol. 111., and the text it i
o /e :)z(l;ne volume, p. 187. For contemporary English writers, seee;; ‘azil:u:;
Histor t:)rw%e_league in State Tracts (1705), 37-44; and also the Secret
¥ of Whitehall, Letter xix. This last work, which was published in

1697, is evide i

: n . "

istorical curio;]i)try.dxrected against France. It possesses some interest as an

3 0 . . .

of .Dovfe:hls conversion, which must have taken place even before the Treaty

ever tg b,e z;n accm‘mt'full' of romantic and curious details, which seem how-

alle Chipes ucthentn.c, is given by an Italian Jesuit: Storsa della Conversione
attolica de Carlo Il., re d’'Inghilterra, Cavata de Scritture

Quthenticy Sy s
atlolicq, e;{’;‘,,f’; 'g.'ggé'_ per Guiseppe Boere D.C.D.G. Estratto della Civilta
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cousin, Louis XIV., then at the height of his magnificence,
and later of the Duchess of Portsmouth. But the subtle,
intelligent and sceptical Charles II. was not the sort of man
to risk his crown for the Pope and the King of France.
He knew well how to exploit the fears with which Louis
XIV. inspired Parliament, and the anxieties which Parlia-
ment aroused in Louis XIV., with the sole object of securing
a few subsidies.

We shall shortly be able to watch him at his work.
The Treaty of Dover was no sooner signed than the Lord-
Keeper Bridgeman® urged Parliament to vote fresh supplies
in order that the English navy might equal the constantly
increasing navies of France and Holland. Parliament voted
£1,300,000 to pay off debts and £800,000 to equip the fleet,
adding a long report in which it prayed the King to take
measures against the dangers of Popery. Charles promised
all they asked, issued a religious proclamation of the char-
acter desired, prorogued Parliament, spent the £800,000 on
anything but the equipment of the fleet, and at the end of
the year signed a new treaty with Louis XIV. in which he
secured even better conditions than those of six months
earlier.?

Charles persisted in a policy which he had found so
successful.?

After a temporary delay* however Louis XIV. deter-

) This minister, who acted as spokesman of the Government on the occa-
sion, was not aware of the Treaty of Dover.

* Madame had died in the interval, but this had not caused that loosening
of the relations between the two Kings on which some people had counted.

s ¢ And so, in return for the prorogation of Parliament for fifteen months,
which fook place in November, 1675, Louis pays £100,000. Again, in 1677,
when Parliament presents an address ‘ representing the danger from French
aggression and imploring the King to strengthen himself by such alliances as
may secure Flanders and quiet the fears of the English people,” Parliament
is prorogued again, but this time Louis has to pay £180,000. On the other
hand, at the beginning of 1678, when Charles demands £600,000 from Louis
for a similar service and meets with a refusal, Charles begins to decide upon
war, and obtains a grant of £600,000 from Parliament for enabling his
Majesty to enter into actual war against the French King.’ "’—Seeley, op.
cit., Vol. II., p. 214.

¢ This delay was due to the fact that although Louvois had completed
his reform of the army, the new army had not yet been tested. See Camille
Rousset, Histoire de Louvois, Vol. L., p. 294. The affairs of Lorraine gave
an admirable opportunity for a trial of the new system.
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mined to begin the war with Holland. The Cabal? Ministry
was in power. Charles was as usual without money, he
dared not summon Parliament, and the French King’s sub-
sidies were no longer adequate. He determined on an action
at once arbitrary, unjust and foolish, which was inspired by
Clifford, though it has often been attributed to Shaftesbury,
who in fact, according to his biographer, Mr. Christie, both
condemned and opposed it.?

Clifford’s remedy was as follows : An order was issued on
January 2nd, 1672, just two months before the commence-
ment of the war, suspending all payments out of the
Exchequer on whatever warrant, order or security, for a
period of twelve months.

When this order was issued the Government owed
£1,300,000 to the goldsmiths, of which £416,724 belonged

.‘ i Caba}," from the initials of the names of Charles’ five ministers—
Clifford, Arlington, Buckingham, Ashley, and Lauderdale.

* Lord Ashle'y, aftex:wards the Earl of Shaftesbury, even sent a written
protest to the King against the suspension of payments from the Exchequer.
See also a letter from him to Locke, and the corroborating evidence of Sir
W. Temple in Christie, Vol. IL., pp. §8-70. This account is supported by
Evelyn, Vol. I1., p. 70. Burnet, however {History of his own time, Vol. L.,
gp- 532-533), forn_nally accuses Shaftesbury of instigating the King: ‘‘ Shaftes-
S\}:‘r);_ was the chief man in this advice.”” He alleges that he had this from
: aftesbury hlmself,' who had moreover withdrawn his money from the

ankers _before. the seizure. J. Lingard (History of England, Vol. IX., p. 202,
:iOtl-‘: b) is inclined to agree with Burnet. I do not believe that Burnet was
cais;' tBut nevert.heless 1 feel some doubt as to Christie's assertions, be-
o ) :day nothing of t,he morality of Shaftesbury—he would have served
publich :i‘ el for Otway’s Senator in Venetia Preserved—his biography,
Shattans with the consent and assistance of his family,—the 7th Earl of
dOcumenltlsry' ht_o whom the book is dedicated, having supplied numerous

" Chrisi'—’ is biography, 1 say, ha‘s somewhat the tone of an apology.
of which Mle s work has however nothing in common with those biographies
provides b acaulay speaks as the result of an agreement by which the family

K is on e t;locurnents and the historian the flattery. On the contrary the
it is regre tet cl'a the best there is on the reign of Charles I1. In this connection

S ror able to have to state that we possess no good history of Charles
an t wgo » and worse still, that the gap is not unique. There are hardly more
dealt with I;)el’léds of modern history about which scientific works exist, that
istory of i" ardm_er, and the fifteen years (1685-1700) to which Macaulay’s
are to b fo ngland is devoted. It is true that pictures of Charles II.’s reign
ever good th‘:slg both in Macaulay’s.s work and in Fox’s James II., but how-
introduction tq n?:):i sb;.i ot::yst;%r;::.n little more than pictures, serving as an



40 HISTORY OF THE BANK OF ENGLAND.

to Sir Robert Vyner.! This proceeding, which was nothing
less than a declaration of national bankruptcy, was accom-
plished so suddenly, and was so entirely unexpected by the
public, that indescribable confusion at once spread through
the town and caused a number of financial disasters. This
confusion can be easily explained, since, although the
number of bankers directly injured was comparatively small,
yet, as everyone who had any money had habitually en-
trusted it to these bankers, the total number of people
brought to ruin was not less than ten thousand.

The bankers indeed stopped their payments immediately,
and those merchants who had deposited capital with the
goldsmiths declared themselves bankrupt.?  Colbert who,
in the interests of the war, approved of the measure, refers
to the great opposition it aroused, and remarks that bills
of exchange to the value of £30,000 had to be sent back to
Italy dishonoured.®

Four days later (on January 6th), an explanatory an-
nouncement was made, promising the bankers 6 per cent.
interest and declaring that the suspension of payments
should not last more than six months. The next day the
King summoned the goldsmiths to the Treasury. He
pacified them and persuaded them to repay the money
deposited with them by the merchants. This was done, and
the evil was so far diminished, but the bankers were no
nearer payment. The King probably had some idea that
Parliament would provide the means of repaying them when
the twelve months were over. But nothing of the sort hap-
pened, the House of Commons rejected the repeated
demands made on it to adopt such a course. All that was

! Collins, op. cit., pp. 43-44, gives a list of bankers and of the sums of
which they were respectively defrauded :—

Sir Robert Vyner ... £416,724. J. Snow ... .. ... X£59,780.
E. Blackwell ... ... £295,994. J. Colville vee o £A85,832.
G. Whitehall ... ... £248,866. Thomas Rowe ... ... £17,615.
J. Horneby vee e £22,548. T. Portman ... ... X£76,760.
G. Snell ... .. .. £10,804. Divers vee e« £93,505.

2 Vivid details of this crisis will be found in Turnot’s pamphlet referred
to above.

® See Christie, loc. cit., Letters of January 4th and 8th (1672) in the
Archives of the Ministry of Foreign Affairs. ~ Colbert too estimated the
number of those affected at ten thousand.

duratigg,
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done was to pay the 6 per cent. interest, and in 1677 the
King granted a yearly rent on his hereditary excise for this
purpose. All payment of interest ceased, however, in 1683,
and was not resumed after the Revolution, in spite of a
lawsuit of a unique character which was carried on by the
go]dsmiths.l At length (in 1701) an Act was passed charg-
ing the hereditary excise with a yearly interest of 3 per cent.,
payable from 1705, not on the actual amount of the debt,
but on the original capital. Moreover, these 3 per cent.
annuities were counted as redemption, and were to cease
when half the original capital, that is, £664,263, had been
repaid. The Act of 1701 was simply a fraud, for six times
this amount was owing to the bankers. It was calculated
that they had lost three millions in the affair, without count-
ing their legal expenses. But what was most remarkable
was that this debt, known as the ‘‘ Bankers’ Debt,”’ was
never paid, and still forms part of the English national
debt, having been consolidated with the South Sea annuity.

' Sul_)s_tantially the same accounts are given of this lawsuit by Macleod,
3rd EdlElOn, Vol. 1., pp. 373-375, and Broom, Constitutional Laws (The
Bankers’ Case), pp. 228-234. The latter discusses the duties of a sovereign
to his subjects : combined with the right to personal liberty, there exists the
right to private property. It is in connection with the latter that Broom gives
a very detailed account of the whole dispute.

The ground for quibbling was that the letters patent, in which Charles had
recognised his debt to each of the goldsmiths and to their heirs, had been
ratified by the House of Lords, but had never been presented to the House
of Commons, and had not passed into law,

ET}}:US' when the goldsmiths brought an action before the Court of the
hXC equer in 1689, and finally won their case after a delay of two years,
the Government raised two questions, viz. :—

1.—Whether the letters patent were good and valid to bind the Crown.
or 2-h—Whether the Court of Exchequer was competent to decide the case,

¥ ethe'rr the petitioners ought not to have applied directly to the King.
ceri hel discussion turned chiefly on the second point, since the first was not
theo:qsajyo gi:sputfedi.l Sog\ers, éhe Lord Chancellor, in spite of the opinion of

rity of the judges, declared that X g
competemt & F. casje. ges, at the Court of Exchequer was not
he question whether Lord Some i isi

obin: vhet . rs could give a decision contrary to the
L‘z[’_‘d'gn &f the majority of the judges gave rise to an appeal to the }){ouse of
Somers’ he Supreme Court, which, on January 23rd, 1701, reversed Lord
able Su‘tJUdgment. But—and t}.ns is the most surprising part of this remark-
indisputl —as _Macleod aptly points out, although this Court recognised the
Ericvan able rights of the petitioners, it made no attempt to redress their

Ces. And this was the conclusion of a lawsuit of twelve years'



42 HISTORY OF THE BANK OF ENGLAND.

This melancholy history brings us to the conclusion of
our first part.

It is not possible to treat Charles II. as we treated his
father in a similar case, i.e., to find excuses for him. On
the other hand, it is evident how well this suspension of
Exchequer payments accorded with the general character
and with the political ideas of this prince, a charming per-
son, but born with tastes in excess of his resources, and with
no idea of sacrificing these tastes to the interests of his
country. An economist of well-deserved reputation, M.
Wilfredo Pareto,’ has however defended him as follows:
““ Charles has been much blamed for a deed which differs
but slightly from the actions which have been done and
continue to be done by governments who appropriate the
treasures of banks.”” It might equally well be said that
William II1.’s Government treated the defrauded bankers
very little better than Charles’ had done. But these after
all, are meagre excuses.

! Cours d'Economie Politique, professé a la Faculté de Lausanne (Vol. L.,
P- 363).

PART 1II.
FOUNDATION OF THE BANK OF ENGLAND.

CHAPTER 1.
NECESSITY FOR A NATIONAL BANK.

Sketch of the commercial requirements. The rate of interest. Importance
attached to a low rate. Theories of Sir J. Child. The paper currency.
In what way this could be made less variable than a metallic currency.
Account of the proposed schemes. The Bank of Credit. Failure of the
schemes. Reasons for this failure.

Bad state of the public finances. Heavy expense of the War against Louis
X1V. Inadequate returns from taxation. Montague's financial expedi-
en}t,s. The Tontine and the Lottery Loan. Montague and Paterson’s
scheme.

IN spite of defeats abroad and disorder at home, industry
and commerce prospered under the Restoration Govern-
ment. The comparative peace enjoyed by England and the
wars into which Louis XIV.’s insatiable ambition plunged
the rest of Europe, largely contributed towards this com-
mercial expansion. The natural progress of civilisation also
counted for something, and vigorous legislation for a
great deal. Numerous protectionist measures were in fact
Passeq by Parliament.! Some of these laws, such as the
extension and improvement of the Navigation Act, were of
great service to the country. Others were marked by the
absurdity to which extreme protection often leads: for
Instance, the law quoted by M. Glasson, which ordered that
corpses should be buried in flanne! shrouds so as to encour-
age the growing woollen industry.
b :lhls commerf:ial prosperity required to be supplemented
St};en ehfoundatnon of a ba.erk, an institution which would
o gthen England’s position in a remarkable degree by
gulating and securing the paper currency, by reducing

* Glasson, ap. cit., Vol. V., pp. 201-20z.
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the rate of interest and by looking after a thousand other
secondary interests. The goldsmiths had perhaps delayed
the creation of such an institution, but had not succeeded
in making it superfluous. Even before they had been de-
spoiled by the King, their greed had made them hopelessly
unpopular.?

Throughout Charles II.’s reign there was accordingly a
spontaneous outburst of pamphlets advocating the estab-
lishment of every variety of bank, whose proposals were
very favourably received by the public. The promoters also
could readily point to the services done by the banks to
Venice and to Genoa, and, above all, to Amstetrdam; and
this latter case had no small weight in a country and at a
time when the imitation of the Dutch and their institutions
was exalted into a regular system.?

These projects came to nothing for accidental reasons
which we shall notice presently, but from this time onwards
the commercial world actively desired the creation of an
institution of which it felt in serious need. Very soon it
was not alone in this wish.

The Revolution of 1688 had occurred, involving a war
with France. William II1.’s Government having engaged in
an expensive and, for a long time, an unsuccessful struggle,
and unable to count on a satisfactory payment of the taxes,
and having tried all kinds of financial expedients, at length
realised that the creation of a bank would be of immense
service to them, for nothing but a national bank could raise
an important loan and subsequently maintain the King’s
financial position,

Henceforth the interests of the Government were in ac-
cordance with those of the country. A suitable proposal,
easily carried out, was brought forward by Paterson. The
Bank was founded.

Our first chapter, dealing with the causes which led to
this {foundation, thus falls naturally into two divisions :

! See above, pp. 25 and 35.

* For the general effects of this imitation on English industry and com-
merce, see Cunningham, op. cit., (Modern Times), p. 101.
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1. The commercial necessity for the foundation of a bank.

2. The political necessity. .

The first part, besides describing the requirements of
commerce, will deal with the various systems proposed for
satisfying them ; that is, the different projects suggested for
banks and the reasons for their non-success. N

The second part will deal with the financial and political
reasons which induced the Government to found a bank,
and these reasons will explain the opposition with which the
institution met from the beginning.

SECTION L
Tue COMMERCIAL NECESSITY FOR THE FOUNDATION OF A
BANK.

A.—Account of the requirements of commerce. We have
already pointed out the chief reasons which influenced the
commercial world in favour of the establishment of a bar}k;
they correspond to the three main classes of business wh_xch
a bank undertakes: the receiving of deposits, the lending
of money, and, in the case in point, the issue of bar}k-notes.
The deposits made with the goldsmiths have been discussed,
and it has been shown that the system did not always offer
desirable guarantees of security. The chief remaining ser-
vices which the public expected from a bank were :—(r) that
it would reduce the rate of interest; (2) that it would
guarantee a paper currency. .

(1).—The rate of interest. Interest was first fo.rbldc.len
in England by two .synods in 787. But the codification
.of the canon law was only begun in England in Henry
I11.’s reign, under the influence of researches into the law
which were initiated by Theobald, bishop of Canterbury.
Even at this period, however, we find documents against
usury and bishop’s edicts against it, but no royal edict.” It
was not until 1364 that Edward 111. empowered the city of
London to issue an Ordinatio contra Usurarios. An Act

' Dictionary of Political Economy, English Early Ecomomic History,
Vol. L, p. ya1.
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having the same object was passed in 1390. The usurers
evaded these laws by numberless devices and consequently
a very stringent Act was passed in 1487. But this proved
equally vain and was repealed by a law passed in 1495,
which, while condemning usury, allowed the ‘‘ poena con-
ventionalis, or usura punitoria.”” This in fact sanctioned
the very practice it pretended to forbid. At length an Act
of Henry VIII. (1545) legalised the demand for interest and
fixed the rate at 10 per cent. In 1552 there was a fresh pro-
hibition, which again failed, and the legality of interest was
recognised anew by Elizabeth,' with the former limit of 10
per cent. The limit was reduced to 8 per cent. in 1624.

This reduction® was followed by a second in 1651, which
made the limit 6 per cent. And Sir Josiah Child,® believing
that the low rate of interest had largely contributed to the
prosperity of Holland,* and considering the 6 per cent. limit
too high, proposed an additional reduction to 4 per cent.,
which he calculated would double the national wealth in
twenty years.®

Very soon the controversy as to the legality of interest
changed into one as to the legal rate. William Petty, in his

! It has been alleged that this was due to Protestant influence; and a
letter from Calvin to Oekolampadius on the Aristotelian theories is quoted
in support of this. Besides this, it is pointed out that Holland, where
interest was early permitted, was a Protestant country, whilst about the
same time Dumoulin’s Tractatus contractarum et usurarium was censured
in France. 1 believe, however, that it is difficult to form a definite opinion
on this matter; the canonists were less severe than people try to make out,
and objected chiefly to loans to consumers.

? The reduction of 1624, like that of 1652, was chiefly due to Sir Thomas
Culpepper, who thus helped to put into practice the theories which he had
sct forth as early as 1621 in his Tract against the high rate of usury. His
son also wrote various works on the same subject.

3 See the first edition of 4 New Discourse of Trade, published in 1668
under the title: Some brief Observations concerning trade and interest of
money, pp. 7-16.

¢ The legal reduction of the rate of interest was, as Professor Edgworth
justly remarks, Child’s panacea, his unum magnum. Child alleged for
instance, that the sole reason why Holland was able to capture English
trade in spite of the Navigation Act, was that the rate of interest was 3
per cent. lower there than in England. John Law of Lauriston shared
Child’s views on this matter. See Premier Mémoire sur les Bangues, in
Guillaumin’s edition, Economistes et financiers du xviiie. siécle, p. 550.

® p. 10. Child declared that a high rate of interest encouraged luxury and
hindered the devclopment of commerce.
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Q14antulumcuvnque,‘ condemns all laws regulating interest.
Locke’s arguments, as expressed in his Considerations
on the Lowering of Interest and Raising the Value of
Money, tend to the same conclusions.

As regards the period in question, it appears that the
merchants had little ground for complaint, since the legal
rate was no higher than 6 per cent. which was in no way
immoderate considering the financial condition of the
country.?  Unfortunately this limit was theoretical and
nothing but theoretical. The goldsmiths were not the kind
of people to be satisfied with so little.* We have seen the
interest which they asked from the King; and they were
even more exacting in dealing with ordinary merchants,
especially with the poor ones, from whom they demanded
exorbitant rates.* Hence there was urgent need to remedy
a situation which was most irksome to the commercial world,
and a national bank was the only institution which would
be sufficiently influential to improve matters, and to secure
for trade that credit which is ‘“ one of the essential condi-
tions of its expansion.””® Such a bank would also do good
service in another matter, that of the paper currency.

(2).—The paper currency. The future bank must also
issue notes. Contemporary thinkers had clearly analysed
the advantages which might follow from the use of the
metallic coin thus made available. Sir William Petty, for
instance, in his pamphlet, Quantuiumcunque,® to which we

! Quéstion 23. For Petty’s theorics on interest see a recent work by
M. Maurice Pasquier, Sir William Petty, pp. 186-192.

* This is pointed out by the author of the pamphlet, The Intercst of
Money mistaken, who attempts to refute Child, and remarks very justly
that the Jatter throughout his argument is mistaking cause for effect.

"This was, besides, the rate which they themselves were paying to
their own depositors, sec ahove, p. 34.

* This is an undoubted fact, and is proved by a number of authorities to
whom reference has already been made. The author of Bank of Credit, p.
’8_, states that although the rate of interest had been reduced to 6 per cent.,
Private enquiry showed that poor men could not obtain loans for less than
33 per cent., and were lucky not to be asked 6o, 50, or ecven 8o per cent.,
as ?ad been known to happen. (See also above, pp. 25 and 35).

i _L)'On-Caen and Renault, Manuel de -Droit Commercial, p. g10. We
Magine that the loans were not to fake the form of discounts, but were to
e ?dVanced on the security of goods held in deposit.

Question 26, p. 165 of McCulloch's reprint in Select Tracts on Money.
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have already referred, answers the question: ‘‘ If there is
any way to know how much money is sufficient for any
nation,”’’ by saying, ‘‘ I think it may be pretty well guessed
at.”” A nation, like ‘“ a particular merchant, may have too
much money, I mean coined money.” If there is too little
money, the best remedy is the erection of a bank ‘‘ which
well computed doth almost double the effect of our coined
money.”' Again, if there is too much coin, ‘‘ we may . . .
turn it into . . . vessels or utensils of gold and silver, or
send it out as a commodity where the same is wanting or
desired, or let it out at interest, where interest is high.”

These opinions had been originally stated by Francis
Cradocke,? a merchant who in 1660 wrote to Charles II.
concerning the advantages which would follow from the
establishment of a bank. He believed that the profits would
be so great that it would be possible to abolish all taxation,
and hence he called his pamphlet : ‘‘ An expedient for taking
away all impositions, and for raising a revenue without
taxes by creating banks for the encouragement of trade.”
This pamphlet is seven pages long, but the theories in it
are not demonstrated scientifically, and the author exag-
gerates the effects of his device.

Petty's pamphlet dates from 1682. Hence it is a mistake
to credit Adam Smith with having discovered how the issue
of paper money might increase the riches of a given country.
In this case as elsewhere, the father of political economy
discovered nothing, he merely worked out the idea, and
above all, was able to render it tangible by a most happy
simile, that of the ‘‘ waggon-way through the air.”

The second advantage which the public hoped to gain
from paper money is more unexpected. Whenever a com-
parison has been made between a paper currency and a
metallic coinage, economists have always been careful to
note among the drawbacks of the former that it is much

! See Question 26. He remarks also that a country is not always ‘‘ the
Poorer for having less Money." ¢ For, as the most thriving Men keep little
or no Money by them, but turn and wind it into various commodities, to
their great Profit, so may the whole Nation.”’

3 For Fr. Cradocke, see the Quarterly Journal of Economics, published
at Boston by Harvard University, Vol. 1I., p. 48s.
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more variable in value than the latter. But at the time of
which we write the metallic currency was in such confusion
and the English coins were so debased, clipped and falsi-
fied, that people could not recognise them, and they

referred to take a bank-note which they might reasonably
hope to pass the next day at the same price as that for which
it had been received.

In addition to these two principal advantages the
public anticipated certain seconcary benefits from the
bank, on which it is superfluous to dwell, but which helped
in the production of a number of projects on the subject.
This brings us to our second point, the description of these
suggested projects.

B.—Description of the projects suggested. This descrip-
tion seems to us necessary. It is true that none of the
projects in question was fully carried out, but they prepared
public opinion, which was thus ripe to receive Paterson’s
scheme. On this account alone, apart from the interest
possessed by some of them for their own sake, they deserve
not to be neglected.

For reasons already stated, the schemes proposed were
exceedingly numerous. Their publication was encouraged
by the policy of the city of London. This city had had for a
long time the charge of children of deceased freemen. The
property of these children was administered by the Court
of Orphans. In this way a large sum of money had been
accumulated which was known as the Orphans’ Fund, and
this, being rashly lent to the King, had been much
diminished. The corporation tried to fulfil their obligations
by means of the profits which might result from the creation
of a l}ank, and the Lord Mayor appointed a committee to
€xamine ‘‘ all such propositions as should be made by any
Persons for the improvement of the Chamber of London.”
A{n0ngst the suggestions made was one which the com-
Mittee accepted, and which it only remained to carry out.

0 assist in this was the object of a very compact little work
Called Corporation Credit or a Bank of Credit made current
Y common consent in London more useful and safe than
pa""e}’- This pamphlet, which appeared in 1682, was four
ges long (numbered six), and concluded with an appeal
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to would-be supporters of the scheme to sign their names
as such in various specified taverns. This appeal was
apparently unheard.!

Apart from these municipal schemes there was the project
for a land bank, which was put forward by Dr. Chamber-
lain, a project which nearly ruined the Bank of England,
and of which we shall have to speak more at length.* The
propositions contained in a pamphlet by M. Lewis, Pro-
posals for a large model of a Bank, published in 1678, must
also be referred to, and we may then pause to consider a
bank of credit which was actually established and carried on
business for a certain time.

The functions and the utility of this bank of credit are
stated in the form of a dialogue between a country gentle-
man and a London merchant in a lucid and most amusing
pamphlet called, Bank of Credit, or the usefulness and
security of the Bank of Credit examined in a dialogue be-
tween a Country Gentleman and a London Merchant. The
scheme however referred only to a bank of credit, there was
no question of a deposit bank.

The somewhat curious reason for this omission is given
in the merchant's answer to the country gentleman, who was
inclined to think highly of the advantages of such a com-
bination.® The directors, he says, ‘‘are unwilling to meddle
with Money, . . . because . . . the scarcity thereof (on any
occasion) would perhaps, by ignorant or malicious men, be

1 A more complete account of this scheme will be found in England’s
Interest, or the great benefit to the irade by the Banks and offices of credit
in London, as it hath been considered and agreed upon by a Commitiee of
Aldermen and Commons appointed by the Right Honourable the Lord Mayor
(1682). This pamphlet contains 8 pages.

3 See below, p. 103. Before proposing a land bank, Dr. Chamberlain
had apparently had a share in Mr. Murray’s scheme to establish shops where
merchants could deposit goods which they did not immediately require, and
receive in return loans to enable them to carry on their business successfully.
See Murray, Proposals for advancement of Trade (1676)—4 pages.

* The gentleman had said (p. 16): ‘‘ Let me ask you for what reason
the Bank will not meddle with money; for in my opinion, considering the
great security and safety of their constitution, they might very well, and
without any damai; to themselves, have secured the running cash of the
Nobility, Gentry, Merchants and Traders of this City and Kingdom from
all hazard of loss. That would have been a great ease and benefit to all
concerned, who know not now where to deposit their cash securely ; especially
if runnin% cash should prove, as some imagine, to be within the state of
bankrupt.”
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imputed to them ; and as that can never be their Crime, they
would also avoid the Imputation.’”?

‘What then was the business which the directors. proposed
to undertake ?

Their first object® was thus described : ‘‘ that Tradesmen,
when they have a considerable quantity of goods or wares
made, . . . they know not what to do therewith . . . whereas
by the help of this Bank they may deposit their Goods, and
by raising a credit on their own dead stock imploy their
Servants, and increase their Trades, untill they get a good
Market, without spending their time . . . to look out Chap-
men, who usualily take advantage of such men’s necessities
. . . they being many times forced to sell their Goods and
Wares to loss.”’

Traders might offer as security not only merchandise but
any other kind of unproductive goods, such as silks, ribbons,
jewellery, toys, linen,® which they could thus make use of
in case of emergency. The bank also made loans on real
property and even on long leases, ‘‘ without hazard or
trouble of their Friends.”

The interest on the loans was 6 per cent.

Should the goods deposited be lost, the bank forfeited the

sums advanced on them. These sums might not exceed two-
thirds or three-thirds of their value. But as regards the
surplus value, the risk might be avoided by insurance
through a monthly payment of two shillings per £100.*
_ The directors also intended to encourage any *‘ ingenious
invention tending to the Increase of and Promoting of any
Linnen, Woolen, Silk, Lace, Paper, Salt; or any other
useful Manufacture. . . .”?

Notes were to be issued: but the merchant was quite
undisturbed by the dangers of forgery.* “I am well as-

1
P- 17. The directo1s’ fears were not ill-founded, for thi ati
was ag;:::rwards brought against the Bank of Englar;d. > very accusation
PP- 5, 6, 7. In short, this bank was to be especially useful i
c . ort, seful in
t::_.e;m?f }:Ver-pt:oductxon, but it was dangerous on that ver;;' acco{mt, for by
courag:ﬂhy saving the merchants from the dangers of a glut, it would en-
H Tht Em to speculate by excessive production or by ill-judged purchases.
of Am te ank of Hamburg, established in 1619 on the model of the Bank
\Mmsterdam, made adwgances on jewellery as readily as on bullion.
« P15, 16.
belief &e tPromoters. of the bank of credit were moreover not alone in their
ory aa the solution of this problem was a simple matter. In England’s
"Otes'wiuwt?rk published in 1694, the author remarks incidentally that the
e printed on special paper so as to prevent imitations.  The odd
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sured,’’ he asserts, ‘‘ that the bills are so contrived that it is
morally impossible that they should be counterfeited.”” He
enumerates the precautions® taken, and the list is so long
that his questioner remarks, ‘I cannot but admire and
applaud the care and caution of the bank in this particular.”’

The London merchant was no mare disturbed by the
dangers which might arise from the note issue. The bearers
would he considered, have sufficient guarantee in the
honour of the directors, who would besides be liable up to
the full value of their property.? This satisfied the country
gentleman, who—like a wise man—was content with very
little.

The arguments used by the London merchant were not
stated here for the first time.* They might have been read
seventeen years earlier in a pamphlet called : A description
of the office of credit.* The first part of this, consisting of
11 pages, is devoted to an explanation of the working of the
system, and the second, consisting of 15 pages, answers the
objections which may be raised. The pamphlet, Several
objections sometimes made against the office of credit fully
answered,” is merely a later, slightly revised edition of
this second part. Finally, An account of the constitution
and security of the general Bank of Credil® contains nothing
which has not already been noticed.”

thing is that these optimistic views were actually justified by facts for a long
time. The first conviction for counterfeiting was not until 1758, sixty-four
years after the foundation of the Bank of England. The guilty person was
a Stratford draper called Richard Vaughan.

! pp. 12-13.

? [t must be remembered that, owing to the narrow limits of the com-
mercial world at that time, the personality of the directors would play a
much more important part than at present, and that the Bank of England
itself offered little more security to the bearers of its notes.

3 Sce Murray’s pamphlet referred to above, p. 50.

& The full title is: A description of the office of credit by the use of which
none can possibly sustain loss, but every man may certainly receive great
gain and wealth.—Printed by the order of the Society, 1665.

s Undated, Mr. Stephens in his Contribution to the Bibliography of the
Bank of England, vefers it to the year 1682. Two circulars announcing the
establishment of the Bank of Credit for the City of London will be found in
the British Museum bound up with the pamphlet in question.

® 1683, 14 pages.

' The same may be said of the arguments in England’s Interest. Sce
above, p. §2
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This bank of credit was at length established after
numerous vicissitudes; its offices were in Devonshire House,
Bishopsgate Street. Its transactions suggest those of some
of the Italian Monti. Advances were made of three-quarters
of the value of the goods deposited and notes for this sum
were given to the depositor. To ensure the circulation of
these notes a company had been formed of persons en-
gaged in various branches of commerce, who undertook to
accept the notes in payment. Anyone possessing notes
might purchase goods from this company as easily as if he
offered coin. The bank does not seem to have been a suc-
cess. Its organisation was too complicated and the risk of
depreciation in the value of the goods was too great.

Failure of the projects.—Reasons for this failure. To be
brief, none of these schemes, to which must be added a pro-
ject for mortgage on land, the Land Bank, could be realised
successfully.

The cause of these failures must be sought not only in the
intrinsic weakness of the schemes, in the very genuine
dregd of royal confiscation,' and in the distaste felt by some
nations for novelty, but above all in a speculative mania
wyhlch had suddenly spread and was diverting public atten-
tion from serious schemes which would take time to mature
to the _advantage of charlatans who offered rapid profits to bc’e
made in lotteries, by the exploitation of unknown mines and
pearl fisheries, or from treasures hidden at the bottom of
the sea.
fei?,d:}??:hd\:z“;izlrgfj picture of' wh?t was truly a {aging
South Sen cepeSnall o r;appearnqg in England with the
Indes. o y and in France with .the Compagnie des
o the‘t he promoters of thgse enterprises made much stir
to sup gl\-wtnt,h says Anderson, in order _to induce the public
Strat) p em, and employed a variety of devices and

gems. They stated that a vein of gold, silver or

1
See in Pepys’ Di i
duri epys’ Diary (Aug. 17th, 1666) a discussion which t

I8 an excursion which Pepys made with several friends.IC Thzox;e::af)ef

Confiscation W, i
s as not
Point, o, it . 574?ecuhar to England. Compare Law’s remarks on this
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bronze, had been found in a piece of land which they knew,
that they had made a contract with the owner of this land,
and that he, in return for a small life- annuity or for a share
in the profits, had leased the mine to them for 21 years, it
remaining for them to exploit it and to extract its wealth.
Then they formed a company, generally with 400 shares,
and declared their intenton of dividing the resulting profits
between all the shareholders. The shares were at first sold
at very little, perhaps for ten or twenty shillings. Then,
suddenly, the price was raised to £3, £5, £10, and even
A415. At this stage the promoters hastily sold out and the
company shortly collapsed.!

Under these circumstances it is not surprising that a
serious scheme for a bank should come to nothing. The
speculators who were in the majority in these days, did not
care to invest capital in lengthy undertakings which could
not yield more than from 10 to 15 per cent., when they
might triple their fortune from one day to another. Prudent
people for their part, only noticed the failures, which were
of daily occurrence,” and to be on the safe side, refused to
involve themselves in any project whatever.

It must not be concluded from this however that the
fundamental reasons for creating a bank no longer existed.

On the contrary the economic necessities which have been
described were now strengthened by political necessities
which we must next consider.

SECTION 1L

—

THE PoLiTicAL NECESSITY FOR A BANK.

WE have attempted to describe in a few words the
embarrassment of the Government; it was excessive,

William when he came to the English throne, found that

' For a similar account see De Foe, Essay on Projects, pp. 11-13 (1697),
published in 1698 ; one of the very numerous economic writings by the author
of Robinson Crusoe.

3 An echo of the failures due in these days to speculation will be found
in the anxieties of the country gentleman so often quoted. Bank of Credit,
p. 20.
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the financial situation was as follows :—The total revenue
of the Kingdom, after he had abolished the hearth tax® in
the hope of gaining popularity, was between £1,600,000 and
£1,700,000, of which £1,101,839 had to be devoted to the
needs of an insignificant army and a fleet in very bad con-
dition.

These supplies were small enough in time of peace; in
time of war they were absurdly inadequate. But William
was soon successful in his policy of joining England to
the European coalition. And a civil war in Ireland and
Scotland was shortly added to the war with France.

Attempts were made to supply these needs by a series of
taxes.® The poll-tax, both burdensome and unpopular,
was introduced from Holland. From thence also came the
stamp tax;® the customs and excise were considerably
incrcased; even hearth-money was revived in the form of
a window tax,* and a large number of direct taxes were
levied.®

The administration was however so corrupt that the
revenue did not increase in proportion to the taxes voted.*®

! The tax known as hearth-money or chimney-money was imposed in
1662 on all dwellings excepting cottages. The tax was 2s. on every hearth
or stove in every dwelling-house. It was extremely unpopular on account of
its inquisitional character, and was at first collected with much difficulty
(Davenant, Vol. 1., p. 208). This tax was profitable, being farmed at
£170,000. It was abolished by an Act of William and Mary (1 and 2, c. 10)
when it was yielding ,£200,000 (see Sir Robert Howard’s report, Commons’
Journals, Vol. IL).

It is interesting to note that a similar tax, the Kapnikon, existed at
Byzantium, and was also abolished for political reasons by the Emperor
Theophilus.

? For these taxes see the section in Dowell’'s Taxation and Taxes in
Eﬂ}.zh;nd geferring to William IIL’s reign, Vol. 1l., pp. 37-63.

n 1694.

4 In 1632.

® There were besides the land tax and the window tax, taxes on pedlars
(1697), on hackney coaches (1694), on births, marriages, and burials (1695),
and finally on bachelors (169s). Recent proposals have invested the latter
tax with some importance : it was not & succession tax, but really a direct
tax, each paying according to his rank. Dukes paid £12 11s. a year, per-
Sons at the other extremity of the social ladder 1s. only; gentlemen paid 6s.,
gqu"es and Doctors of Divinity, Law, or Physic ;(.yx 6s. See the list in

owell, Vol. 1., p. 544. This tax was abolished in 1706.
; Another suggestion which Macaulay qualifies as confiscation, was to
.Mpose a tax of £100,000 on the Jews. The Jews, however, prevented this
IMposition by threatening to leave England if it was voted Macaulay,

":‘{’y of England, Chap. xv., p. 125 of the popular edition in two volumes.

T'he returns were sometimes even less than those in 1688,
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The poll tax only produced half of what it ought to have
done and the other taxes succeeded little better.

Even had the finances been honestly administered the
revenue would not have covered the war expenses, not only
because these were enormous, but because the army com-
missariat and the army contractors were such that the taxes
collected never reached their destination. The King was
left without his carriage, and the soldiers went shoeless.!

The administrative machinery, both civil and military,
was rotten throughout. When not in use and looked at
from a distance it might perhaps still have imposed on the
ignorant.? But when after the fall of the Stuarts, people
wished to set it going, the structure crumbled to dust.
William did much to improve matters, but his throne was
insecure and he recognised his unpopularity, and hence
dared not introduce changes except with the utmost caution.

His ministers too could not resort to the plan so much
used by their predecessors of mortgaging the taxes voted by
Parliament, for the policy had been adopted of granting
subsidies for short periods only, and soon Parliament voted
taxes only for the service of the current year. This limita-
tion was due to want of confidence in William I1I., and was
regarded as the best guarantee that the nation could have
that Parliament would be summoned regularly.

Taxation then was insufficient to meet the expenses of the
war. Nowadays this is the usual state of things, and we
find Governments raising a loan on the outbreak of war.
Then matters were different, the public were unaccustomed

! Macaulay, Chap. xiv., Vol. IL,, p. 89 of the edition referred to above.
He says with regard to the Irish campaign, and more especially with regard
to the Commissioner General, Henry Shales: ‘“ The becef and brandy which
he furnished were so bad that the soldiers turned from them with loathing :
the tents were rotten: the clothing was scanty : the muskets broke in the
handling : great numbers of shoes were set down to the account of the
Government, but two months after the Treasury had paid the bill the shoes
had not arrived in Ireland. . . . An ample number of horses had been
purchased . . . But Shales had let them out for harvest work to the farmers
of Cheshire, had pocketed the hire, and had left the troops in Ulster to get
on as they best might.”

The fleet fared little better, see Macaulay, Chap. xv., Vol. 1I., p. 127.

2 [ say ‘f the ignorant,”’ for men like Bonrepaux, who had been sent by
Louis XIV. in 1686 to investigaie the state of the English navy, were not
deceived as to the real condition of things.
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to State loans. It may have been that William could not
readily have procured money, for he had no credit; not to
mention the bankers’ recollections of Charles I1.,' the public
had no confidence in the stability of this Government, the
Jacobites were numerous, and Louis X1V. continued to be
victorious.? William was forced to beg a loan of £100,000
from the city of London. Paterson® says that to get the
money the ministers and aldermen had to go from shop to
shop and from office to office. In the end they could only
raise the whole amount by allowing commissions and giving
premiums, which reduced the total by nearly 30 per cent.

The war expenses had however to be met, and Montague
took upon himself to attract the public by ingenious de-
vices.*

The first of these devices, which strict-minded people
might be inclined to call shifty, was a loan raised in 1692
in the form of a tontine.®* ‘‘ The subscribers were to receive
10 per cent. until 1700, and after that £7,000 per annum was
to be divided among the survivors till their number was
reduced to seven, when, on the death of each, his annuity
was to lapse to the Crown.”” The ingenuity of the scheme
was greater than the credit of the Government and only

! The lawsuit of the goldsmiths was then in full swing. [t was suggested
that they should be offered 6 per cent. for their money on condition that
they would advance, at the same rate, a sum equal to the debt, which was
estimated at £1,340,000. But these proposals met with little success.

* At the time of which I write Irelahd was not yet completely re-con-
quered and rebellion was raging in Scotland. Tourville had control of the
Channel, and Luxembourg was fighting William in Flanders. And this, apart
from the personal exploits of Louis, the capture of Mons, and the taking
of Namur, which last event inspired such terror in Europe and such bad
verses in France.

' See Wednesday Club in Friday Street.

* One of these had important results, though in itself a small ma..
A tax was put on the shares of the East India and of the Hudson's Bay

ompanies. ‘‘ This tax,”” says Mr. Dowell (p. 51), “had the €ffect of a
caution to the public creditor. No one is more easily alarmed than the man
abOut‘to lend his money.” Even after the repeal of the tax ‘it was found
expedient, if not necessary, to introduce into the Loan Acts a proviso that

overnment annuities should be clear of all taxes and duties whatsoever.”
As_regards the loan demanded from the City, the Council refused to help
the King except on receipt of a commission. See on this point Remarks on
the proceedings of the Commissioners for putting into evecution the Act
bassed last session for establishing a Land Bank (1690).

b ® Macleod, op. cit. (3rd Edition), p. 376. The interest on the loan was to
¢ met by a new tax on beer.
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£108,000 was collected. Better results were obtained after
the addition of a clause by which subscribers could get 14
per cent. during the life of any person they liked to indicate.

This loan, which in the end brought in £881,493, and
the money from the land tax,® which was raised in 1692 to
4s. in the £ and produced £1,922,000,% joined to a relative
improvement in the political situation, enabled things to
go on until 1694. But at this date political affairs were as
bad as they had been two years earlier. Tlfe estimates for
the year were enormous, over five millions; more than half
this was needed for the army alone.* In order to meet them
all possible taxes were imposed and a lottery loan was
agreed to; the latter was a new invention of the indefatig-
able Montague.

This lottery had nothing in common with modern
lotteries except the name. The sum to be raised was divided
into 10,000 410 shares. The yearly interest payable on
each of these shares was 20s., that is, 10 per cent. for 16
years. But as this was not enough to attract the public,
prizes were added. £40,000 was to be divided each year
among the fortunate winners.® This sum, and also the 10
per cent. interest, was to be raised by means of a new tax
on salt.

A million was secured by this means, and another was
needed to make up the required sum of £5,030,000; there
was only one way of obtaining it, which was to adopt

* Many people received incomes throughout the 18th century in return
for a few pounds lent to William IIl. in their youth. For instance, £100
was entered in the name of Charles Duncombe, then three years old, who
afterwards translated Horace. This author received 77 annual payments under
the Act of 1692.—Macaulay, Chap. xix., Vol. 11, p. 398.

2 A tax imposed on the rental value of land.

3 In 1693 the land tax did not, as Macaulay (Chap. xix.) states, bring
in two millions, but £100,000 less than the year before. The total rent was
stated this year by the taxpayer on oath. Davenant (Essay upon Ways and
Means, Works, Vol. 1., p. 33) attributes the decrease to this method of
assessment.

4 The King wished to increase the army to 94,000 men; he was in the
end allowed 83,000. Things had advanced a long way since Charles’ 8,700
men, and since his budgets of £1,500,000.

& The largest prize, a £100 annuity, was won by four Huguenots who
had given up their country to keep their religion. The English public thought
that the hand of God was recognisable in this result.
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Paterson’s plan.' Montague, who had known of this scheme
for several vears, now turned his attention to it, and the
Bank of England was founded.

It is now time to learn something of Paterson and his
scheme. We shall first give a biographical sketch of this
remarkable man and then proceed to examine his scheme,
or rather schemes, and point out their main features.

t See the reports of F. Bonnet to Frederick 111., Elector of Brandenburg,
which were found among the Secret Archives at Berlin by Leopold Van
Ranke, and were published by him at the end of his History of England
principally in the b‘e'uenleenth' Cenlury, Vol. Il., pp. 144-278. These letters
are of great interest, the writer describes vividly the finaacial difficulties in
which William IIl.’s Government were continually involved. See especially
the letter of January 12-22, in which the future Bank is discussed, and pp.
238, 239, 240.

The letter of April 20-30, 1694, (p. 246), is the most intcresting of all.
Bonnet explains the organisation of the Bank and the reasons for its founda-
tion. He concludes by stating that the paper tax has been passed and that
possibly a tax on hackney coaches will be passed; but, he adds, ‘‘ this last
contribution is regarded as an extra one, because the House has only agreed to
raise a sum of £5,030,000 this year, which is to be produced as follows '’ :~

Land Tax, estimated at ............ccceovevvnineinnnnnn, £1,500,000
Poll Tax, " et rans £,0,700,000
Paper Tax, " N 40,330,000
Lottery, - . ceuee fy 1,000,000
The Bank, . . ..£41,200,000
Annuities, . ettt e e e raarnaaen £0,300,000

45,030,000



CHAPTER 1II.

PATERSON, HIS LIFE AND WORK.—-THE
FOUNDATION OF THE BANK OF
ENGLAND.

Birth and youthful adventures. Return to England after 1688. Active share
in public affairs. Explanation of his leaving the Bank of England shortly
after he had founded it. The Darien Expedition. Last years of his life.
His claims on public gratitude.

Paterson’s first scheme, 1691. His Pamphlet in 1694, ‘“ A Brief Account of
the Intended Bank of England.”” Principles on which the new Bank
should be based.

Political opponents ; Jacobites and Tories ; Commercial rivals ; the Goldsmiths.
Hostility of the landed gentry; its causes. The dissentient Whigs.
Arguments used by the Bank's opponents. Opposition in Parliament.
Bill only passed because the Government wanted money and could not
obtain it otherwise.

SECTION L

THE LIFE OoF WILLIAM PATERSON.

WiLLiaM PATERSON was born at Trailflat,’ in the county
of Dumfries, probably in 1658.> He came to England when
very young and afterwards spent a long time in travelling,
as is shown by one of his letters to George I.* In particular
he visited the West Indies, and was able to point out the
importance which would be acquired by a colony on the
isthmus of Panama, or of Darien, as it was then called.
But the tale* according to which he joined some American
buccaneers, after having started from England as a mis-
sionary, while it is possible, yet rests on no sufficient
foundation.

! See Pagan, The Birthplace and Parentage of W. Paterson.

2 This date may be deduced from his will, made in July, 1718, in which
he says that he is 60 years old. The farm where he was born was only
pulled down in 1864.

3 Paterson, Memorial to George I. (March 8th, 1714).

* Francis, pp. 45-46. The profession of buccaneer was not then accounted
dishonourable and it was alleged that Bluckburn, Archbishop of York
from 1724-1743, had followed it in his youth. See Thorold Rogers, The
Industrial and Commercial History of England, p. 13.
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About 1685 Paterson went to Amsterdam—then the head-
quarters of the English \Whigs; he apparently took part in
the revolutionary movement of 1{)88', and must have been
deeply involved in the Liberal agitation which preceded the
campaign in England. At any rate like many politicians,
he diligently frequented the coffee-houses.

After the revolution he settled in London where he be-
came rich and influential. In 1691 he, in association with
Michael Godfrey and other London merchants, proposed
the foundation of the Bank of England, at the same time
pointing out the need for a restoration of the coinage.
Paterson was the chief promoter of this scheme, but in spitc
of his repeated efforts, nothing came of it for three years.
During this time Paterson, who was by no means the mere
adventurer people have tried to make out, took part in
various important undertakings, helped to supply North
London with drinking water, and in 1692 was the chief
witness before the Parliamentary Committee appointed to
receive proposals for raising supplies.

It was during these negotiations that he had the good
fortune to become acquainted with Montague, then one of
the Commissioners of the Treasury, who recognised the
advantages to the State which might follow the realisation
of Paterson’s scheme, and whose influence proved invalu-
able two years later, when the proposal came to be voted
upon.

When the Bank was founded Paterson became a director,
with a salary of £2,000, but the Bank did not completely
fulfil his expectations, and a year later he resigned, after a
disagreement with his colleagues.

As a matter of fact the exact cause of Paterson's retirc-
ment is not known. In his Enquiry® he expresses himself
Purposely in vague terms. Sir W. Scott and Chambers
both incline to the belief that his colleagues having made
use of his experience, wished now to make use of his post.
1\.’Ir. SFephens“ considers this view quite mistaken; he be-
lieves it to be impossible that a body of people having such

: /!n Enquiry by the Wednesday's Club in Friday Street (1717), p. 68.
. Sce Engquiry, loc. cit.
tion tSee the notice of Paterson by Mr. Stephens at the end of his Contribu-
0 the Bibliography of the Bank of England, p. 160.
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high reputations should act so meanly and should be blind
enough to get rid of so experienced a colleague.

The explanation of these disagreements seems to me easy
enough to find when we remember the differences of char-
acter and financial training which distinguished Paterson
from his colleagues.” Paterson was a genius, bold even to
rashness, quick to undertake difficult enterprises and to ac-
cept the risks of untried experiments, experiments which, as
we shall see, were not always successful. His colleagues were
of quite a different type; they were merchants, the heads of
important firms, not having like him made a rapid fortune,
but on the contrary, having amassed their wealth by pro-
longed effort, and on this very account not caring to risk
in a day what had cost them so much labour to acquire.
The long practice which they had had in business inclined
them to excessive prudence. Paterson in spite of his many
good qualities, nad the adventurer’s temperament, which
must have frightened not a little the good citizens who were
his colleagues.  As long as Godfrey lived he was able
to keep the peace between these two inharmonious factors.
After his death the differences of opinion came to the sur-
face, and Paterson realised that there was nothing for it
but to retire, which he did in a perfectly dignified manner.*
However he was soon to be involved in fresh adventures.
He took up once more a scheme with which he had pre-
viously dailied, and to promote which he had applied to the
Elector of Brandenburg, and had even gone to Prussia, but
without success. I refer to the famous project of the Darien
or Panama expedition.

This is not the place to give an account of this disastrous

* See also the pamphlet : Observations upon the Constitulion of the Com-
pany of the Bank of England, with a narrative of their late proceedings.
The author complains amongst other things of a director, who expected an
‘“ unreasonable reward,” and was inclined to express his opinions on the
matter in the coffee-houses. It is possible that Paterson is the person
referred to, and this would give a new explanation of his resignation.

* Apparently however he continued to feel a certain resentment at the
incident, for some years afterwards, in a petition to Godolphin, the Lord
Treasurer, dated the 4th of April, 1709, he refers to the services he rendered
and states that he received no reward for his cflorts and for the expense to
which he was put.
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adventure,’ into which the whole Scotch nation threw itself
pblindly and with unexpected fervour. The result was
deplorable, but Paterson’s share in the matter was absolutely
honourable.? Indeed on his return to London® he was
most graciously received by William I11., who accorded him
numerous interviews and requested him to formulate his
schemes in writing. These schemes related to various
financial questions and occasionally to political matters:
such as the real union between England and Scotland.*
Many of these proposals subsequently formed the basi§ of
important financial reforms, such as Walpole’s Sinking
Fund, and the consolidation of the national debt in 1717.*

William Paterson died in London in 1719. According to
some writers he passed the concluding years of his life in
want.® He certainly lost £10,000 in the Darien expedition,
and he complained of poverty unceasingly until the end of
his life.? It seems however, that in 1715 he was recom-
pensed for his losses in the Scotch expedition, for not only
did Parliament, at the request of the King, vote him a sum
of 418,241 at this time, but it is probable that he actually
received the money since in his will he left considerable
bequests to different people.®

! Details as to the Darien Expedition will be found in Macaulay, Chap.
xxiv., and in John Hill Burton, History of Scotland, Vol. VIIIL., chap. Ixxxiv.
The Scotch numbered 1,200 and the expedition went in five large ships.

* Paterson nearly lost his life in this expedition, during the whole of
which he displayed great courage and energy. His fellow-countrymen
never blamed him for their common failure, disastrous though it was for
Scotland. Dumfries elected him a Member of the first United Parliament.
The last Scotch Parliament had already recommended him to Queen Anne
on account of his good services.—De Foe, History of the Union, p. 525.

* April, 1701,

* Enquiry, p. 84.

* T have omitted to say that Paterson, who certainly took a part in
everything, was concerned in the question of the Orphans’ Fund. There is
in the British Museum a pampbhlet called : Some account of the Transactions
of Mr. W. Paterson in relation to the Orphans’ Fund (1693). The catalogue
States however that this document is ‘‘ wanting all but title page,” and it
adds for our more definite information, and out of respect to the memory of
M. de l1a Palice, that the work is incomplete.

* Dalrymple, Memoirs on Great Britain and Ireland, Vol. Il., Part 1II.,
PpP. 8g-123.

" The last petition which he made to the Government is in a letter sent
a month before his death, in December, 1718, to Lord Stanhope.

* He left £6,000 to differcnt relatives, £1,000 to Paul Daranda, his legal
€xecutor, etc. The will was made in 1718.
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Such was in outline the life of the founder of the Bank
of England.” There have been none more eventful and, it
must be acknowledged, none more fruitful or more honour-
able. On all the occasions when he was the promoter of an
enterprise, Paterson showed much talent and energy, and
whatever mistakes he may have made, he never spared either
himself or his fortune. His courage and the nobility of his
character were proved during the Panama expedition, an
undertaking which was happy in its conception and which
deserved to succeed. He gave evidence of diplomatic skill in
the negotiations with Scotland with which the Queen en-
trusted him about 1706, and of statesmanship in the various
measures which he brought forward between 1701 and his
death, and which others had the honour of carrying out.
In addition he not only possessed great facility, which was
a sufficiently common gift at that time, * but also exceptional
gifts as a political writer.> Nevertheless, his name will be
chiefly remembered in history on account of his share in
founding the Bank of England.

e had the honour of proposing the first really workable
and matured scheme; and possessed talent and perseverance
to carry it out in the face of innumerable obstacles, as much
political as financial. e was it is true but ill-rewarded
for his labours. Ile never held any of the official posts to
which he might have aspired; and though I do not think it
accurate to say that he died in poverty, he at any rate passed

! Those who are interested to learn more details of Paterson’s remark-
able life may consult in addition to the works already mentioned, a
biographical notice at the beginning of S. Bannister’s edition of his works;
Laing's IIistory of Scotland, Vol. V.. p. 299; Chambers’ Domestic Annals
of Scotland, Vol. 111, pp. 121, 124, 131 and, finally, a French work by
Paul Coq on the Monnaic dc Banque, dedicated to Paterson, and preceded
by an essay on the ingenious Scot. Paterson was also the hero of an historical
novel published in 1852, Darien, by Eliot Worburton, which had its day of
celebrity.

2 Daniel De Foe's work is the most famous instaine of the prolific and
diverse character of the writings of the authors of the period. M. Taine
says of him: ‘“ He wrote in verse, in prose, on cvery subject, political and
religious, ephenmweral and fundamental, satires and romances, travels and
pamphlets, business treatises and statistical studies, in all 210 works.”—
Ilistoire de la Littérature anglaise, Bk. 111., Chap. vi., p. 264.

> BRannister's edition, The Writings of William Paterson, with a bio-
graphical notice, is not complete. A fuil list of Paterson’s works will be
found at the end of Stephens’ notice of him.
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a large portion of his concluding years in this condition.
Posterity will do him more justice than his contemporaries,
and his name will always be connected with the famous
institution which owes its origin to him.

SECTION 11,

WILLIAM PATERSON AND THE BANK OF ENGLAND.

The scheme which was accepted by Montague and was
destined to be realised in the form of the Bank of England
was not Paterson’s only project; there were two others.

As early as 1691, he proposed, in company with various
city notables, to lend a million to the Government, in return
for a yearly payment of £65,000, of which £35,000 were for
the expenses of management, on condition that the notes
of the bank to be founded should be legal tender. The
committee to whom these proposals were submitted refused
to make the notes legal tender, but were ready to authorize
their issue. Paterson was willing to accept this, but his
colleagues would not support him.!

The second scheme, which offered to provide two millions
for the Government, also came to nothing. And it was to
compensate for this failure that Montague devised the lottery
!oan; but as we have seen, the sums yielded by this were
ma@equate, and application was made to Paterson, who in
the interval, had drawn up his final scheme.

G'The plan now was to raise £1,200,000 to be lent to the

Government in return for a yearly interest of

The subscribers to the loan wei,e to )f,orm a corgorﬁi?:,\i??};

tﬁ}}e right to is:sue notes up to the value of its total capital.

Cg;pcfgso(;?tl}?en];‘;ii to be callec’l‘, ‘“The Governor and
of England.”?

Paterson wrote a pamphlet demonstrating the economic

rincj ‘hi
II')estn.Clples on which the future Bank of England was to

1
See Macleod iti i
v ] od, sth edition, Vol. 1., p. 47. Ba ’
0'5 Sé ppl.3 Xxviii., xxix. (2nd edition). P47 nnister, Paterson's Works,
€ DBonnet, letter referred to above ¢ i
. 0 » P- 246. The high fi
':‘Jnfte):: (l;t?ld to those who lend the sum of £71,200,000, only gﬂ'ecptrsoat s?ria]sl
Position ¢y |:1ersons and the majority of the Lower House, who are in a
advance ten, twenty, or thirty thousand pounds. For the whole
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He notes the old mistake * that the stamp or denomina-
tion gives or adds to the value of money.”’ The fallacy
contained in this was pointed out by those who had sug-
gested the foundation of the Bank some years earlier. lts
promoters had seen that the institution ought to be based
on the following principles :*

«1. That all money or credit not having an intrinsic
value, to answer the contents or denomination thereof, is
false and counterfeit, and the loss must fall one where or
other.

‘3. That the species of gold and silver being accepted,
and chosen by the commercial world for the standard, or
measure, of other effects, everything else is only accounted
valuable as compared with these.

“ 3. Wherefore all credit nc founded on the universal
species of gold and silver is i1 .acticable, and can never
subsist neither safely nor long, at least till some other
species of credit be found out and chosen by the trading
part of mankind over and above o7 in liew thereof.”

After describing the strong position of the Bank and its
prospects of success, and stating that no dividend would
be paid without several months’ notice, in order to give the
shareholders the choice of selling or retaining their shares,
Paterson remarks that ** The politicians . . . distinguish
between the interest of land and trade, as they have lately
done between that of a king and his people,”” but “if the
proprietors of the Bank can circulate their own fundation of
twelve hundred thousand pounds without having more than
two or three hundred thousand pounds lying dead at one
time with another, this Bank will be in effect as nine hundred

amount is divided into shares of £10,000 cach, of which not less than one
nor more than three may be taken. .. . The subscribers are to form a
company, here called a corporation, . . . which will pay them at the rate of
4} per cent., and from which they can withdraw their money at any time
and in any quantity that they wish, hence the proprictors will make 8 per
cent. on the mnoney they have lent, and 3} per cent. on what is lent to them.

. But Parliament makes the corporation responsible for all the sums
which it receives above 41,200,000, and makes the proprietors jointly and
severally liable.”

1 A brief account of the intended Bank of England (1694), p. 3. Bannister,
op. cit., Vol. 111, p. 8o.

* pp. 9, 10. Bannister, pp. 83 and 84.

3 p. 12, an alfusion to the Land Bank. Baunister, p. 85
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thousand pounds or a million of fresh money brought into
the nation.”” The Bank, far from being a source of danger
to borrowers, traders or landowners," will benefit them by
reducing the rate of interest, as has been done by the Banks
in Amsterdam and Genoa.

Paterson concludes that the enemies of the Bank are only
¢ Jacobites who apprehend it may contribute to lessen their
monarch of France, with some few usurers and brokers of
money ; and the third sort are commonly such as have not
wherewith to trade, unless it be like Haman of old, for
whole nations or peoples at once.’’? ’

This conclusion leads us to refer to the objections which
greeted the announcement that the Government® had ac-
cepted Patersqn’s scheme, and the i: lusion of the plan of
the new Bapk in the Tonnage Bill. These objections came
from all sides, and though the Bank opponents may if
necessary, be c!assiﬁed in Paterson’s th ee categories, such
a d;v1sxop requires to be explained and defined. Thi,s will
be the aim of the third part of our second chapter. We
shall also explain why their opposition was ineffectual.

SECTION IIL

THE OPPONENTS OF THE BANK.

;I‘hese opponents were both political and commercial.
. n the first place, the Tory party and the Jacobites were
alraid that the Government would be strengthened by a

' Paterson is trying to i
] pacify the merchants and ahove a
ﬁ]rgs;;et?;s.thv;hcéol;a‘ctir been Led to l;;!ieve] that the bank would ;:)sél:g :ljln (:;:::
Goatony "t secomli fgimggr ofW(t)}‘: only make loans at abnormal rates.
o , d e Bank, also did what he coul i
m‘f\ f\sz}rs.”}le writes (p.“7 of the pamphlet already referred to, F‘}'azocisdlsg;l
Englang to 2 P- 247): ‘“The Bank will reduce the interest of monety in
it 5o 0 3 per cent. per annum in a few years, without any law to enforce
o theel Manner as it is in all other countries where banks are establisht
fand t;ssenmg the interest of money will infallibly raise the value of
the p;iée. fOr the falling the interest of money . . . will unavoidably advance
of oo laodla\nd to above thirty years’ purchase, which will raise the value
"ei!hbursel;hs of _England at least 100 millions, and thereby abundantl
say on wh e nation all the charges of the war.”’ Godfrey does not howevel:
concernen at ground he promises this remarkable rise, and appears mainl
2 yned to disarm the opposition of the landed proprietors. Y
Bannister, p. 8.

* Th ablishi .
April th: “S::\‘::Jte establishing the Bank had received the royal assent on
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successful bank, while if the scheme failed it would be
powerless from lack of funds.

Then there were all the country gentry, whose opposi-
tion was due not only to their political opinions, but also to
the horror which merchants and financiers, such as
were the promoters of the Bank, have always inspired in
small landowners, condemned to lead a miserable existence
on their estates. Moreover, these landowners had been in-
duced to believe that the Bank would attract all the money
in the country and that borrowing would no longer be
possible except at exorbitant rates.!

The new Bank had also to meet the opposition of the gold-
smiths and money-lenders who were deprived of their most
obvious profits by the new undertaking; and of the pro-
moters of rival schemes, chiefly that of Chamberlain and the
other supporters of the Land Bank.

Finally, these various opponents were joined by a few
dissentient Whigs, whose opposition was not altogether
without effect.

This union between all the enemies of the Government
served to rouse its partisans.*

But nevertheless the arguments of the opponents did not
appear valueless to contemporaries. The principal ones
were as follows :*

(1) Tt was alleged that the Bank, which was nicknamed
the Tonnage Bank, would absorb all the money in the king-
dom and would subject commerce to usurious exactions. A
remarkable objection this to come from the goldsmiths, who
had never enjoyed the reputation of lending their money
for nothing ; none the less they talked of 'the risk of honest
merchants “ if they got into the clutches of this harpy of
Grocers’ Hall.”™*

(2) It was alleged that the Bank would attract to itself all
the money in the country by its high rate of interest, and

! We have seen that Paterson and Godfrey tried to allay these forebodings.
The latter even went to the length of making rash promises. See above,
p. 67 note.

3 Burnet, op. cit., Vol. IV, p. 246.

3 Thorold Rogers, pp. 9, 10.

¢ From the name of the hecadquarters of the company.
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that no capital would be available for trade and industry.
This is the objection made by Davenant,® who writes : ** The
funds . . . are so inviting and of such infinite profit that
few now are willing to let out their money to traders at 6 per
cent. as formerly; so that all merchants who subsist by
credit, must in time give over.”

(3) It was alleged that the Bank would grow too powerful
and would become the keystone of the commercial world’
and that if it failed, it would drag down with it the whole 0%
English trade.

(4) It was alleged that the Bank could only favour a
limited number of merchants, and that these, thanks to a
very low rate of discount and to facilities of all kinds, would
soon be able to ruin their competitors.? ’

(5) From a political point of view the Tori
that a State Bank would be one step towarc(i)s“ezlS r(eie;c:z{fcd
because such institutions are not compatible with a mon:
?}:IL:);; Indegd thehfacts seemed to give some plausibility to

eory, since the thre isti
established in three repubﬁcg.reat banks then existing were

(6) Sta.rting from a similar standpoint but arriving at
totally different conclusions, the dissentient Whigs feired
lest the f.oundation of a bank should lead to absolute mon
archy,.smce the King would be supplied with mean {
procurin is instituti o

g money through this institution and might thus

esgl:i\pe the financial control of Parliament. & .
lawo rlr-f}?itbt‘h'ls criticism, a clause was i.ntroduced into the
Govep iting .the Bank from lending money to the
oy frunl;nsxiistd(\)vr:hofut 'the express authority of Parliament.
of this prohibition was not realised until it

' Essay upon Wa
s ) s and M, s
Whitworth's Edition, 1771, Vol. L, p. ag] O 1098 P 44 [Werks,

]
This objecti
1707. It i‘;blfhcet’on lWaS not, to be strictly accurate, brought forward unti
;inewal of the B::k):socrllmg”:al ol;gectxon contained in a work opposing the
e Bank. | arter : Reasons offered against th ; ;
lt:‘l)1 considerati':;nas If)‘flet'h;g ')’dﬁ{je":g?: O}f] Pt]lsrliament.g Perhapes f:';;";;;::;;"dgg
arte at the Bank i s s
s ;a::r:OUOWI the same rate of discount to evﬁiy:‘nr:nacl?k::s obliged by its
aterson, Intended Bank i’ :
Peregrinatio, € ank, p. 8. Another tells us that in 4 i
em get f ns he never met banks but only in Republics. Aa:xtd I?f t\lzle rllo:

W 't looting in E : ;
€alth.””  See also PP:I%laanr?& ;’e shall certainly be in danger of a common-
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was disregarded by William Pitt, from which neglect a
crisis resulted whose description will occupy the whole of
the IVth Part of this volume.

All these criticisms, contradictory though they appear,
greatly excited public opinion, and aroused many fears
among the landed proprietors who formed the House of
Lords. The project was only passed because the Govern-
ment needed money and could not obtain it otherwise,

Bonnet! thus describes the debate in the House of Com-
mons : ‘‘ People think that this institution has its good and
its bad points, but had it not been that time pressed, they
do not believe that it would have been passed by the Lower
House, for there was strong opposition at the last moment,
one of the chief objections being that this will be a Bank
in the State without being under the control of the Govern-
ment.”’ The Bill however passed without a division. ‘' No
question,”’ writes our author, ‘' has been more vigorously
debated in this Parliament than that of the establishment of
a Bank in the hands of a corporation. It came before the
Upper House yesterday, and the assistance of all the
Lords of the Court party was needed to get it through.
The Marquess of Halifax, and the Earls of Rochester,
Nottingham and Monmouth, spoke several times against
this institution, and brought forward a number of argu-
ments to show that it would be injurious to the King,
since it was not to his interest that the management of such
large funds should be in other hands than those of the
Government. That it would be still more injurious to the
public, since instead of money being invested in trade,
it would be deposited.in this bank; and that it would be no
less injurious to individuals, since it was obvious that they
would no longer be able to sell or to mortgage lands with-
out great loss. The Marquess of Caermarthen and the Earl
of Mulgrave were the chief among those who maintained
that the Bill must be passed without alteration ; not because
the arguments agai..st the Bank were not good ones, but

Y Op. cit., pp. 240, 247.
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because the difficulties which would follow from a refusal
and the departure of the King, which would at least be de:
layed ten or twelve days by a consent, seemed more real than
those with which they were threatened. But the number of
votes, not the number of arguments, carried the day, for in
the division which they were forced to take there’was a

majority of twelve in favour of passing the Bill 1
and it has been read to-day for the last tg;me.”‘ unaltered,

! Letter of April 24th to May 4th, p. 248,
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THUs notwithstanding the violent opposition, the project
was finally passed, and the Tonnage Bill became the Ton-
nage Act. We shall proceed to study its provisions. Then
we shall compare the Bank of England with the principal
Continental banks of the period, and shall point out the
original character of the new institution, and in what way
it marked a definite advance. This comparison will lead us
to examine the business which the youthful bank proposed
to transact.

SECTION L

CHIEF PROVISIONS OF THE ‘‘ TONNAGE ACT.’™!

The Act of Parliament by which the Bank was established
is called ‘“ An Act for granting to their Majesties several
Rates and Duties upon Tunnages of Ships and Vessels, and

! Gilbart, History, Principles and Practice of Banking, Vol. 1., p. 3t
(edition of 1907), gives a good analysis of this Act. Tt is almost the only
thing in which this book has proved of service.
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upon Beer, Ale, and other Liquors; for securing certain
Recompenses and Advantages, in the said Act mentioned,
to Such persons as shall voluntarily advance the Sum of
Fifteen hundred thousand Pounds towards carrying on the
war against France.”

After various articles referring to the imposition of taxes,
the Act authorised the raising of 41,200,000 by subscrip-
tion, the subscribers forming a corporation to be called,
“The Governor and Company of the Bank of Eng-
land.””* No person might subscribe more than 410,000
before the 1st of July following, and even after this date
no individual subscription might exceed £20,000. The
corporation was to lend the whole of its capital to the
Government, and in return it was to be paid interest at the
rate of 8 per cent., and £4,000 for expenses of management,
in all £100,000 per annum. The corporation was to have
the privileges of a bank for twelve years, then the Govern-
ment reserved the right of annulling the charter after giving
one year’s notice to the company. The corporation were
not authorised to borrow or owe more than their capital; if
they. did so, the members became personally liable in pro-
portion to the amount of their stock. The corporation were
forbidden to trade in any merchandise whatever, but they
were allowed to deal in bills of exchange, gold or silver
dullion, and to sell any wares or merchandise upon which
they had advanced money, and which had not been re-
deemed withip three months after the time agreed upon.”?
th;hi ;:b;cezggs:rtlés;ts w:fs :)g)ened at the? Mercers’ Chapel,*

e corporation, on Thursday,

]ur.xe 21, 1604, Accprding to Luttrell, £300,000 was sub-
f;:irggfddon the opening day alone, the Queen having con-
ed £10,000. ‘To encourage capitalists, £2 10s. per
gent. rebate on the amount subscribed was allowed on the
Ist three days, and £2 on the subscriptions of Monday,

! This is the official title still i
. i still in use. The word ‘fco A
g‘]’:sgg"ed in the Italian form then fashionable; the Bank nox:ga:zz issllsxef‘lvei:
Jjrame of the Governor and Compania of the Bank of England.
. Gilbart, Vol. I., p. 32.

he Bank continued at the Mercers’ Chapel until September 28, when

it moved to G ’ .
i rac :
1t remained for 4;1'5 Hall, which had been taken for 11 years, and where
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June 25; after which the advantage was reduced by five
shillings per cent.! for each of the successive days.’”?
This reduction was justified, since £goo,000 had already
been subscribed, and the £600,000 which came in during
the first three days sufficed to make the subscribers into a
corporation.

After this great success the Charter of Incorporation was
granted on July 27, 1694. Its main provisions were as
follows :*

“ That the management and government of the corpora-
tion be committed to the governor, deputy-governor, and
twenty-four directors, who shall be elected between the 25th
day of March and the 25th day of April each year, from
among the members of the company duly qualified.

““ That no dividend shall at any time be made by the
said governor and compauy save only out of the interest,
profit or produce arising out of the said capital stock or
fund.

““They must be natural born subjects of England, or
naturalised subjects; they shall have in their own name and
for their own use, severally, viz., the governor at least
£4,000, the deputy-governor £3,000, and each director
£2,000 of the capital stock of the said corporation.

““ That thirteen or more of the said governors or directors
(of which the governor or deputy-governor shall be always
one) shall constitute a court of directors for the management
of the affairs of the company.”

It may be noted also that according to the terms of the
Charter, each director must have at least £3500 capital
stock; *“ four general courts’’ must be held in each year,
conditions are specified under which additional meetings
may be summoned, and finally, the general courts are to
issue ‘‘ by-laws and ordinances for the government of the
corporation.’”*

1 ¢ These premiums were defrayed from the civil list,”’—Postlethwayt,
History of the English Revenue, p. 10.

This fact, joined to that of the Queen’s subscription, shows the intense
interest which the Orangist party had in the success of the Bank.

3 Thorold Rogers, First Nine Years of the Bank cf England, p. 2.

? See Gilbart, Vol. L., pp. 32, 33.

¢ The laws and ordinances of the Bank, ¢ not repugnant to the laws of
the Kingdom,” were drafted according to the advice of Sergeant Leving, a
celebrated barrister of the period.
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The new institution was started on a sufficiently modest
scale. ‘“ The secretaries and clerks altogether numbered
but fifty-four, while their united salaries did not exceed
£4,350."" Business was carried on in a single room with
primitive simplicity. Even sixteen years later Addison®
writes: ‘I looked into the great hall where the Bank is
kept, and was not a little pleased to see the directors,
secretaries and clerks . . . ranged in their several stations
according to the parts they hold in that just and regular
economy.”’

SECTION II.

COMPARISON BETWEEN THE BANK OF ENGLAND AND THE
Banks OF VENICE, GENOA, AMSTERDAM, AND SWEDEN.

At the time of the foundation of the Bank of England, at
least three important banks existed in Europe, those of
Venice, Genoa, and Amsterdam. . An examination of the
constitution of these banks, and a comparison between them

and the Bank of England, will prove both interesting and
important.®

A.—The Banks of Venice, Genoa, and Amsterdam.

1.—The Bc_mk of Venice. A persistent error dates the
Bank of Venice from the 12th century, from 1156 or 1171.

: grancis, p. 65.

pecrator No. 3 (March, 3, 1701). This essay will be found in Chalmers’
C‘})lllect\llon, The British Essayists, with prefaces yhiston'cal and biograpbicasl,
E:s;x li), p. 13. I was surprised not to find it in the edition of Addison’s
hundysd r;ughk out by Sir John Lubbock in 1894. See Sir John Lubbock’s
o red Books. The essay in question contains an allegory illustrating the
S¢ union between the Bank and the Whig party; we shall refer to it

ﬂga’mFbelow,, see p. 119. '

or this two-fold purpose the following works may be consulted: La
dué’}oler[SI sur les Bangues; Guillaumin's edition, Eco:omistes et Fina'ncx':;
enice | e siécle; and Rota (P.), Storia delle Banche. For the Bank of
X111 allnkplazlmcular: Lattes La Liberta delle Banche a Venezia dal Secolo
of E.con VIL; anc:! C. F. Dunbar, The Bank of Venice (Quarterly Journal
MemO"_et;"ncS, April, 1892). For the Bank of Genoa: Carlo Cuneo,
in Genovao-Pm antico debito ?ubhc? mutui, compere, e banche di San Giorgio
Téforme o, :nd Adam Wiszniewski, La Méthode Historique appliquée a la
e Gémes ?SF_anques; Histoire de la Banque Saint-Georges de la République
Conomirs Elnal_ly, for the Bank of Amsterdam : Mr. Pierson, Principles of
Mees, Pro; nglish translation, p. 488, mentions a Dutch work by Dr. W. C.
booke to e;’g’cnor geschiedenis van het Bankweszen in Nederland. “The various
which we refer in the text may also be read with advantage,
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As a matter of fact, this Bank was not created until four
centuries later. Probably however, private banks existed
in Venice from an early date, doubtless as a supplement to
the business of the exchangers, These exchangers, the
campsores,* soon began to accept deposits, and in a law of
September 24th, 1318, some security was given to the de-
positors. But it should be noted that an earlier law, passed
in 1270, which regulates the transactions of the campsores,
makes no mention of deposits. From this it seems likely
that this new business developed between 1270 and 1318.
At all events, the laws following that of 1318 frequently use
the terms bancherius and bancus.

The new banks grew and multiplied. Their business was
very similar to that of modern banks. They were banks of
deposit and of discount. Moreover payments by means of
transfers on the banker’s book existed from the early 15th
century. These transfers were simplified by the issue of
certificates of deposit, the contadi di Banco, to which re-
ference is made as early as 1421, and which were used,
according to Rota,? like coin; in this way these primitive
Venetian banks resembled our banks of issue.

Some of these private banks became very powerful, but
many of them ultimately failed. Thomas Contarini, in a
speech that well repays reading, ® states that out of 103 banks
which had been established only g had succeeded.*

The series of failures in 1489° and 1523, and in 1504 the
failure of the Pisani and the Tiepolo, with liabilities of

' For the campsores see Rota, pp. 35 and 36.

H)
p. 104.
? Contarini’s speech in favour of the establishment of a public bank, and
that of a senator opposing this policy, both delivered during the great debate
of 1584, were published by Lattes in 1869 at the end of his book.

¢ One of the causes of the failure of the private banks was the perpetual
loans made to the Government—loans which were indeed enforced by law,
for it was decreed that the banks might not employ in trade more than one
and a half times the amount of the money lent to the Government. Another
cause of these failures may have becn the greed of the bankers, who,
tempted by high interest, lent money to persons of no commercial solidity.

¢ The failures were in some cases due to ‘‘runs.’’ A description of the

most important of these, which occurred in 1489, is given by Malpiero in
the Archivio Storico, Series 1., Vol. VII., p. 715.
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500,000 ducats, apparently convinced the Venetian Senate
that the system of private banks must be abandoned,' and
a fresh one introduced, for it did not even occur to them
that banks might be dispensed with altogether; without a
bank, Contarini remarked, Venice could not exist.

After some remarkable debates, it was decided to establish
a public bank, and the Banco della Piazza del Rialto was
founded by the laws passed in 1584 and 1587. Another law
in 1593 decreed that all bills of exchange should be paid
only through bank transfers.?

Unlike the private banks which it replaced, the Bank of
Rialto was not a bank in the modern sense of the term.
The new bank had not been created for any fiscal purpose
but solely to ensure security in trade. Hence the republic
very wisely refused to undertake the investment of the funds
entrusted to it, and did not attempt to make any profit out of
the credit of the bank. In theory at any rate, it restricted
itself to keeping the depositors’ money in security, and to
paying it out or transferring it according to the wish of its
owners. *

The private banks had been suppressed in 1587, but the
need for a second bank soon made itself felt, and in 1619
the famous Banco del Giro was founded, which is often made
to date from the 12th century.*

Hardly was this bank established than it made a tem-
porary loan to the republic of 500,000 ducats;® this incident
accounts for the tradition according to which the Bank
of Venice owed its origin to a national debt. In other
respects the Banco del Giro transacted business in exactly
the same way as the Banco della Piassa del Rialto, which it
ultimately (in 1637) absorbed.

The republic was not, however, able to pay its debt to the

: Lewis, op. cit., p. 40; compare above, p. 25.
See Lattes, pp. 170-171, for the reason of this.

3
Dunbar, p
. » P. 321.  See also below, p. 81, for some remarks on the trans-
actl‘ons of Continental banks in general.
of th?u]gpal: givgs numerous instances of this mistake, he noted it in most
Fin Ictionaries of Political Economy, and even in the Dictionnaire des
‘inances, Vol. 1., p. 291.

& 1] . . . . - . -
. 8S.Reza;co s Dizionario di Linguaggio Italiuno Storico e Amministrativo,
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Banco del Giro, and after many struggles, the latter was
obliged to suspend cash payments from 1717 to 1739." This
suspension had the effect of reducing almost to nothing the
premium on bank money, which had sometimes amounted
to 20 per cent., and had existed throughout the 17th and
18th centuries.?

In 1739 the Bank of Venice resumed cash payments, and
continued them until the French occupation of Venice. At
this time, that is in 1797, the Bank had a reserve of
522,000 ducats against liabilities of 1,500,000 ducats. The
Banco del Giro nevertheless survived the French occupa-
tion, and was not suppressed until 1806, after the peace >f
Presbourg.

2.—The Bank of Genoa. Perhaps the Middle Ages pro-
duced no institution more unique than the Comgpania or
Casa di San Giorgio of Genoa; an association of State
creditors who managed the revenues of the republic, owned
colonies and possessions, maintained armies and fleets,
made war and concluded treaties, and combined with all
these various functions the duties of a bank of deposit.

This institution was founded under the following cir-
cumstances :

In 1148, the republic, which had previously had no
public debt, was obliged to raise a loan, and its creditors
were formed into a company to which was entrusted the
administration of certain taxes, whose returns were to be
devoted to paying the interest and capital of the loan.
This system was extended, and gradually there came to be
as many distinct companies as there had been loans. These
companies were called compere, and this organisation of
compere recalls that of the monti of Venice, Florence, and
Sienna. Complications resulted from the increasing number
of compere, and they were united about 1250 into one
institution called the Compera del Capitolo.?

In 1407, Jean le Maingre, marshal of France, changed

! Apparently there had been previous suspensions betwecen 1631 and 1669
during the war in Crete. Compare what Savary writes ir: 1679 in Le Parfait
Négociant, Part 11, p. 128.

> Dunbar, p. 330.

3 Rota, p. 185.
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this compera into the Ufficio di San Giorgio, a company
intended to advance to the Government the money needed
for the conversion of the numerous existing debts. In this
respect the Ufficio never changed its characte.r, and from
1441 to 1736 it supplied the Government with frequent
loans.'

Soon the Ufficio di San Giorgio became a State within a
State, and much surpassed in importance the most power-
ful of chartered companies. The East India Company
never held in England a position one-quarter so great as
that which the Ufficio occupied at Genoa.

The republic began by ceding to it in 1453 Péra and its
Black Sea colonies. In the same year Corsica, in which the
republic, torn by internal discussions, could not maintain
its authority, was made over to it. Many other such con-
cessions were made. ‘‘ The citizens,”” says Machiavelli,”
« preferred the authority of the company to that of the State,
on account of the tyranny of the latter and the excellent
administration of the former."’

It has often been stated that the Bank of Genoa did not
begin to carry on banking business until 1675. This view,
as has now been proved, is a mistake.> The error can be
explained as due to a confusion. It was, in fact, at this
date that it was decreed that bills of exchange should be
paid in biglietti di cartulari di San Giorgio.* Amongst the
instruments of credit of these early banks the cartulary notes
of St. George are those which most resemble bank-notes.
They were certificates of deposits, deposits which the Bank
of Saint George used in whatever way it considered ex-
pedient,

The crisis of 1797 ruined the Bank of Saint George,
and between 1799 and 1804 the Ligurian Senate tried vainly
to restore it. In 1816 Genoa was annexed to Sardinia and
the debt of the Bank of Saint George was consolidated with
the Sardinian national debt.

1 3~
. lior the amounts and dates of these loans see Wiszniewski, p. 106, et seq.
Vol. “g Istorie Fiorentine, Bk. V., 1II. Giraudet's French Translation,
' Rer P- 389, et seq.
. CO'-a, P- 141. The name Bank of Saint George was in use before 1675.
Ompare the laws at Venice and Amsterdam.
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3.—The Bank of Amsterdam. This bank was at the
height of its glory when the Bank of England was
founded. Established at the time when the Netherlands
were about to conclude their first truce with Spain, the
Bank of Amsterdam was continuously prosperous. In 1608
and 1609 a monopoly was granted to it by the decrees which
abolished the offices of the exchangers, and a subsequent
law still further increased its power by enforcing the use of
its receipts for all payments exceeding a certain amount, an
arrangement which obliged every merchant of importance to
have a deposit account at the Bank. And its credit became
boundless after Louis XIV.’s invasion of Holland and the
consequent run on the Bank resulted in proving that its
treasure was absolutely intact.!

The prosperity of the Bank of Amsterdam was so con-
tinuous and it was so generally looked upon as a model
bank, even in the time of Steuart and of Adam Smith, that
these economists felt it necessary to study the organisation
of the Bank of the Netherlands in preference to that of the
Bank of their own country.?

Unfortunately, at the time of the invasion of the revolu-
tionary armies it was discovered that all the Bank’s treasure
had been lent to the East India Company. This was the
end of the Bank of Amsterdam.

B.—Contrast between the Bank of England and the three
Continental Banks.

Without pausing over certain points of resemblance to
the Bank of Genoa, such as a similar origin (both banks
came into existence through the organisation of a loan, and
found their privileges increasing in return for successive
advances made to the State),® and without pausing either to

! The marks on those coins which had been injured in the fire at the
Stadthauss could be easily seen.

2 An Enquiry into the Principles of Political Economy, Chap. 36-39, and
Wealth of Nations, Vol. IV., Chap. iii. Adam Smith was helped in his
study by his friend Hope.

* Other banks owed their existence to a loan, e.g., those established at
Florence in 1336 and 1357, at Chieri (Piedmont), in 1415, at Barcelona in
1349. (See W. Pareto, p. 356). In modern times the National Bank of
Austria was founded in 1817 in order to withdraw from circulation the paper
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notice that the Bank of England never possessed the political
powers of the Italian Bank, we must bring out at once the
ways in which the Bank of England was original and
differed essentially from its Continental rivals.

(a) The chief distinction was that the Continental banks
were merely banks of deposit while the Bank of England
was something more and something better.

We must explain. The Continental banks, with the
exception indeed of the Bank of St. George, accepted from
merchants coins of all countries of repute and held them
« as the equivalents of the bills issued against them. In
theory the notes of these earlier banks were of the nature of
dock warrants, entitling the holder to claim not only the sum
which they expressed, but, theoretically at least, the very
coins which were deposited against them.’’!

The Bank of Amsterdam guaranteed that its depositors
should always receive the same weight of money, that is
a value equal to what they had deposited. Accounts were
kept in terms of an ideal money, bank money.? In this way
the paper issued by the banks was much superior to metallic
money which was liable to all kinds of depreciation. Hence
it was at a premium.’

The Bank of England from the outset adopted a different

money issued by the Government. The Banks of Genoa and Turin also lent

20 millions to the Piedmontese Government, which authorised their amalga-

mation into a single bank; this bank continued to make loans to the

Government and became the national bank of Sardinia and then the Bank

of Italy. The Bank of Spain was founded in 1874 to raise a loan of 125

millions of pesetas for the State. Since then its advances have continued

under various forms.

As examples of a different origin the Bank of Amsterdam may be noticed
and more recently the Scotch banks. The Banks of France and Belgium
were created by private enterprise but they reccived a more or less direct
assistance from the Government.

For further details on the above points seec du Hays du Gassart, Des

f"éfs consentis aux Etats par les Banques de Circulation, Chap. 1.

. Thorold Rogers, p. 8.

i Gide, p. 336. The incident of 1672 showed that the obligation of keep-
"g the deposits was not at first an illusory guarantee. According to
avenant, the Bank of Amsterdam held regularly £36,000,000.

but {)r a long time the public belicved that this policy was always followed,

Galli‘a"" (Mémoire sur les Banques, edition alrcady quoted, p. 553), and
Itali ani (Della Moneta, Vol. I1., p. 212, edition of the Economisti classici

Jani), were sceptical, and future events showed that they were justified.

‘l(‘rson P ] oy . . . .
» P. 489. The same thing happened at Venice. See above, p.
78, and Savary, loc. cit. & hapt '
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policy, that already followed by the goldsmiths and by the
Bank of Sweden.! *‘ It purported to give in its bills the
equivalent of what it had received, but it never pretended to
take the deposit for any other purpose than that of trading
with it. It never professed to make its issues square exactly
with its coin and bullion, though, of course, it made its
liabilities square with its assets, plus the capital of its share-
holders, and in time, plus its rest or reserve also, i.e., its
accumulated and undivided profits. At first, these profits
were derived from the dividends it received from Govern-
ment, and from the gains it made out of the notes which it
put into circulation in exchange for; or in addition to, the
cash which it took. It coined, in short, its own credit into
paper money.""”

(b) Another important distinction between the Bank of
England and the other Continental banks consisted in the
fact that its notes were not legal tender, whereas in the case
of the three banks described above, debtors were obliged to
offer and creditors to receive the paper money issued by the
banks.®* The Republic of Venice, for instance, forbade the
use of metallic money for sums exceeding 300 ducats, and
ordered such payments to be made by bank transfers. At
Amsterdam payments of sums exceeding, at first 600 and
later 300 ducats, had to be made in bank receipts. Finally,
at Genoa, an ordinance of 1675 ordered all payments, how-
ever small, of bills of exchange or other remittances, to be
made through the Bank of St. George.

There was nothing of this sort in the case of the Bank of
England. The English Government did not make the
Bank's notes legal tender, and moreover the Bank had no

! The Bank of Stockholm, established in 1656, had already issued bank-
notes (Law, op. cit., p. §56). Voltaire writes that the Bank of Sweden,
which is the oldest bank in Europe, had to be created because the currency
was copper and iron, the transport of which was too difficult (Histoire de
Charles XII., Bk. 1., p. 1). On this point sce also Palgrave, Notes on Bank-
ing in Great Britain, Sweden, and Hamburg, p. 87.

On the Bank of Palmstruch an American work : History of Banking in
all Nations, Vol. IV., pp. 393-395, and the Economiste Frangais for Feb. 2nd,
1901, may be consulted.

* Thorold Rogers, op. cit., p. 9.
3 On this point see Wilfredo Parcto, op. cit., Vol. L., p. 360, et seq.
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thought of asking that they should do so, for the directors
were not in favour of such a measure. One of them re-
marked,! ‘“ It’s nothing makes bank bills currant, but only
pecause that all those who desire it, can go when they will,
and fetch their money for them.”

(c) A third important distinction is that the Continental
banks enjoyed a moropoly while the Bank of England was
granted no such privilege at the time of its foundation. The
Government even threatened it with a formidable rival by
the creation of the Land Bank. It wasonly after the
collapse of this institution, which nearly ruined the Bank
of England, that the Government (in 1697) conceded to the
latter a partial monopoly; twelve years later a genuine one
was granted.

The distinction between the Bank of England and the
Banks of the late Renaissance will be better understood if
we study the business which the new English bank under-
took from the outset of its career. But before doing this,
we must point out that the important differences which we
have tried to describe exist no longer.

At the present time the Bank of England enjoys a
monopoly, which, originally limited to London, has been
extended throughout the country; its notes are legal tender,
and have been so since 1833 ; and in addition to this, it has
shown for some time a tendency to return to the position of
the primitive banks, whose chief function was to manage
the exchanges, to supply good money, and to take charge
of the capital of individuals.? »
of’fThe Acf of 1844 obliges the Bank to buy all the gold

ered to it at a fixed price. And besides it can be shown
glat for some time—more than ten years—the value of the
thank of England notes in circulation has always been less

an that of its metallic reserve. The character of the bank-
n;)tes ha§ thus completely changed; like the old certificates
(t)h deposit, they are to-day approximately warrants. In fact
€ Bank of England to-day is less a credit institution than a

1
, Sodfrey, op. cit., pp. 7.8, [Francis, op. cit., Vol. II., p. 248.]

Leroy. i . . .
0] p.ef:g;‘Beauheu, Traité théorique et pratique d’Economie politique, Vol.
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repository of cash. It is the guardian of the cash reserves
for the whole of English commerce, i.e., almost for the
world’s commerce.!

SECTION III.

Tue TRANSACTIONS OF THE BANK.?

These transactions were various, but they were not under-
taken according to the principles which seem to regulate
the business of modern banks.

In the first place all the capital up to the last shilling
had been lent to the Government. The only security the
shareholders had was the good faith of the debtor. But
only two years had passed since the system of a national
debt had been first introduced by the Government through
the annuities. The lottery loan of a million was under-
taken at the same time as the foundation of the bank. It
was speedily successful, but this debt also was temporary,
and was to be liquidated in sixteen years. Thus the loan
from the Bank was the first permanent loan, if not in theory,
since the Government reserved the right to pay it off in 1705,
at any rate in fact, since everyone foresaw that the Govern-
ment would never want to destroy an institution so useful
to itself and to the public.

The capital of the Bank was thus in the hands of the
Government.

In what way, then, could it make any profit?

1st.—Besides the income of £100,000 paid to it yearly by
the Government, the Bank had the power to issue notes.

It issued these to an amount equal to the sum advanced
to the Government. These notes, as we have seen, were

! We shall see at the end of the present work (Vol. II., appendix) that
the English Government has avoided the inconvenience of keeping the public
money by entrusting this to the Bank. It is interesting to note that as early
as the eighteenth century the Republic of Venice proposed to hand over the
duties of the Treasury to the Banco del Giro—see Besta, Lezioni sulla Con-
tabilita di Stato, Bk. VII., Chap. iii.

3 For an account of thesc transactions sec Godfrey, A short account of
the Bank of England (1695). This pamphlet also describes the immediate
results of the Bank's foundation. It is most useful and we have already
referred to it. All references are to the reprint which Francis gives at the
end of his own book.
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not legal tender; an interest of 2d. a day was allowed on
them, which cost the Bank £36,000 a year, but attracted to
it the patronage of the goldsmiths. This policy made
people use these notes less often in making payments; but
it also deprived them of that fixity of value which is one of
the main characteristics of a well-managed currency.

It seems incredible that the Bank took no precaution to
ensure the convertibility of its notes, and during the restora-
tion of the coinage it was reduced to the most desperate
expedients to maintain its credit. It would not have suc-
ceeded in doing so had it not been for the sacrifices made
by its directors and shareholders.

2nd.—Nominally the Bank discounted at 4} per cent. in
the case of foreign bills of exchange, and at 6 per cent. in the
case of English bills and notes for debts. But considerable
reductions were made to such of its customers as kept their
money deposited with it.

3rd.—This was not the only favour shown to depositors,
In order to increase the profits which could be made on
deposits the Bank endeavoured to attract them by paying 4
per cent. interest to depositors.! This practice aroused great
indignation among the Bank’s opponents who declared that
it would cause the withdrawal of capital from commerce and
industry.?

4th.—Its first charter authorised the Bank to lend money
on pawned articles. According to Godfrey it lent money
on “‘pawns of commodities’ and ‘‘ real securities’’ at §
per cent. per annum. If the titles to land had been more
certain, advances would have been made on mortgages at
4 per cent.,, and in time of peace, at 3 per cent. The
Bank does not seem to have made much use of its power to

lend on pawned goods, and it never bore any resemblance to
a pawn-dealer,

1
Another feature distinguishi i imiti
deposiy guishing it from the Pprimitive banks, whose
o pay o;:l: ts}:)e ‘:’:r from making any profit on their deposits, were obliged
2
Dav N .
(1698). P::lta?.t,, p‘D;.:)c;urses on the Public Revenues and Trade of England



CHAPTER 1V,
RESULTS OF THE FOUNDATION OF THE BANK.

Politica! and econemic condition of England at the time of its foundation.
Success of the Bank. Causes of this success. Michael Godfrey, his
salutary influence on the commercial world, his pamphlet, ‘“ A Short
Account of the Bank of England.”” Services of the Bank to the Govern-
ment and the public.

THE Bank was created under gloomy auspices. The political
outlook was bad,! the March equinoxes had been extremely
severe? and the financial situation was deplorable; not only
was the market constantly upset by the gambling fever,®

! Marlborough had disclosed to James II. the plan for an assault on Brest,
and had thus converted into a disaster an attack which it had been believed
must ruin the French navy. (This letter from Marlborough is published
among the Stuart Papers. See also Henri Martin, Vol. XIV., pp. 166-197).

At home the Government was not strengthened, an attack on the coasts
of Britain was feared, and it was rumoured that the Pope was going to
advance considerable sums to James I1. to support this expedition.

% One of these alone seems to have done damage to the amount of
£400,000, a considerable sum when the English navy according to Rogers’
estimate, hardly exceeded 200,000 tons burden. In 1702 the total tonnage
according to Macpherson, did not exceed 212,222 tons. At present it is
9,164,342, as compared with 1,639,552 for Germany, and 957,756 for France
(these figures arc taken from very detailed statistics published in the Times
for February 5, 1901). In 1898, 761 merchant vessels were constructed in
England whose total tonnage amounted to 1,367,250 tons, without counting
33 warships of a total tonnage of 120,560 (see Victor Bérard, L’Angleterre
et I'Impérialisme contemporasn). In other words, the annual construction
is now seven times the total tonnage of the English merchant navy two
centuries ago.

* We have already referred to this (p. 53), and to the companies formed,
often entirely without foundation, and whose shares fluctuated incessantly.
These fluctuations were the more numerous owing to the ease with which a
panic regarding the shares of such-and-such a company could be spread or
an artificial rise in the shares of others produced, The public was
unaccustomed to manipulations of this kind and was easily deceived. The
speculators used to meet at the coffee-houses, especially a* Garraway’s and
Jonathan’s, which in London history sre the equivalents of the Rue Quin-
campoix ; they had no qualms about producing fluctuations to an extent
of which a few figures will give an idea. The stock of the Hudson’s Bay
Company fell from £250 to 480 in three years. That of the East India
Company, which had stood at 146 at the beginning of 1693, fell to £37
in May, 1697, to rise again to 4142 by the beginning of 1700. The stock
of the English East India Company, the young rival of the former, with
which it ultimately combined, suffered a like fate; from 46 in March,
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put the lack of sound metallic coinage' on which to base
the credit currency might at any moment have forced the
Bank to the verge of ruin. However, in spite of all, the
Bank prospered at the outset.? This was due to the
rudence and ability of its directors and shareholders.
Michael Godfrey, who had done for the Bank in all that
related to the City what Montague had done for it in matters
concerning the Government, not only gave it the support
of his personal influence, which was great, but also took
pains to surround it with wealthy financiers of high reputa-
tion. There was Sir John Houblon,? the first governor,
afterwards Lord Mayor of London, Gilbert Heathcote,
and several other merchants of excellent commercial stand-
ing. The personality of the directors had more influence
then than to-day and that of Godfrey’s colleagues was such
that even his death, ¢ followed by Paterson’s resignation, did
not appreciably diminish the credit of the new establish-
ment.*

The success of the Bank had also a political side and
political causes. Its promoters were all active Whigs, and
although this exposed it to attacks as we know, it also
ensured to it the support of the Government and the sym-
pathy of the commercial world, who rallied round the new
institution when they saw it attacked.

Whatever the exact causes, the success was brilliant.

1699, it rose to 4219 in March, 1703. And these were well-established com-
ep:ol':_l:;:f ﬂgootd repute. I have chosen them on that very account. The
s fluctuations in the stock of other companies now long forgot
may easily be imagined. P & gotten
1 N PNy . . »
The condition of the coinage will form the subject of the next chapter.,

a
On all these points see Thorold R ' 1 : i i
Years of the Ban}foof papiy ogers’ excellent work : The First Nine

® These Houblons, for Sir John had f i i
i . our brothers, were of Flemish origin.
;I;;‘:'sr ft;_t{her had taken refuge in England on account of religious persfcu-
membe ef made a good deal of money in London, but always continued a
r of the French colony, of which he was for a long time the president.

* Godfrey was killed i
o 2 illed gt the siege of Namur on July 15, 1695. He had
a 'gsoéocbrm‘g subsidies to William, who was besieginé tlsle tg?van, and like
shot. H‘;lslrtler accompanied his sovereign into the trenches, where he was
only out ofenemles alleged that he ventured into such an exposed position

With the Kmeg?fcess of prudence, believing that the one place of safety was

5 T
This death only caused a fall of 2 per cent. on the stock.
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Godfrey lived long enough to witness it and some little
time before his death he published his famous pamphlet,
in which he expressed his delight with some complaisancy.

The primary advantage which followed from the establish-
ment of the Bank was, according to him,! that a loan was
granted to the Government at an exceptional rate. This is
quite true and it was this that enabled William to take the
offensive in Flanders and to secure his first successes.
Moreover, the Bank helped the Government by making the
voting of taxes more effective, as well as by actual loans.
It accepted the tallies at par so that fhey soon rose to a
premium, whereas until 1694, even the most secure of these
tallies which had but a short time to run, such as those on
the land tax, had been at a discount of from 13 to 2 per cent.,
while tallies which offered less security were discounted at
a loss of 15 to 30 per cent. over and above the interest.®

The advantages which the Bank afforded to the public
were no less great. The citizens now had a place where
their deposits would be in security,® and would bear interest
although the money could be withdrawn at will.

The Bank also had a beneficial influence on the rate of
discount. Godfrey remarks as a thing both surprising and
unexampled that after six years of war and after an ex-
penditure of thirty millions,* there had been a great fall in
the rate of interest instead of the rise usual in such cases.
The author prophesied that in a few years, thanks to the
Bank, the rate of interest would be reduced permanently to
3 per cent., and the value of the lands of England increased
by nearly 100 millions.*

The Bank was undoubtedly an immense benefit to both
Government and public; Godfrey’s statements are con-
firmed on all sides. And what is more, the benefit was
mutual, since the Bank lost nothing. '

‘p3

p o3 ‘

8 Godfrey takes tne opportunity of making various accusations against
the goldsmiths. Sce above, pp. 22 and 25.

‘p. 6

¢ p. 7, and see above, p. 67 for reference to the result thus anticipated.
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This is evident from the price of its stock, which soon
rose to par and on October 25th, 1694, was at 105. After
some fluctuations, of which Rogers gives a most detailed
account,® it rose again to 99 on March 25th of the follow-
ing year, fell slightly, then rose once more, so that in
January, 1696, it reached the unprecedented height of
108.2 All seemed to be going well when two dangers made
their appearance, which proved to be among the most
serious of those with which the new institution was threat-
ened: these dangers were the reform, now become un-
avoidable, of the coinage and the project for the Land
Bank. They will form the subjects of the two next
chapters.

! See his Table I., giving the ‘‘ Weekly Prices of Bank Stock.'

» These fluctuations were due either to the political events, favourable
and otherwise, which occurred during these years, such as the taking of
Namur, the death of the Queen, etc., or to events particularly affecting the
Bank, such as Godfrey’s death, or the announcement of a dividend, or,
finally, to the scandals and political intrigues which marked the period.
Macaulay (Chap. xxi.) describes the scandals connected with the East India
Company and with the City of London Orphans’ Fund. On this occasion the
Speaker was accused of corruption, and had himself to put the question to
the House over which he was presiding. The vote was against him, and he
was expelled from the House. Seymour and Leeds were also implicated,
and their accusers were no better than they.

These scandals threw discredit upon the stock of all the great financiaf
companies, and that of the Bank was further affected by the manipulations
of Lord Godolphin and Charles Duncombe, who sold all their stock in order
fo produce a fictitious fall. The effects of this sudden and combined sale
may be imagined when it is remembered that Duncombe alone had £80,000
of stpck. This same Duncombe, a man of the worst character, who had been
convicted of forgery but released in default of a legal penalty for his crime,
ended by becoming Lord Mayor of London by means of unrestrained corrup-
tion. He had made his fortune in all ways imaginable. The account of his
life would form a curious chapter in the history of the social behaviour, and
In particular, of the electioneering habits of his time. Bribery in every form
Tan rife at elections without concealment or needless beating about the bush.
ht Is one of the things not least to the credit of modern %ngland that she
as freed herself from these scandalous methods, which, with the connivance

of the Hanoverian monarchy, persisted down to the end of the eighteenth

century.



CHAPTER V.
THE RESTORATION OF THE COINAGE.

Scandalous condition of the English coinage. l.aws powerless to prevent
clipping. The Re-Coinage Act of 1696. Lxamination of this Law.
Montague’s difficulties, (a) Great expense involved in the successful com-
pletion of the operation, () The standard of the new coins. Controversy
between Lowndes and Locke. Decision of the House of Commons.

IN William IIl.’s time the coins were struck at the Tower
by a mill worked by horses. But until the introduction of
a machine for stamping the coins, this had been done by
a hammer; the metal was first cut into pieces and then
stamped. These two sorts of coins circulated together, in
theory at least, in actual fact the bad money soon drove
out the good. Folkes,' indeed, states that during the re-
coinage in 1696 the coins brought to the Mint had all been
struck between the 6th year of Edward V1.’s reign and 1662,
the year in which milling had been introduced.

At the time of which we write at all events, the state of
the currency had become scandalous; coins dating from the
Plantagenets were still in circulation, as well as debased
coins of Henry VIII. and Edward VI., which had escaped
the re-coinage® in Elizabeth’s reign and which were valued
accurately by the dealers in money, for coins were found
offered for sale and valued as half alloy. *‘‘ The English
Mint levied on the bullion coined a pretty heavy seignor-
age to cover charges,® for the coin had to carry, not
only the fourteen pence per pound charged for manufacture,
but the cost of melting and refining. Now such a seignorage

' Martin Folkes, 4 Table of Silver Coins, p. 42.
. * Some details as to this remoinage will be found in our fourth part, chap.
vi., in connection with Robert Peel’s speech. It was this re-coinage which
gave Gresham the opportunity of stating the law called by his name.

* At the present day all the expenses of minting are met by the taxes, and
the English sovereign is the only coin which really possesses its face value.
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charge must have led to a considerable importation pf
foreign coin, which in the exchanges was estimated at its
bullion, as opposed to its Mint value.”” ' The disadvantages
of such a situation were continually making themselves
felt, and had been the subject of petitions to the House of
Commons and of various Bills. But in 1694 the matter
became insupportable. The silver currency was depreciat-
ing daily, and at the end of the year, the guineas which
were nominally equivalent to 20 shillings, rose gradually to
30 shillings. The exchange on Holland fell 25 per cent.
although the balance of trade was favourable to England.

This state of things could not fail to attract the attention
of Parliament.®* The difficulties were so great that trade
was at a standstill and the taxes were no longer collected.
The silver money had been getting clipped for a long time
and the damage was done so secretly and was so well con-
cealed by all who were interested in dealing in the currency,
that all the coins had greatly decreased in value, five pounds
in cash being hardly worth forty shillings. There were
also in circulation a quantity of coins of iron or copper
silvered over.*

The committee requested that the money should be re-
coined and calculated that this would cost a million. It
also recommended that the new money should be of the
same weight and fineness as the old; that the crown should
be valued at §s. 6d.; and that numerous penalties should be
imposed on those who debased the coins.

An Act was passed in 1695,* the preamble of which
states that it was notorious that the currency had been greatly
de:based by various devices, that many false coins had been
clipped to make them like the good ones, and that these

: Thorold Rogers, op. cit., p. 31.
Ref A committee was appointed as early as 1689, but it presented no report.
ofe al"ences'to th‘e monetary crisis are found in many of the literary writings
Sat e period, in Dryden’s correspondence, for example; in Blackmore’s
hery' against Wit, and even in Cibber’s comedy, The Fool of Fashion, the
nol‘o}f, which, in language reflecting the licence which then prevailed in the
fai(ghls Dd{ama..declarcs that ‘¢ Virtue is as much debased as our money, and
brim” el gratia, is as hard to be found in a girl of sixteen as round the
n ;f aln old shilling.”
. ~arliamentary History, Vol. V., p. 953.
6 and 7 W. and M.,);. 17. B 953
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practices had been carried on by persons who made a trade
of exchanging good money for bad, or other like devices.
The law therefore forbade anyone to exchange, lend, sell,
buy, or receive any coins, clipped or unclipped, of gold or
silver, for more than their nominal value, under a penalty
of 10s. for every 20s. so traded in. The law added (art. 4)
that anyone who bought, sold or knowingly possessed, any
of the clippings of the coins, should forfeit them, and should
be liable to a fine of £500 and to be branded on the right
cheek with a capital R. Moreover everyone, except those
who were goldsmiths by profession, was forbidden, under
penalty of imprisonment, to buy or sell bullion, and various
penalties were imposed on those who exported coin.! In
addition, this law, which Rogers describes as ‘‘a striking
illustration of that unwisdom and ignorance of monetary
laws which pervaded the legislature,”’ contains two even
more characteristic sections.

Section 8 allowed the Warden, with two assistants of the
Goldsmiths’ Company, or two justices of the peace, to enter
any house suspected of containing bullion, and if any was
found, it rested with the owner of the house to prove that it
was not the product of melted coin or of clippings. The law
went even further in ordering the sheriffs of counties, on and
after May 1st, 1695, to pay £40 to anyone who procures
the conviction of a clipper; and the informant may sue the
sheriff if the latter neglects to pay him his reward.

This was sufficient to put a premium on denunciation.
But the law went still further in this direction. Any clipper
who could prove the guilt of two others was pardoned and
an apprentice who informed successfully against his master
was at once made a freeman of the City. His denunciation
served him instead of a ‘‘ masterpiece.”’

We have thought it necessary to dwell upon these pro-

' See sections 5, 6, and 7. The provisions are as follows :—Section 5
disables every person from exporting bullion unless it be stamped at Gold-
smiths’ Hall and oath be made that it is not the produce of English coin.
Bullion thus ‘“ sworn off ”’ was worth about 13d. an ounce more than other
bullion. As Mr. Rogers witily remarks, ‘¢ this meant that three halfpence
an ounce in gold was the price of perjury.”

Section 6 permits unstamped bullion to be seized and confiscated by the
Customs’ House. Section 7 authorises goldsmiths alone to deal in bullion.
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visions, because they are not peculiar to the law gf.1695.
They recur in all similar legislative attempts, and it is not
too muchto say that the prohibition of keeping money
coined or in bullion, and the encouragement of informing,
are the necessary outcome of measures by which statesmen
have hoped to restrain the free action of monetary laws.
To refer only to France, we find similar provisions under
the Regency, when sons denounced their fathers, and in the
taws of the revolutionists with regard to assignats. The
French laws only served to bring trouble and disorder and
fulfilled none of the hopes with which they were passed.
The effects of the English laws may be deduced from the
facts which follow.

During the months of May, June, and July, 1695, 572
bags of silver coin, of £100 each, were brought into the
exchequer. They should have weighed 18,451-lbs.; they
did, in fact, weigh 9,480-lbs., that is, there was a difference
of nearly 50 per cent. .

A contemporary writer' says: ‘“ Upon trial I have found
that 5s. of milled money weighed 8s. of the present current
money, and 3s. of the 8s. was not clipped, only worn.
Again, I have found 10s. in milled money to weigh 21s. of
the clipped money. Again, 20s. of milled money to weigh
43s. of our now current money.”

The officers of the Exchequer, according to Lowndes,?
weighed £57,200 of hammered money. Its weight ought
to have exceeded 221,418 ounces, it was actually 113,771
ounces. The weight per bag was as follows:

15t bag, correct weight 15,483 ounces actual weight 8,095

and ,, " 28,645 - " 14,375
3I'd ” 3 51!483 " - ” 27’318
4th ”» 46,451 " - ” 23:469
sth " 40,645 4, - v 20,899
6th ,, ” 38,709 ,, - ”» 19,588

221,418 113,771

: An Essay for the Regulation of the Coin, By A. V. (Sept. 2nd, 1693).
the SS'lome Re.marks on a Report containing an Essay for the Amendment of
Cuil 1ver Coins (1695), p. 159 of the original edition, and p. 253 of Mac-

och’s reprint in A Collection of scarce Tracts on Money.

ecee also Martin Folkes, op. cit., p. 117, note. L’Hermitage also says
Suppi 9th, 1693) that three well-known London goldsmiths were asked to
Ouncy 4100 of current silver coin; the 4300 ought to have weighed 1,200

es, they actually weighed only 624.
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The anonymous author quoted above gives a similar
calculation.” He went to several London goldsmiths and
asked them to take out of their strong-boxes a bag of £100;
he found that these bags weighed as follows:

1st bag - - = 230 ounces?
2nd ,, - - - 222,
3!’d ’” h h = l98 1
4th " - - - 190 "
sth ,, - - - 182
6th 3] - - = 174 "”

The whole £600 weighed 17,198 ounces, which would
have been the weight of £310 of milled money. The author
adds that he is informed that the money paid into the Ex-
chequer weighs from 13 to 20-lbs. per £100 sterling and
that it is worth less than two-thirds of its nominal value.
‘** But, ® since it was thought that the money in the country
is generally not one-half as bad as it is in and near Lon-

don,” he obtained an account from various cities as
follows ¢
At Bristol - 1st bag of £100 weighed 240 ounces
2nd ” ” It 227 5
At Cambridgc - 1st " " s 203 o,
2nd ” " ” 211 ”
At Exeter - - st » » 8o,
2ﬂd 3 ” i3] ‘93 i3]
At Oxford - 1st - . . 216,
2nd ”» ” » 168 "

1,668 ounces

The £800 weighed no more than £431 15s. of milled
money, so that the difference from the London figures was
very small.

Our author exaggerates slightly, for some parts of the
North escaped the infection. Macaulay relates with his
usual wit, the tale of the Lancashire Quaker, who during a

! Essay for Regulation, p. 8, Chap. iv.

? 1 omit fractions, so that the totals given are slightly higher than those

of the figures actually quoted. The same remark applics to the preceding
table.

p. 9
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:ourney to London, found tg his amazement that the value
of his money changed and mcrea_sed as he drew nearer to
the Capital. When he got there his wealth was half as great
again as when he started.’ o o

What was the reason for this incessant. clipping of the
coin? It could not be explained by the negligence of the
law. The laws were only too severe, and were actually
enforced : instances of condemnation to death followed by
execution occur by dozens.? Godfrey accuses the gold-
smiths. Rogers considers that the crime was fashionable,
and that the morals of the Court after the Restoration
afforded a bad example to the public.

It is certain, at any rate, that these practices were extra-
ordinarily profitable;® the bullion had bhecome so much
dearer than the coined money that peopie were irresistibly
tempted to clip the coins, ¢ more especially since the con-
nivance of the boatmen on the south coast made the exporta-
tion of bullion extremely easy.

Another equally certain fact is that people were so tolerant
of these crimes that the clergy thought it incumbent upon

! Chap. xxi., p. 544, Vol. IL, in the two-volume edition. Vol. IV., p.
627 in the first edition.

? Seven men were hanged and a womar burnt in a single morning for a
crime of this kind.—Macaulay, p. 543, Vol. II., or p. 625, Vol. IV.

* Luttrell says that many people made fortunes in this way, and instances
Moor of Westminster, who, when his criine was discovered, offercd a con-
siderable sum in order to save his life. Sce Thorcld Rogers, op. cit., p. 32.

* The trade of clipping coin, says L’Hermitage (Oct. 1st), was so profit-
able and seemed so easy that, no matter what was done to suppress the
clippers, others were always ready to take their places. The author of the
Essay for rcgulation of the coin (p. 3) in his sccond chapter, headed, Setting
forth what is become of the great quantities of money coined in the reign of
King Charles I1. and the preceding Reigns, points out that 4d., 6d., or even
12d. may be gained by mclting an unclipped 5s. piece. He adds, ““ And 2o
per cent. advantage is a good allay for any scruple of conscience that may
have those that practice it, and those that receive and pay onc thousand
pounds a day, and mceet with but one hundred pounds amongst it of unclipped
;‘el;’l?r may in a ycar (accounting but three hundred days) get six hundred

ing.’

Another reason given by the same writer {p. 4) for the disappearance of
the coin was the fashion for gold and silver plate, and for chains, buttons,
and _buckles of the precious metals, a fashion which must have caused the
melting of more than 7 million sterling, involving an annual loss of interest of
éa;mooo. 'Ih(; author suggests that the use of such plate should be for-
con Gln or that it should be licensed and a tax of 5 per cent. imposed.  Such

e Plaints of the inconveniences of fashion recall those made by Bodin in
answer to the paradox of M. de Malestroit.
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them to protest and to recall the faithful to a truer view of
the matter.’

The Re-coinage Act of January 21, 1696." Meanwhile,
the sermons did little to alter the situation, which grew worse
daily, and the price of gold and the foreign exchanges
were continually disturbed by it.

During 1694 the price of gold varied from 8os. to 81s. 6d.
That of guineas from 21s. 10d. to 22s. 6d., and that of the
ounce of silver from 5s. 2d. to 5s. 5d. In 1695 the prices of
the precious metals began to rise. On January 11th, the
price of an ounce of gold was 8os. 6d., and that of guineas
22s. 9d. These prices rose steadily, and on June 14th, were

! Two sermons on this subject are particularly remarkable. The first
and most striking was preached by Fleetwood, afterwards Bishop of Ely,
then chaplain to the King, before the Lord Mayor and Aldermen, and was
printed by order of the court (Ruding, p. 36, note 2). Fleetwood was one
of the most interesting characters amongst the English clergy, he was an
ardent Whig and continually introduced politics into his sermons. (We have
of his a Chronicon Pretiosum, or an account of English gold and silver
Money, published anonymously in 1707, and various sermons on passive
obedience and in opposition to the peace of Utrecht). In this case he showed
considerable knowledge of economic questions. He took for his text Genesis
xxiii., 16, and in reference to the grave of Sarah found opportunity (p. 19) to
point out the evils of debasing the coinage, especially in regard to payments
to foreigners which could not be made in clipped money. ‘“‘For it is not
Casar’s face and titles, but weight and goodness that procure credit.”
“*Now,”” he concludes, ‘‘if the exportation of our weighty money be a
mischief to the nation, we see it is occasioned chiefly by the clipping.”

The other sermon was preached by G. Halley at York Castle, before
some ‘‘clippers’’ who were to be hanged the next day.

2 For this Act, its causes, and some interesting details, see Shaw, The
History of the Currency, pp. 222-227.

* Rogers gives five tables which are of great value for the study of this
question. I.—The Weekly Prices of Bank Stock from Aug. 17, 1694, to
Sept. 17, 1703.  I1I.—The Rates of Exchange on Amsterdam. I1I.—The
Discount or premium on bills of exchange, London and Amsterdam. IV.—
Discount of Bank Bills. V.—Changes in the value of gold, silver, and
guineas.  Rogers made considerable use of a book by Alexander Justice,
General Treatise on Moneys and Exchanges (1707). 1 have not been able to
consult this work, for the only copy is in the Oxford Library. The Director
of the British Museum, to whom 1 applied, promised to procure the book if
possible ; but apparently the attempt has not hitherto been successful. [There
is now a copy in the Goldsmiths’ Library.]

* The price of silver fluctuated less, because silver was in fact the standard
coin of the country, and during this crisis the Government, so far as a
Government can exercise influence in such a matter, was able to control
partially the price of this metal through the quantity of coin issued. Gold
did not become the English standard until 1816, and the single standard
was adopted less for theoretical reasons than on the grounds of economy.
Silver was then at a premium. For the present monetary system in England
sce Cauwes' Cours d’Economie Politique, Vol. 11., p. 542.

RESTORATION OF THE COINAGE. o7

109s. and 308. respectively, which were the maximum prices
for the year.!

The rate of exchange fell in a corresponding manner. In
June, 1695, the exchange on .Amsterda.n}, which is important
both on account of the prominent position held by this town
and also because the sums necessary to support the English
troops in Flanders were sent through it, was at 22.2 per cent.
pelow par, and in August English bills of exchange on
Amsterdam were at a discount of 30 per cent.

This latter fact hastened the decision arrived at by Mon-
tague and Somers that the currency must be reformed at all
costs and that this could only be done on condition that
the debts to individual creditors and to the public remained
unaltered in value.

It was, in fact, out of all the numerous results of the
deplorable state of the currency, its effect upon the rate of
exchange which most disturbed England at that moment.
Whatever might be the state of home trade, the sufferings of
those who were dependent on their salaries, the disturbance
produced in credit, the immense profits of the goldsmiths
and exchangers, all these evils seemed small compared with
the fact that the subsidies voted for a war upon whose result,
as was commonly thought, the very existence of England
depended, were always reduced by 20 or 30 per cent. owing
to the expenses incurred in conveying the sums voted to
their destination,

The new Parliament met in November, 1695, and the
reform of the currency was its first subject of discussion.
Th.e law which decreed the reform of the currency was 7
William I1I., c.i.?  The remedy came almost too late, for the
filstress continued to be extreme during the first year after
Its application. The currency reform under William III.,

ike tha_t under Elizabeth, was an undertaking of funda-
mental importance and extreme delicacy, and it was unlike

' In Apri
to 22s,, aﬁgl’thl
was gs. ad.—§

* The Stat

696, after the new coins had been issued, guineas fell again
e price of gold, on July 10, to 82s.; silver at the same date
ee Rogers, p. 36.

utes at Large, Vol. 1X., pp. 380-386.
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Elizabeth’s re-coinage in that so far from yielding a profit
it was a great expense.*

The re-coinage Ruding® states, was not completed until
1699, having occupied the greater part of this and the three
preceding years. According to the reports of the directors
of the Mint, the new currency amounted to £6,882,908, of
which 45,091,121 were struck at the Tower, and £1,791,787
at various mills established in the provinces.® The expenses
were met by a tax on houses and windows, and amounted in
all to £2,702,164, which was far in excess of the original
estimates.*

Criticisms of the Act of 1696.—Difficulties which Mon-
tague had to encounter.® It is well known that the Act of
1696 was due to Montague and a difficult enough task he
had had.

Montague received much help from his colleague Somers,
and above all, from two men of genius for whom political
economy had not been a primary object of study—1I refer
to Newton and Locke. The latter was not content merely
to advise, he also wrote a masterly pamphlet, of which we
shall presently give an analysis. These four men, each so
distinguished in his own province, had many difficulties to
solve, of which the two chief were—(1) the question of
the expense which must necessarily be incurred by the re-
coinage, (2) the question whether, when the re-coinage was
accomplished, the coins should keep their old standard or
be issued at a lower one.

First difficulty. The £2,703,164 required for the under-
taking had to be covered; a considerable sum at any time,
and for that period enormous. Most likely if this expense

! Elizabeth's re-coinage left a nect profit of £14,079 13s. 9d. See below,
. 240.

* Vol. II., p. 57.

* These mills for minting were at Bristol, Exeter, Chester, Norwich,
and York.

4 On this point see Lord Liverpool, draft of an intended report on the
state of coinage. Mr. Leake (An Historical Account of English Money, p.
309) points out that ali the expenses might have been avoided if the matter
had been taken up in time. Some dctails interesting from a technical point
of view, on this reform and on the statutes relating to it, will be found in a
work by Edward Hawkins, curator of the antiquities at the British Museum,
The silver Coins of England, pp. 391-392.

* Sce Thorold Rogers, p. 44 ct sey.
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had been clearly instead of vaguely foreseen, Montague
would have argued in vain. Possibly tco, if the Bank
had realised the difficulties it would have to face—the
depreciation of its stock and notes, the suspension of pay-
ments and of dividends—its directors, in spite of their
courage and intelligence, would have refused to enter upon
such a formidable adventure, more especially since they were
already threatened by the Land Bank. Godfrey estimated
the cost of the re-coinage at from one to two millions. To
spend three million pounds, a sum equal to more than a
yeat’s revenue in time of peace, was as serious a matter at
the end of the 17th century as the loss of a hundred million
pounds to-day.

Second difficulty. The second difficulty encountered by
Montague was a more delicate matter. The harvest had
been bad, prices had risen, and the distress was great.
‘ Would it not be better to keep the same names for the
crown, the half-crown, the shilling, and the sixpence, but
to coin an ounce of silver into seven shillings instead of five?
There are people who even now believe that the Govern-
ment can give an intrinsic value to a coin which it does not
possess in bullion.! But many more people believed in this
theory in 1695.”’* Parliament had fixed and was to go on
fixing for some time the prices of crowns and guineas, of
beef and salt, of labour and of money (by deciding the rate
of interest); why might it not evade the expense of the re-

In lEAtl all events this opinion had not entirely disappeared some years ago.
pensigg ‘i‘“d', in 1819, when cash payments were to be resumed after a sus-
be lo" azt‘"g 22 years, Lord Lauderdale proposed that the standard should
Ouncewelie » and maintained that gold ought to be valued at 44 1s. an
since th t was also suggested that it should be valued at 44 10s. or at £5,
the ver ese prices, reckoned in Bank notes, had prevailed some time before
the nat'{mptlon of cash payments. People also said that as a great part of
was failx?:al debt had been incurred during a period of forced currency, it
and the l?i pay the interest on it in depreciated coin. But wisdom prevailed
plished vt‘),.[hst:mdard of the coins was rc-established. This was not accom-
treated asl olut opposition, and Robert Peel who advocated the policy, was
a large sha unatic by his own father, the statesman who had taken such
Must h‘m'eatr)zcrxln'dr:wmg. up the first labour laws. Monlague’s example
cesumption. in the minds of those who were managing the business of

2~
Theorold Rogers, op. cit., pp. 45-46.
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coinage by lowering the standard of fineness of the coins
and continuing to call the coins by their former names ?*

These opinions were developed in a report by William
Lowndes, the Secretary of the Treasury, published under
the title : A Report containing an essay for the amendment
of the silver coins (London, 1695). This work which con-
tains much interesting historical information, called forth
a reply from Locke.? The latter took Lowndes’ arguments
in turn, and after stating them very impartially, proceeded
to refute them or rather to crush them to powder, in a
masterly manner.® Locke’s opinions had been stated before,
but never with so much authority and skill.* That cele-
brated philosopher had written the pamphlet in question
for the private use of Somers. Somers was delighted with it,
and ordered it to be printed. The little treatise concludes
as follows :

““ The increase of denomination does or can do nothing

3 The King, and afterwards Somers, proposed that the money should be
weighed and not counted, but these suggestions were negatived by the
council.

3 Further considerations concerning raising the value of money. This
pamphlet and two other economic essays by Locke, Some considerations on
the lowering of interest and raising the value of money, and On the Coining
of Silver Money, have been reprinted at the end of McCulloch’s Principles of
Political Economy. See Macleod, sth edition, Vol. 1., p. 468.

3 See note, pp. 322-349 of McCulloch’s reprint.

4 We may mention among works whose authors agree with Lowndes:
A Discourse of Coin and of Coinage, by Rice Vaughan, a book 1n which the
author in spite of his talent, has been unable to escape the idea that the
stamp affects the real value of the coin. The book, which is worth reading,
was printed in 1675, but must have been written some time earlier, at any rate
before 1643, when Louis XIII. died, for (p. 29) reference is made to an edict
of the present King of France, in 1614. In connection with Locke'’s work,
1 cannot resist giving some extracts from Quantulumcunque which refer to
the question. William Petty seems to me to be far in advance of the ordinary
thought of his time on all the points with which he deals, both in the bold-
ness and in the decision of his answers, and his short pamphlet—it is only
ten pages long—descrves to be remembered. See Question 8 (p. 65, Select
Tracts)—*‘ 1f the new shilling were but three-quarters of the weight as
formerly . . . the Merchant would export them, just as before, only he will
give but three-quarters so much Pepper or other Indian Goods for the new
retrenched shilling as he did for the old. . . . And consequently there would
be no difference, but among a few such Fools as take money by its name
and not by its weight and fincness.”

Question 9.—*¢ If a shilling was by new Coinage reduced to three-quarters
of its present weight, should we not thercby have one-third more money than
we now have, and consequently be so much the richer? Answer—You would
indeed have one-third part more of the new christened shillings, but not an
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in the case, for it is silver by its quantity and not denomina-
tion that is the price of things and the measure of commerce ;
and it is the weight of silver in it, and not the name of the
pieces, that men estimate commodities by and exchange
them for.

“If this be not so, when the necessity of our affairs
abroad, or ill-husbandry at home, has carried away half our
treasure, . . . it is but to issue a proclamation that a penny
shall go for two pence, sixpence for a shilling, half a crown
for a crown, etc., and immediately, without any more ado,
we are as rich as before. And, when half the remainder is
gone, it is but doing the same thing again, and raising the
denomination anew. And so on, and if the denomination
were raised 15 or 16 times, everyone would find his wealth
in silver turned into gold.

‘“ If this be not so, I desire anyone to show me why the
same way of raising the denomination, which can raise the
value of money in respect to other commodities one-fifth,
cannot, when you please, raise it another fifth, and so on.”’
The name, Locke goes on, is an arbitrary matter; the shill-
ing x?nght be called a penny, and wvice versa; similarly, the
extftmg proportion between the two coins might be changed.

But this, however ordered, alters not one jot the value
of the‘ ounce of silver, in respect of other things, any more
than it does its weight, this raising being but giving of
names at pleasure to aliquat parts of any piece.”’ No human
power can ‘‘ raise the value of our money their double in
respect of other commodities, and make that same piece or
2::ntnty of silver, u'nder a. double denomination, pur-

se double the quantity of pepper, wine, or lead, an instant

after such pr . : . i
before,”” proclamation, to what it would do an instant

Ounce i
Domcst?cmrcemo,i Silver . . . of Foreign Commoditics . . . Nor even of any
oldsmith .t r;:pdmcs. -+ . Supposec you buy a Silver Vessel from a
ounces of Coingdlgg 20 ounces at 6s. per ounce, making 6 pounds or 24
rom woighin ed Silver; now supposc that the said 6 pounds were reduced
be stil] Cﬂll(‘dg624 ounces to weigh but 18 ounces upon the new Coinage, but
that the Goyy Pounds even by the King's Proclamation. Can it be imaéined
smith will give his Vessel weighing 20 ounces of wrought for

18 ounces a
of unwrought Silver? . . . Now this Absurdity is the same in all

other commodities. "’
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Locke’s conclusions seem unanswerable,’ and nowadays
no one would seriously deny that Lowndes’ suggestion
would have given a severe blow to the credit of the Govern-
ment, and would have involved the spoliation of creditors
for the benefit of debtors. Many interests were opposed
to an alteration of the standard. Creditors would have lost a
part of their incomes, landlords a part of their rents, and
everyone who had a contract not yet fulfilled would have
suffered in like manner. But the notion that the name of
shilling carried the thing with it was powerful and Lowndes’
reasoning answered well to the prevailing frame of mind.
The resolution to preserve the old standard of the coins,
vigorously supported by Montague, was, however, passed
by a majority of 111.?

! His premises were no less important. He began by stating as a principle
that there is only one difference between the Government which debases the
coins and the criminal who clips them, viz., that the Government can oblige
people to accept the debased coin. He then points out that such conduct will
cost the State dear. The debasement of the coin in fact ¢ will defraud the
King, the Church, and the universities and hospitals, and of so much of their
settled revenue as the money is raised. . . It will weaken, if not totally
destroy the public faith, when all that have trusted the public and assisted
our present necessities upon Acts of Parliament, in the million lottery, Bank
Act, and other loans, should be deprived of twenty per cent.’”” Later on, p.
338, Locke adds that it is alleged that the lowering of the standard will

enable more debts to be paid, which shows evidently that there is a fraud
involved which it would be impossible to sanction.

* Macaulay, Vol. 1L, p. 552.

CHAPTER VI

THE LAND BANK.—.RENEWAL OF THE
BANK CHARTER.

(a) Dr. Chamberlain. His economic theories and scheme for a Land Bank.
Bill for the Land Bank passed by the House of Commons. Collapse of
the Land Bank. (b) Position of the Bank of England after the re-
coinage and the foundation of the Land Bank. Partial suspension of the
Bank’'s payments. First Exchequer Bills issucd. (¢) Grievances and
dﬂpands of the Bank of England. Rcnewal and extension of the Charter.
Chicf provisions of the Act of February 3, 1697. Question of a monopoly.

THE price of Bank stock, which on February 1st, 1696, stood
at £107, had fallen to £83 on the 14th of the same month.
It was at this time that the House of Commons sanctioned
the scheme for a Land Bank, best known by the name of its
promoter Dr. Chamberlain.

Chamberlain was an accoucheur who had written two or
three medical books, and who had for some time been en-
deavouring to found a Land Bank, or indeed, a bank of
any kind.! Four years after the failure of his scheme in
England he made another attempt at Edinburgh, but with
no better success than on the former occasion.?

' As early as 1693 Chamberlain had submitted his
scheme for a La

l?:‘e?::l t: (tihe Hoyse of Commons, 'who considered it and pronounced it to %de
schemesn practicable. Before this a formal allusion to Dr. Chamberlain’s
City meroEcurs in the pamphlet so often referred to, Bank of Credit. The
very in ecn_ant remarks that Mr. Murray and the Doctor have drawn up a
encourage ious schem‘e for a bank of credit, but since they have received no
More ge%emeinthfmm the City, they have made a proposal for a bank of a
whole kinéﬁox; ar’?‘?iesr'pmdlll?”t]g‘ ngt 03])’6213‘0"(!%“ and its suburbs, but the

N . amphlet is dated 1683. Possi i iti -
Pla""SRChamb'erlain’s hatre«iJ of the City comgwrcial n'?r::);.th‘s opposition ex
Mnnua?fe;;eﬁ uncertain whether Hugh Chamberlain, the author of the

e is. the lxcum, is to bc.u'lcnuﬁcd with the promoter of these schemes.
of the Ro o asttcl_' was physician in ordinary to Charles 11. and a member
Bank Wasysum ociety. It is certain that Hugh Chaniberlain of the Land
in 1688, bug moned to attend the confinement of Queen Mary of Modena

. was at Gravesend and v .
of th nd and arrived too late. w
f the Birth of the Prince of Wales. too late. - He wrote a Narrative
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John Briscoe was another promoter of the new scheme.
He was supported by Harley, afterwards Lord Oxford, and
by Foley, the Speaker of the House of Commons. Both
were political opponents of the Bank of England and very
jealous of Montague.

Chamberlain maintained that he could raise a public loan
double of that subscribed by the Bank, upon the security of
landed property, could make the loan the guarantee for the
interest which would be paid on the notes issued, and lend
the capital directly to the Government, and subsequently
to landowners on mortgage security at-3% per cent.

The projectors regarded it as axiomatic that everyone who
owned real property ought to have in addition paper money
equivalent in value to that property. For instance the
owner of an estate worth 2,000 ought also to have £2,000
in paper money. Briscoe and Chamberlain alleged that
over-issue was impossible so long as corresponding to every
£10 note there was a piece of land in the country of equi-
valent value. No one, they said, will accuse a goldsmith of
over-issue so long as there are guineas and crowns in his
vaults equal in value to the notes in circulation which bear
his signature. Why should not an acre of fertile land have
the same virtue as a bag of gold or silver? The promoters
did not deny that the public preferred the precious metals,
and that in consequence if the Land Bank were forced to pay
in gold, it would soon have to suspend its payments. But
they proposed to overcome this difficulty by making the
notes inconvertible and legal tender.

“ The speculations of Chamberlain on the subject of the
currency,”’ writes Macaulay,? ‘“ may possibly find admirers
even in our own time. But to his other errors he added an

1 See two pamphlets by the two promoters. 1.—A proposal by Dr. Hugh
Chamberlayne, in Essex Street, for a Bank of Secure Current Crédit, to be
founded upon Land, in order to the general Good of Landed men, to the
increase of the value of Land, and the no less benefit of trade and commerce
1695).
(6925.?-Proposals for the - supplying their Majesties with money on easy
terms, exempting the Nobility, Gentry, etc., from taxes, enlarging thesr
yearly estates and enriching all the subjects of the Kingdom by a National
Land Bank. By John Briscoe. With the motto: O fortunatos nimium bona
si sua norint Anglicanos. 3rd edition, 1696.

3 0p. cit., p. 481, Vol. I, of edition in two volumes.
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error which began and ended with him. He was fool
enough to take it for granted, in all his reasonings, that the
value of an estate varied directly as the duration. He main-
tained that, if the annual income derived from a manor were
a thousand pounds, a grant of that manor for twenty years
must be worth twenty thousand pounds, and a grant for
a hundred years worth a hundred thousand pounds. If,
therefore, the lord of such a manor would pledge it for a
hundred years to the L.and Bank, the Land Bank might on
that security instantly issue notes for a hundred thousand

pounds.”
On this point Chamberlain was proof against ridicule,
arguments and even arithmetical demonstration. ‘‘ He

was reminded that the fee simple of land would not sell for
more than twenty years’ purchase. To say, therefore, that
a term of a hundred years was worth five times as much as
a term of twenty years, was to say that a term of a hundred
years was worth five times the fee simple; in other words,
that a hundred was five times infinity. Those who reasoned
thus were refuted by being told that they were usurers; and
it should seem that a large number of country gentlemen
thought the refutation complete.’’*

‘On Monday, February ioth, the Commons met in Com-
mittee to find a means of procuring two millions. It was
c{ecided that this sum should not be raised by the Bank of
I':ngland. Mr. Neale then proposed to ** raise it upon the
I:rfcheqller " (i.e., by Exchequer bills), but, this being also
rejected, it was ultimately agreed that a Land Bank should
be foqnded and should provide the capital required by sub-
scription.  Moreover anyone concerned in the Bank of
England was forbidden to take a part in the management
of the new institution.

This law received the royal assent on the 27th of April.
leﬁt{low th(fe I?'iing and his Durch advisers, who were the

aders o n 12 i i D .
risked the camp:?gclll'l:)f ?gggl?n sl:ch l;usrc(;g:qe C?SUIi(ri)cxha"e

, , plic-
able. As to the success of the enterprise in Parliament, this

1
For a reply to these doctri i
se trines A , .
and a Country Gt’"”cn:an, octrines sce A Bank Dialoguc between Dr. 1. C.
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must be put down to the hatred felt by the landowners for
the financiers and the commercial world. This hatred was so
keen that they were ready to believe anything that appealed
to their passions, and no scheme could have done this better
than Dr. Chamberlain’s, promising them, as it did, loans
at an unhoped-for rate, and the ruin of the Puritan usurers
of Grocers’ Hall.!

As in the case of the Bank itself the measure relating to
the Land Bank was included in what is known in England
as a Ways and Means Bill. The object of the law was to
raise a loan of £2,564,000 over and above the ordinary
revenue. Harley, Foley and Chamberlain undertook this
task. The interest on this loan, i.e., £179,480,* was to be
secured by a salt tax imposed for the purpose.

Most of the other provisions are also copied from the
Tonnage Act.

The King was to appoint a certain number of commis-
sioners to receive subscriptions before August 1st, 1696. It
was intended to issuc letters-patent recognising the company
under the title of the Governor and Company of the National
Land Bank, on condition however, that half the loan were
subscribed before August 1st, and the remainder by the New
Year. In order to avoid speculation, each subscriber, as in
the case of the Bank of England, must pay a quarter of his
subscription at once.

The bank might not negotiate bills of exchange or issue
notes in excess of the sum paid to the Exchequer. It must
lend at least £500,000 on land sccurities at an interest not
exceeding 3% or 4 per cent., according to whether the interest
was paid quarterly or half-yearly. The company was
authorised to sell lands on which it had received no interest
for two years.

These are the chief provisions of this famous scheme,
which was not however destined to come into force. Its
collapse was absolute.

! Evidence of this two-fold appeal will be found in the Doctor’s pamphlets
and in his three successive advertisements.  Analogous reasons had influenced
the Commons to declare three years carlier that Chamberlain's project was
uscful and practicable.

* The rate was 7 per cent.
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The subscription iist was to be opened at Mercers’ Hall
before May 25th. The preceding weeks were not passed in
silence by Dr. Chamberlain. But his adveriisements had
so little effect that on June 11th the promoiers were reduced
to expedients, and announced that they were ready to accept
“ oid clipped money that cannot be passed away without
loss.”” On August 1st the Land Bank, in accordance with
the Act constituting it, ceased to exist. The total subscrip-
tion amounted to £2,100, to which must be added 45,000
contributed by the King.

This collapse put the Government into a very awkward
position and the landed interest was disappointed in its
dearest hopes, but the country was saved from bankruptcy,
the real victim of Dr. Chamberiain’s scheme being the Bank
of England, which was threatened in the first instance by
the project itself, and was subsequently obliged to grapple
with a most peritous situation.?

Position of the Bank of England ajier the creation of the
“ Land Bank’’ and the reform of the currency.—Partial
suspension of payments. The Bank suffered, in the first
instance, from the project itself, and its stock fell from £107 °
to £83.%

Besides this, the currency reform went on too slowly.
The old coins ceased to be current on May 4, but there were
no new ones to take their place. Hence on May 6, when the
goldsmiths organised a run on the Bank of England, the

LA clever defence of the Land Bank was set forth some time after the
failure of the company in a little work already mentioned : Remarks on the
Ptoc‘eedmgs of the commissioners for pulting in exccution an Act passced last
session for establishing a Land Bank (169b). This posthumous pamphlet was
E(;lt:u:?be :"?t,QPPC3fancc of the Land Bank. Pamphlets commending Dr.
were Eglﬂ';‘“ 5)'§tcm continued to rppear from time to time. The two Jast
71'5!0751 is :i'd after the South Sca disaster; they are called, Proposals for
and ,o'g C,'c it, for making the Bank of Eng;'and more useful and profitable,
scheme /"" teving the suffercrs of the Sonth Sea Company (1721).—An honest

s 1y or smproving the lrade and credit of the nation (1727).
in the liig‘canfo" of a rival establishment even to-day causes some disturbance
turb{\ng‘q ‘-VS of the stock of the eoriginal institution ; in these days these dis-
without .lro (:'Io much more violent, for the public instantly became :\.lnrn}od
by side \vitl": m;g to consider whether both institutions could not exist side
political '\ndom serious muiual damage. Thus, when Montague raised up a
Lnglish i?qstofc’gf’m-c rival to the old East India Company by creating the
£138 to 233 nF[a Company, the stock of the old Tory company fell from
and those of .thc r‘iz‘fv)';i"‘klz«'\ltgcr the sharces of the old company stood at £134
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latter had not enough coin to meet the suddenly increased
demand. Sir John Houblon, who was at once Lord Mayor,
Governor of the Bank, and one of the Lords of the
Admiralty, endeavoured to reassure the claimants by offer-
ing to pay a tenth of their demands in cash, and by
promising on behalf of the Bank, to pay the remainder as
soon as the Mint could supply the coins.

* On Wednesday, May 13, the directors held a general
court of the proprietors, who agreed to put off their dividend
and to offer to such persons as distrusted the notes of the
Bank the tallies which they themselves held of the Govern-
ment as security for their loans. Meanwhile the Lords of
the Treasury pledged themselves to pay £60,000 a week
in the new money into the Bank till their whole stock was
re-coined.’’*

By about June 11 the failure of Chamberlain’s scheme
had become evident to all, and the Treasury had to apply
to the very institution which the Land Bank had expected
to ruin. The Bank of England did not open a subscription,
it borrowed 20 per cent. of their capital from its subscribers
for six months at 6 per cent. only, and paid this into the
Treasury, while it applied to the Bank of Amsterdam for
an additional sum of £100,000. The total amount advanced
to the Government was £ 340,000.

The issue of the new coins was meanwhile going on fairly
rapidly but the Treasury continually put off paying the
sums promised to the Bank. The Bank was obliged to limit
its cash payments to 3 per cent. of the amounts payable.
It was at this point that the Lords of the Treasury at length
determined to come to the rescue of public credit by issuing
an order on July 13th ‘' that no public notary should enter
a protest upon any bill of the Bank of England for fourteen
days.””? This was not without effect, for three days later the
discount on bank bills fell from 16 to 8 per cent.?

' Thorold Rogers, op. cit., p. 63.

* Rogers, p. 66. *‘In those days the protesting of a commercial bill
could only be effective when drawn up by one of these functionaries.™

® Rogers, loc. cit. The notes did not rise to par until September 17, 1697,
when a dividend was declared to the sharcholders, who had received none
for two years.
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Issue of the first Exchequer Bills.' At this same time the
Government opened an office at the Exchequer for the issue
of Exchequer bills to supply the want of currency. This
was done at Montague’s desire and as a result of a clause
inserted into the Ways and Means Act of the last session.
Meanwhile, nearly a million of the new money had been
coined.? The new Exchequer bills, for £10 each, bearing
interest at the rate of 3d. a day and payable on demand,
were issued on July 23rd.

The Bank bills were at a discount of 10 per cent. on July
28th, and the King secured the promise of a loan of
£500,000 from the Dutch Government, on condition that
security was provided. Several persons of high standing
in the City, almost all of them Tories, undertook to guar-
antee the money. On August 15th, the Bank made a further
advance to the King of £200,000 at the urgent request of
Portland, one of its principal shareholders.

The Bank’s grievances and demands.—The second Bank
Act.—Renewal and extension of the Charter of the Bank
of England. The situation forced upon the Bank of Eng-
land in 1696 was scandalous. The Government had
borrowed its last shilling, had forced it to incur liabilities in
Holland, to forgo its dividends, and even, by not keeping
its own promises with regard to the delivery of the new
coins, to suspend its payments. To crown all it had sup-
ported the Land Bank, and then as soon as this absurd
scheme had collapsed, it had had recourse once more to the
assistance of the Bank. Finally, it wanted to oblige the
Bank to increase its capital and to accept depreciated tallies
in payment of the new subscription; this proceeding, by
largely diminishing the number of tallies, would have
helped to raise their value and so to restore the credit of the
Paper currency which was then in confusion, but, of course,
always at the Bank’s expense.®

t Hamilton, Inquiry Concerning the National Debt, p. 122.

3
coinchlt%%itl;er £2t'975,'55?| of gt!.):lld n;)onsy and 47,014,047 of silver were
- - mounts coined since Elizabeth’s re-coinage had been £14,669,
In g’°lSd anfll‘h£20.355.651 in silver. £ £14:669:949
ce e arguments and reason d i :
B 7 . s for and against engrafting upon the
ank of England with Tallies, as they have been debated at a Iatepgeneml



110 HISTORY OF THE BANK OF ENGLAND.

Under these circumstances the directors, urged by the
shareholders, thought it their duty to demand guarantees
which would enable them to carry on their business success-
fully and to strengthen their position. This position had
not improved since the collapse of the Land Bank. In 1697
the price of stock was even lower than in the midst of the
crisis. The Bank notes too, had met with dangerous rivals
in the new Exchequer bills, which were easily negotiated,
and were less liable to depreciation than the old tallies,
hence the notes did not rise to par until after the announce-
ment of the peace of Ryswick and of a heavy dividend. The
grievances and demands of the Bank are set forth in the
two pamphlets to which we have just referred in the note.
The three principal demands are as follows :

I.—The concession of a monopoly. This had become
essential for the following reason. The notes, according
to the author of A letter to a friend, will only eirculate if the
funds on which they are issued are safe, secured and
sufficient. No compulsory expedient can supply the place
of public confidence. Hence the Bank must be the only
institution of its kind, for competition causes distrust and
contracts credit instead of enlarging it. The Bank, to be
useful to the State, must be the general repository of cash
for all the inhabitants of London. This is the policy which

court of the said Bank. Not dated, but no doubt written at the beginning
of 1697. The chief argument brought forward against the proceeding is that
it would cause such an increase of capital that the corresponding interest
would be out of proportion to the profits. The author, nevertheless, thinks
that the scheme would be practicable if additional privileges were conceded
to the Bank, amongst others that of a monopoly. These privileges might be
granted in return for the great services rendercd to commerce by the Bank,
in particular the reduction of the rate of discount, which was now 3 per
cent. instead of 12 per cent. as in the days of the goldsmiths..

The author of 4 lctter to a friend concerning the credit of the Nation, and
with relation to the Bank of England, Written by a Member of the said
Corporation for the public good of the Kingdom (1697), gives similar argu-
ments against the procecding, which he considers both unjust and stupid.
Stupid because the credit of the Government depends on the good faith with
which it carries out its promises ; unjust because the shareholders of the Bank
have a right to the profits due to their foresight and their efforts, not to
mention the reward due to them for all the sacrifices, including even that
of their dividends, made to help the Government in its times of difficulty.
In addition to all these good reasons, the anonymous author suggests another
which must in his opinion have seemed cxcellent, viz., that he had invested
a large part of his fortune in the Bank, and had already suffercd considerable
loss. This explains the eloquence of his remarks about justice.
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has caused the strength and utility of the Banks of Venice,
Amsterdam and Hamburg. o

11.—The payment through the Bank of sums due to the
Government. This would be a great advantage to the Bank
and would inconvenience no one.

111.—A certain number of secondary reforms. Amongst
others, a renewal of the Bank’s privileges and a more
efficieni protection against the possible counierfeiting of
notes. )

Parliament and the Bank were agreed upon the two main
points, viz.: 1st—That the privileges of the Bank should
be renewed and extended. 2nd—That in return the Bank
should make a loan to the Government. It remained to
determine the amount of this loan. The House of Com-
mons asked for 2% millions, guaranteed by a tax on sait.!
On January 5th the Bank declared that, having regard to
the scarcity of coin, it could not agree to such a large loan,*
but that it was ready to increase its capital under certain
conditions which were uitimately accepted by the Commons,
and which were sanctionéd by the Act of 1697.

Chief provisions of the Act of February 3rd (8 and 9
William II1. c. 20).—The monopoly and its resulls.

(1) The Bank was to add 41,001,171 to its original
capital.

(2) Anyone might subscribe, and the subscriptions might
be paid four-fifths in Exchequer tallies and one-fifth in
Bank notes.

(3) All the subscribers were to be incorporated in the com-
pany.

In return for these sacrifices, the Act conferred on the
Bank a number of privileges with which we are already
familiar through the claims made in the two pamphlets
referred to.

(1) The time when the Crown might put an end to the
corporation by repaying the sums owing to it was pro-

* The tax in question was that voied on account of the Land Bank.

* The directors rmust have made this decision in order to please the share-
holders, who objected strongly to the policy of making loans to the Govern-
ment.  Sce A second part of a Discourse concerning Banks (undated, but
almost certainly 1697).
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longed, and was fixed at twelve months after the 1st of
August, 1710.

(2) During this period a genuine monopoly was granted
to the Bank of England, since no other corporation of the
nature of a bank was to be established by Act of Parliament.

(3) An interest of 8 per cent., guaranteed by a tax on salt,
was allowed on the tallies accepted in payment by the Bank
of England.

(4) Before opening the subscription the original capital
was to be estimated and made up to 100 per cent. for each
proprietor.

(5) The Bank was authorised to issue notes to the amount
of its original capital of £1,200,000, and to the amount of
the sums to be subscribed, on condition that they were pay-
able on demand ;! in case such payment was not made, these
notes might be presented at the Exchequer, and would be
payable out of the funds constituting the annuity due to
the Bank.

(6) All the property of the Bank was exempt from taxa-
tion.

{(7) Finally it was made a felony, without benefit of
clergy, to forge or tamper with Bank notes.

These privileges were important, and the consequences
of the Act were no less so. Bank notes to the amount of
£200,000 and tallies to the amount of £800,000 were
drawn out of circulation, and hence the value of the re-
mainder rose so that by the end of the year the notes were at
par and the interest-bearing tallies at a premium.? Soon
Godfrey’s wish was realised, and bank-notes could circulate
as nowadays we are accustomed to see them, i.e., without
bearing interest.

The Bank was the chief gainer by this Act. The benefits
it secured were extensive. Macleod® thinks them excessive
and attributes a large proportion of the subsequent crises to
the monopoly granted to the Bank. There is no doubt that

! But the debts of the corporation might not excced its capital, otherwise
the sharcholders became personally liable.

! From g0 per cent. below par they rose to 112.

* p. 479 (5th cdition).
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this monopoly had a very bad effect on the ofganisation of

rovincial credit,! but possibly most of the crises which we
shall describe below might have been avoided if the advice
of a contemporary author?had been followed, and the Bank
of England had established branches in every commercial
town in the kingdom.

Be this as it may, it must be acknowledged that the im-
mediate effects of the Act were highly satisfactory. The
Bank notes rose to par, the stock did the same, and a second
dividend of 7 per cent. was paid on September 21st, 1698.°

At this time the Bank undertook a transaction of a more
prolonged character which it was able to bring to a suc-
cessful conclusion. This was the repayment of the new debt
of £1,001,171 subscribed in January, 1697. The first in-
stalment was paid on September 10, 1698, and for the next
ten years the Bank paid both a dividend and a bonus.
But although the debt was finally paid off in March, 1707,
the Bank continued to reckon it as part of its capital.

A fortiori it seems probable that the Bank repaid to its
shareholders the loans of £240,000 and £200,000 of June 11
and August 15, 1696, respectively. One writer* even alleges
that the Bank offered to advance a million to the Government
without interest for 21 years, on condition that its charter
was prolonged for the same period. This statement may be
correct, but it does not seem to be confirmed by other writers,

and in any case, the transaction referred to was not carried
out.

ban;(:ec below, Part IV., Chap. i., pp. 170-173, dealing with the country

* See Some Thoughts in the Interest of England.

Later on the profits were greater, and it is said that Sir Gilbert Heath-

cote, one of the directors of the Bank, made th i
alone 8.2 Francs oot , more than 60,000 for himself

4 A letter concerning the Bank and the Credit of the Nation.



CHAPTER VII.

THE BANK OF ENGLAND AND THE WAR OF
SUCCESSION.

(a) Economic condition of England in 1700. Problem of the Spanish Succes-
sion. Political position of William 1II. Unpopularity of a War with
France. War declared. (b) Policy of the Bank during the War. Bank's
close alliance with the Protestant Monarchy. Attacked by the encmics of
the Government, but secures the continuation and extension of its Charter.
Run of 1707. Act of 1709. Criticism of this Act: (1) Bank sccures a
genuine monopoly. Results of this, (2) Bank undertakes to circulate
Exchequer Bills.  Is authorised to double its Capital. The Sacheverell
affair. Attack on the Bank.

THE year 1699 passed uneventfully. The situation con-
tinued to improve and the year 1700 opened under the most
favourable auspices. The stock, which had been quoted at
4117} at the beginning of the previous year, rose towards
the middle of March to the hitherto unheard-of price of
£4148. This happy state of things was not confined to the
Bank. The prosperity -was general; the harvest of 1699
had been very good and that of 1700 promised to be excel-
lent; industry flourished and trade had expanded rapidly,
having no longer anything to fear from the French priva-
teers. Proof of this is to be found in the noticeable rise in
the prices of the stock of the two East India Companies and
in the Customs returns, of which the average for 1700-1701
exceeded that for the period 1700-1714," although the duties
were considerably increased during these later years.

The rate of interest too, had fallen enormously. The
extent of this fall and the abundance of capital available
may be estimated from a project which is attributed by
Rogers® to the Bank’s old enemy, Duncombe. This was
nothing less ihan the formation of a company for the pur-
pose of advancing four millions to the Government at 5 per

* The average for those fifteen years was £1,352,764.—Macpherson, Vol.

I1L., p. 45.
* Rogers, p. 101, and Davenant, Vol. 111, p. 320.
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cent., with the ultimate object of paying off the Bank of
England and the new East India Company, to which the
Government had granted extensive privileges two years
earlier #n return for a loan at 7 per cent.

This scheme, which was never carried out, was published
on October 5. Bank stock fell £12 at once. The fall may
also be explained as due to another cause, i.e., to the news
of an event which attracted the attention of the whole
civilised world, which everyone had long been expecting
and fearing, and which when it took place, inevitably
destroyed all the good results of the peace of Ryswick and
involved Europe in a crisis which she will never forget: I
refer to the death of Charles II., King of Spain.

The news of his death when first announced was false,
but the actual event was not long delayed.

The King of Spain died on November 1, and shortly
afterwards the Duke of Anjou was proclaimed his heir.

If William III. had had absolute power, the doubt
whether it was not better to keep quiet and to acquiesce in
the fact that the Spaniards had acknowledged the Duke of
Anjou, would never even have been hinted at. William
hated Louis XIV., and his great political ambition was
always to humiliate France. He was naturally eager to join
the European coalition. It was however difficult for him as
a constitutional monarch to carry out his wishes and enter
upon a war, which was likely to prove both long and costly,
without the good wishes and the support of his people. But
he had neither the one nor the other. The idea of a fresh
war was as unpopular as he was himself. He was disliked as
a fgreigner, and for his cold manners, his accent, and his
advisers, who were foreigners like himself. As he had him-
sclf foreseen, the great services which he had done for
En.g_land were forgotten. Iis high intelligence, his military
a*?‘hty, and indeed all the other talents which made him,
with the exception of Cromwell, the greatest man who has
¢ver ruled England, were overlooked, and instead, his stern
Personality was contrasted with the charm and elegance of
Charles 11, and regrets were lavished on the peaceful and
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merry times of the Stuarts. Nine-tenths of the clergy and
all the country squires were still Jacobites. Even those
who would have been most vigorously opposed to the return
of James II. and his family only looked upon William as the
lesser of two evils, and so long as there was no immediate
danger of a couynter-revolution, were quite ready to oppose
and thwart their sovereign. And although in case of need
they were prepared to support him at the risk of their lives
and fortunes, they continued meanwhile to be gloomy and
dissatisfied. As Somers pointed out in a remarkable letter
to the King: ‘‘ There is a deadness and want of spirit in
the nation universally.”

This state of mind is easily explained. William’s reign
had been one long series of wars and commercial crises,
which had so disturbed the country that even after three
years of peace, it had not entirely recovered. It had been
necessary to raise loans at high rates, and heavy taxes had
to be levied to pay the interest on the borrowed money.
Besides this, and what was more important, the executive
power was extremely weak, notwithstanding William’s
genius and the high ability of the men whom he had placed
in office. At that time the parliamentary customs which
now prevail were not yet established in England. The
Government did not require the support of a majority in
Parliament; and indeed, during William’s reign, it hardly
ever had this. 'The Opposition could therefore reject with-
out scruple the financial measures brought forward by the
Government, since this rejection did not oblige them to
assume the reins of government themselves and devise an
alternative policy. Taine' most justly remarks in reference
to an analogous situation: ‘‘ Generally in a supreme
assembly, when one party is in the ascendant and has a
majority, it appoints the ministry, and this is enough to
give it or to restore to it some glimmerings of good sense.
Its leaders, having the control of the Government, feel
themselves responsible for it, and are forced to take account
of the effects of such laws as they may either propose or

' Les Origines de la France contemporaine, Vol. II1., p. 205 (Vol. 1. of
La Révolution), Hachette’s edition, 189g.
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agree to accept. Tt is rare for a Minister of Finance to
advise expenditure whi.ch hl‘S revenue will not cover, or a
system of collection which will hllnder the payment of taxes.
But,”’ continues the author,! *‘ this source of instruction and
good sense had been cut off from the outset. On November
6, 1789, influenced by principle and by the fear of corrup-
tion, the assembly had declared that none of its members
‘might hold office as a minister. Henceforth it was deprived
of all the lessons supplied by the direct management of
affairs. Worse still, and what was another result of the
same mistake, it was a victim to continual terrors. It had
placed in lukewarm or suspected hands the powers it would
not take upon itself, and hence it was perpetually uneasy,
and all its decrees are not only marked by the voluntary
ignorance in which it persisted, but by the exaggerated or
illusory fears from which it suffered.”” Taine concludes:*
““ For want of having the control of the driving-wheel which
would have enabled it to guide the engine, it was suspicious
of all the machinery, both old and new.”

Taine’s words are as true of the English Parliament of
our period as of the Constituent Assembly. The English
Opposition, very suspicious of all new machinery, rejected
without consideration all proposals for financial reform, and
William’s Government found itself without weapons in face
o_f a corrupt Parliament. It is not surprising under the
circumstances, that an unpopular king, who had no pre-
rogative allowing him to dispense with his subjects’ con-
sent, could not undertake a war against which so many
excellent arguments, both political and financial, were
brought forward.

To take the financial point of view only : in the first place
the expenses of the war would have to be met, and for this
rccourse must be had to a loan or to taxation, and in par-
ticular to taxation, a method of raising money for which
the_ public always feels the strongest distaste; a distaste
“ihlch was the more natural when we remember the irksome
¢haracter of the taxes of that time, and that, thanks to the

' p. 207 2 p z10.
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corruption of the officials who collected them, only a small
part of the money raised ever reached the Exchequer.’

The merchants for their part, feared that a new privateer
war would ruin their trade, which was beginning to revive
since the peace, and were particularly anxious about the
trade with India, to which the new company had given a
great stimulus, and which had already much difficulty in
defending itself against piracy.

Public opinion, also (except in Kent), was opposed to the
war, and the House of Lords, in its reply to a warlike King's
speech, stated that its members were prepared to ‘‘ support
his Majesty and his Government, and take such effectual
measures as may best conduce to the interest and safety of
England, the preservation of the Protestant religion, and
the peace of Europe.”” The House of Commons, by its
behaviour with regard to various matters, such as the im-
peachment of the four lords and the petition of Kent, showed
an even greater dislike for the war and a very characteristic
suspicion of the King.

England’s neutrality thus scemed to be certain, when an
act, either of thoughtless sentimentalism or of malicious
provocation, changed the whole situation, strengthened
William on his throne and caused the outbreak of one of
the longest and most expensive of modern wars. James 11.
died at Saint-Germain on September 16, and Louis XIV.,
affected as some think by the dignity of his death and by
the grief of the excited queen, or believing, as others allege,
that William's throne was so unstable that this prince might
be insulted with impunity, acknowledged James II.’s son
as King of England.

The indignation of the English people at this news, the
break in diplomatic relations with France, the dissolution of
Parliament, the crushing defeat of the Tories in the elections
which followed, the beginning of the War of Succession,
the European coalition and the speedy abandonment of
Louis XIV. by his last allies, belong to the province of

! In Scotland, especially, throughout almost the whole of the 18th century
the cost of collecting the customs exceeded the amount collected.

? Ieb. 15, 1701,
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general history. We must content ourselves with examining
the influence of this war on the Bank, the part played by
this institution, and the way in which its fortunes became
pcrmanently bound up wx'th those of England.

Policy of the Bank during the war.—Run of 1707.—The
Bank’s Charter renewed and extended.—The Sacheverell
affair. The policy followed by the Bank at this period was
marked by the same characteristics as its policy during the
preceding war.

The Bank supported the quarrels of the Protestant
dynasty, and it supplied the Government with the means
of carrying on the war ;! on this account it had to suffer from
the calumanies and the attacks of the enemies of the Govern-
ment; but, on the other hand, it secured the renewal and
the extension of its privileges.

In substance the changes made were merely in name.
William III. died at the beginning of the struggle, but his
sister-in-law made no alteration in his policy, and even did
more than he for the Bank since she avoided encouraging
such rivals as the Land Bank. The Bank for its part,
supported to the best of its ability the Protestant succession
with which its own interests were henceforth bound up.’
Addison has described the position excellently in an allegory
in which he relates how: In Grocers’ Hall he saw Public
Credit *‘ on a throne of gold. At the upper end of the hall
was the Magna Charta. At the lower end of the hall was the
Act of Settlement, which was placed full in the eye of the

' This war was very expensi ist gi iti
@ y expensive.  Sce the list given by Dowell (2nd cdition,
1888, Vol. 11., Appendices V. and VI.) of the cost of cach of the wars carried

on by England between 1088 and 1815, and th 1 i
. > t
which acepoy jochween 108 5 e amount of the national debt

Cost of each war. Debdt accrued,
1688-1697  ...... £32,643,764  coeee 414,522,925
1702-1713  ...... £50,684,056  ...... 421,483,008
1739-1748 ... £.43,655,192 ... £.29,173,771
1756-1763 ...... £82,623,738 ... £:59,633,000
1770-1785 ... £97,500,406 ... £ 117,285,000
1793-1815  ...... £831,446,449 ... £504,889,452

* The import; i i
portance of the Bank may be judged f he foll
re judged from the following fact
h(‘))S()t‘;lliet(iicqby Burnet (Vol. VI, p. 8.  Some years after the outbreak of
Lord Dart the Queen obliged Sunderland to resign and gave the scals to
only a"a': l:i\oulh. I'his caused alarm both at home and abroad which was
to the ayed when the Queen declared to some of her subjects, and notably
changes, governors of the Bank of England,” that she would make no other
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virgin that sat upon the throne. . . . The floor on her right
hand, and on her left, was covered with vast sums of gold,
that rose up in pyramids on either side of her. But this I
did not so much wonder at when I heard . . . that she could
convert whatever she pleased into that precious metal.”” All
at once the door opened, and the Pretender hastened in,
carrying in one hand a sponge and in the other a sword,
which ‘“he often brandished at the Act of Settlement.”
Credit, *‘ the beautiful virgin, fainted and died away at the
sight.”” The charm by which she changed all about her into
gold was broken. The money bags burst like bladders
pricked with a pin. *‘ The great heaps of gold . . . now
appeared to be only heaps of paper or little piles of notched
sticks.”” This allegory is to be found in the third number
of the Spectator, in the same essay in which Addison de-
scribes the simple way in which the work of the Bank was
carried on.!

Crisis of 1707.—Run on the Bank. On several occasions,
after the first outbreak of war the Bank found itself
involved in difficulties, but it was not until 1707 that
it ran any serious risk. At this date the agitation of the
Jacobite party, stimulated by the announcement of a I'rench
invasion, spread panic through the country. 'The price of
the public stocks fell 14 or. 15 per cent.* The enemies of
the reigning dynasty combined with those of the Bank to
organise a run upon the latter.> The private bankers tried
to ruin their great rival and Sir Francis Child refused to
accept Bank notes; he explained afterwards that he was
only applying the law of retaliation to the Bank.

This panic served to show that although the Bank had
enemies, it had not lost its powerful and devoted friends.

! Sec above, p. 75.

? Sce a pamphlct entitled, The anatomy of Exchange Alley. Many details
arc here given about this affair and the part played by two leading goldsmiths
— Knights also and one of them Member of Parliament, too,”’—S8ir R.
Hoare and Sir Francis Child.

3 The Bank had alrcady suffercd from a run organised by Duncombe and
some of his colleagues after the clections of January 23, 1701. On this
point all the details that can be desired will be found in a pamphlet written
directly afterwards, and which is well worth reading notwithstanding its
eccentric title: The willainy of Stock-jobbers detected and the causes of the
late run upon the Banlk of Englund discovered and considered.
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Help came from all sides. The Dukes of Marlborough,
Newcastle and Somerset, as well as other nobles and a
number of merchants, offered to advance considerable sums
One individual, whose whole fortune amounted to £ 3500,
prought this sum to the Bank. The Queen, when she heard
of this, sent him £100, with a bill on the Treasury for the
repayment of the £500. The Lord Treasurer, Godolphin,
who recognised that the credit of the country was bound up
with that of the Bank, told the directors ‘‘ that the Queen
would allow, for six months, an interest of 6 per cent. on
their sealed bills.”’* Finally, the Bank itself made a call of
20 per cent. on its sharcholders, and the danger was over-
come by the combination of all these efforts.

Act of 1709.—The Bank’s Charter renewed and ex-
tended. In 1708 the Government was once more involved
in financial difficulties. The receipts from the taxes hardly
covered half the expenditure. In this dilemma the Ministry
applied to the Bank of England for help, offering it in return
a continuation of its privileges. This proposal roused
violent opposition; the old enemies of the Bank were un-
conquered, and they proceeded to set forth their opinions
in numerous pamphlets. The author of one of these? was
not content to propose the abolition of the Bank, which he
regarded as beyond all doubt a harmful institution, but, in
addition, he suggested a remedy for the financial necessities
of the moment. This remedy, cleverly set forth, was that
adequate revenues should be collected by improving the
Excise, and in particular by authorising the officials to
taste the liquors and to tax them according to quality instead
of quantity. But this writer and his companions could not

: Francis, Vol. 1., p. 87. Such a thing has never happened again.

. Arguments against prolonging the Bank, with proposals for advancing
the Revenue of the excise and making more useful lo the Nation than ever
the Bank can be, without any danger to the Publick. In a letter to a Member
of Parliament (1708). For other protests against the continuance of the Bank
se¢ also, Remarks on the Bank of England with regard more especially to
flmhhade" By a Merchant of London and a true lover of our Constitution.
MS ort view of the apparent dangers and mischief from the Bank of England.
c ore particularly addressed to the Country Gentlemen. Reasons against the
;}:}t;nuance of the Bank of England. I give the titles of those pamphlets
rel out an analysis, which would tell us nothing new, for they merely
l_Pl'Oduc.e the arguments already brought forward against the Bank at the
me of its {oundation.
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hinder the Government from making the following agree-
ment with the Bank :

1.—It was agreed that the interest upon the original
capital of £1,200,000 should be reduced from 8 to 6 per
cent., with an allowance of £4,000 a year for expenses of
management.

2.—It was also agreed that the Bank should advance a
fresh loan of £400,000 at 6 per cent.

3.—Since the Government wished to circulate Exchequer
hills on the security of the house duties, the Bank under-
took to put them into circulation and to pay 41,775,027 for
thesc at once. The Bank was to receive 6 per cent. of this
sum, 3 per cent. as interest, and 3 per cent. as repayment of
the capital.

In return for these concessions the Bank secured :

1.—The continuation of its privileges for 21 years from
August 1, 1711.

2.—Permission to double its existing capital of
42,201,171, the new shares of £100 being issued at £115.

Anderson states' that in spite of these somewhat severe
conditions, the subscription list, which was opened on
February 22, 1709, was entirely filled between nine o’clock
and mid-day : ‘‘ Near one million more,” he says, ‘‘ would
have been on the same day subscribed, had there been room
for it, so great was the crowd of people coming with their
money to the books.””  After these transactions the total
capital of the Bank amounted to £6,577,370, viz.:

Capital of the Bank - - - - - 42,201,171 10S.
This Capital doubled = == = e 4,402,343
And increased by the £400,000 now advanced - 4,802,343

To which must be added for the Exchequer Bills 1,775,027

Total - 46,577,370

Finally, and this was the most important of all, the Bank’s
monopoly was strengthened.

! Vol. IIL, p. 33.
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The Act of 1697 had decreeq that no ot.her' bank
should be allowed by Act of' Parllament; but '1t did not
forbid the formation of other Jomt-stoclf companies, nor of
any company which undertook bankl.ng business. One
company, called the Corppany of Mine Ac‘iventurers pf
England, had constituted itself 1qto a bank of issue and c1r:
culated notes, a power allowed it under the Act of. 1697.
To put a stop to this it was now enacted : ‘* That during the
continuance of the said corporation of the Governor and
Company of the Bank of England, it shall not be lawful for
any body politic or corporate whatsoever, erected or tq be
erected, . . . or for any other persons whatsocver, united
or to be united in covenants or partnerships, exceeding the
number of six persons, in that part of Great Britain called
England, to borrow, owe, or take up any sum or sums of
money on their bills or notes payable at demand, or at any
less time than six months from the borrowing thereof.”

At this time the power to issue notes was looked upon as
so essential a part of the business of banking that its pro-
hibition was considered to prevent the formation of any
bank whose shares were held by more than six persons, and
thus to prevent any private company from exercising an
influence dangerous to the Bank. This seemed so evident
at the time that the clause did prevent the formation of any
joint-stock bank. It was not until much later that it was
realised that the consequences of the prohibition need not
be nearly so stringent.?

The Bank's monopoly of issue was only limited by the
formal order not to issue notes to an amount exceeding its
capital.,

These provisions with regard to note-issue have been

' Sir Humphrcy Mackworth was at the head of this company, and he
?2?“&‘1 a"'al?ility worthy' of a better causc. He dc.-ccived the sharch?!ders
bou years by the payment of fictitious dividends and other frauds; he

ght the products of other mines, and caused them to be coined at the Mint

?}: produced by the silver mines of the company, etc. But, in spite of all
fls. he could not succeed for long. Everything came out, and the Company

of the Mine Adventurers was pronounced a bubble by the House of Cominong
and Sir Humphrey Mackworth was declared guilty of scandalous frauds.

* Sce below, Part IV, Chap. i, p. 171.
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severely criticised by Macleod.! In the opinion of this
eminent economist, they amounted to this: that every loan
made to the Government was attended by an equivalent
increase in the paper currency. ‘‘ Now, to a certain extent,
this plan might be attended with no evil consequences, but
it is perfectly clear that its principle is utterly vicious. There
is nothing so wild or absurd in John Law’s Theory of Money
as this. His scheme of basing a paper currency upon land
is sober sense compared to it. If for every debt the Govern-
ments incurs an equal amount of money is to be created,
why, here we have the philosopher’s stone at once. What
is the iong-sought Eldorado compared to this? Even there
the gold required to be picked up and fashioned into coin.
. . . But let us coolly consider the principle involved in this
plan of issuing notes upon the security of the public debts.
Stated in simple language, it is this: That the way to
CREATE money is for the Gowernment to BORROW money.
That is to say, A lends B money on mortgage, and, on the
securily of the mortgage, A is allowed to create an equal
amount of money to what he has already lent!! Granting
that to a small extent this may be done without any prac-
tical mischief, yet, as a general principle, what can be more
palpably absurd? The ravings of Chamberlain himself are
not more wild.”

In 1713, the last year of the war, the Bank made another
loan to the Government, and secured the continuation of its
charter until 1743.

In the following year Queen Anne died. The fear of
civil war roused by the question of the succession caused
some anxiety in the City, but all was soon as quiet as usual.
The Hanoverian dynasty now established on the English
throne, could hardly be ill-disposed towards the Bank, and
in 1716 a new agreement was made with the Bank in respect
to the Government debt. The Act of 1716 was passed in
return for the redemption of the previous debts and for
further advances at 5 per cent. This Act also exempted the
Bank from the usury laws,? which were becoming a heavy
burden on the commercial world.

! pp. 416 and 417 (sth cdition, pp. 487, 488).
? Macleod, Vol. 1., p. 488 (sth edition).
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The Sacheverell Affair.' The history of this periqd would
be incomplete without a reference to the.dangers incurred
by the Bank of England in 1709 owing to a sermon
preached at St. Paul’s by Dr. Sacheverell. '

«« A sermon at St. Paul’s,” says Mr. Morley,? *‘ was like
a modern demonstration in Hyde Park. Ce Dr. Price’s
discourse at the dissenting meeting-hpuse in the Old Jewry
on 4th November, 1789, laid the train for Burke’s Reﬂe?-
tions on the French Revolution. It was Dr. Sacheverell’s
sermon on November 5th, 1709, that provoked the most
violent Tory explosion of the century.” .

This sermon was violent in tone and apparently directed
against the dissenters; in particular, _ it declared the
principle of passive obedience and non-reSIStance. to Govex:n-
ment, with allusions to the opposite views which had in-
spired the revolution of 1688. The Lord Mayor who was
present and who was a Tory M.P., asked the preacher to
dinner, thanked him for his sermon, urged him to publish
it and allowed it to be dedicated to him.

This publication made a scandal. The sermon referred
to the First Lord of the Treasury as Volpone. The author
was arrested on account of the liberties he had taken with
the Government. The populace supported his cause which
was that of the Church of England, and the preacher was
escorted to Westminster, where his trial was honoured by
the presence of the Queen,*® by a guard of butcher boys.
The crowd pressed round the doctor, struggling to kiss
his hand, and money was thrown to it by the gentry,

! References to this affair are numerous. The best authorities to consult
are Morley, Walpole, pp. 13-17; Smollett, Vol. VIIL., pp. 72-79; Stanhope,
History of Queen Anne’s Reign, Chap. xii., p. 4. See also as curiosities,
White Kenett, Wisdom of looking Bachkward with an account of Dr.
Sacheverell’s proceeding, and the opinion of the famous Duchess of Marl-
borough in Account of my Conduct, p. 247.

'poag

® People cried out as the Queen procceded to Westminster—‘¢ God blcs's'
your Majesty and the Church, we hope your Majesty is for Dr. Sacheverell.
—Morley, p. 16.

The English Church regarded the accused as a hero and a martyr, prayers
were said in all the churches for his acquittal, his behaviour was praised in

Sermons and the royal chaplain himsclf expressed his admiration and
apprqval, l
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who followed the procession in hackney coaches. The
people could not rest contented with these peaceful demon-
strations, they plundered the dissenting chapels and
burnt the books and other spoils collected from them, in
Lincoln’s Inn Fields. They even pillaged accidentally one
of the orthodox churches whose appearance was not suffi-
ciently distinctive. The riot very soon acquired a purely
political character and the Bank, always an object of attack,
was warned that it was to be assaulted. The assembled
directors appealed to the Secretary of State for a guard to
defend their establishment. No troops were available, but
e Queen sent her own foot and horse guards, preferring
to be left unprotected rather than risk the capture of the
Bank. ‘““Am I to preach or fight?’ Captain Horsey in-
quired, when he received the royal commands. There was
no need to do either, the mere appearance of the troops
sufficed to put the rioters to flight.

The Bank was thus saved from plunder by the Queen’s
devotion. As to the Sacheverell affair—it ended as follows :
Sacheverell, notwithstanding the excellent defence which
he read before the House of Lords and which was prob-
ably the work of Atterbury, was condemned by 6g votes to
52." But the light penalty imposed? caused the sentence to
be looked upon as a victory for him and his supporters.
Shortly afterwards Godolphin resigned and the Tories were
conspicuously victorious in the elections which followed.

To gain a better understanding of these continual riots
and scandals and of the state of England during the period,
the third chapter of Taine’s Histoire de la Littérature
Anglaise, Vol. 111, should be read.

* There was nothing to he seen,’’ writes the great critic,
“ but corruption in high places and brutality among the
common people—a group of intriguers leading a populace
of brutes. The fiuman animal, drunk with political pas-
sions, expressed itself in cries and violence, and swaying to

! Out of the 13 bishops who voted, only 7 were against him.

* He was forbidden ta preach for three vears and his sermon was ordered
to be burnt.
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and fro under the hand of .each party by turn, seemed ready
to destroy society by its blind outbursts. g

« Every political event was the signal for riot, for xsﬁ
order, for blows and broken hfzads. When Dr. Sﬁcheviare
was tried, butcher boys, chimney sweeps, fru‘lt .sel ers,
prostitutes and the dregs of the populatx‘on, bglxevmg the
Church to be in danger, accompam.ed him with howls of
rage and enthusiasm and.in the evening devoted th,e,mselves
to the burning and pillaging of dxsseptlng chape}s. ’

Taine goes on to describe the bu.rm,ng of Admiral Byng’s
effigy, the stoning of Lord Bute,' Pitt s‘unpopular successor,
who was obliged to surround his carriage with a guard of
boxers, the judges not daring to condemn dyrunkards, t.he
House of Commons afraid to pass Walpole’s Excise Bill,
and the Gordon Riots. He might easily have lengthened
the list, for Royalty was no more respected than the
Ministers, and the Duke of Bedford's house underwent
actual sieges and assaults. ]

The gulf between this state of things and the Itllgla}nd
of the 19th century is immense. Indeed I know of nothl.ng
which is more to England’s credit than the transformation
this produced in less than a hundred years. It shows
how much can be accomplished by the persevering work and
devotion of all ranks of citizens for the public welfare. 1t
shows also, what could be done by the active and intelligent
interference of the middle classes, who, not submitting to be
set on one side or submerged, were able to take the lead in
public affairs and to revolutionise the country. They afford
an excellent example of that patriotism which refuses to be
put off with mere words. Inglish history is accordin_gly a
splendid study for nations whicl, like the English nation of
the 17th and 18th centuries, are numerically small, un-
organised, and the victims of demagogues. 1t proves that
these evils are not such as need be suffered involuntarily, and
offers encouragement, combined with a good example.

' Vol. 11T, p. 5, of the cdition of 1863.



PART III.

THE BANK OF ENGLAND UNDER THE HANOVERIAN
DYNASTY.

CHAPTER 1.

THE BANK OF ENGLAND AND THE SOUTH
SEA COMPANY.

The South Seca Company. Offers to take over all the Public Debts. Proposals
of the Bank in this matter. Government accepts the proposals of the
South Sea Conrpany. Speculative mania. Multiplication of schemes of
every kind. The South Sea Company’s lawsuit against the new Com-
panies.  Results of this lawsuit ; Ruin of the South Sea Company. Trial
of the Company’s Directors. End of the crisis. Part played and risks
run by the Bank during the crisis,

WHiLst France was in the throes of the financial crisis
which marked the period of the Regency, England was
passing through a similar crisis. Although she had not her
man of genius like LLaw, she had her Compagnie des Indes
Occidentales in the South Sea Company. The results of this
crisis were less severe in England than in France, but the
crisis itself was no less alarming. For more than a year the
history of England is bound up with that of the South Sea
Company.

The South Sea Company was formed in 1711 by Lord
Oxford with the object of strengthening public credit
which had been severely shaken by the fall of the Whigs.
Like all such contemporary institutions it originated in a
State loan. The company undertook to provide the money
due to the army and navy, as well as for other parts of the
unfunded debt. This was to be done in return for a 6 per
cent. interest on the security of various duties and the
monopoly of trading in the South Seas (i.e., the Pacific
Ocean), from which the company took its name.

It carried on its trading business quietly until 1720 at
which date it won its melancholy notoriety.
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The year 1720 was, according‘ to Andersoq, a year
remarkable beyond any other which can be [..)ltched. upon
by historians for extraordinary and romantic Qro;ects.’
The public rage for speculation approached insanity. But
the rulers too were partly responsible for the misfortunes
which followed. The crisis originated, if Smollett is to be
believed, from the King's recommendation to the Comrpons
to consider the ‘‘ proper means for lessening the national
debt.” )

The South Sea project was then brought forward by Sir
John Blount, who had the coolness and audacity required
for such an enterprise. He submitted his scheme to
Aislabie, the Chancellor of the Exchequer, and to one of the
Secretaries of State, both of whom were already prejudiced
in its favour for self-interested reasons. Hence he was able
to meet their objections without much difficulty.

The scheme was adopted by the Government; its primary
object was to lighten the burden of the national debt by
reducing all the public debts into one. )

On January 22, 1720, the House of Commons met in
committee to consider the project. The South Sea Company
offered to take over all the debts of the State, which were
estimated at 430,981,712, in return for an interest of 5 per
cent. until 1727, and of 4 per cent. after that date. In ex-
change for this it was to pay 3% millions. These proposals
were brought forward unexpectedly by the Government,
who hoped thus to secure a favourable vote. The House
however received them somewhat coldly, and the friends of
the Bank of England, by pointing out the great services
rendered by this institution to the State, and the harm which
the passing of this scheme would do to it, secured a delay
of five days.?

The Bank took advantage of this interval, and before it

v ; f’l ”istorica! and Chronoiogical Deduction of the Origin of Commeree,
in(f). “‘3 P. 91. This work, dating from 113 years ago, gives most valuable
P ormation about the whole of this affair. Sce also Macpherson, Annals of
ommerce (1803) Vol. 111, p. 76. Up to 1764 this work is however merely
a r;"’“‘(‘d edition of Anderson’s.

Ihstmy of Scotland, Vol. VIIL., p. 238.

dcb;tgrodrick was the chief supporicr of the Bank during a very stormy
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was over offered to undertake the same responsibilities as
the South Sea Company and to pay five millions in return
with less delay! than the rival company had required to
raise the smaller amount tendered by it.

The proposals of the Bank were no sooner announced than
the directors of the South Sea Company called a general
meeting of their shareholders and received instructions to
secure the preference at all costs. They accordingly offered
to increase the sum granted to the Government from 3} to
»4 millions. The Bank however threw all its strength into
the desperate struggle, and began in its turn to make the
most insane proposals. Itoffered to give £1,700 Bank stock
for every annuity of £100 for 96 or 99 years. ‘‘Let any-
one,”’ writes Anderson, ‘‘ consider how this was possible.”’
Luckily for the Bank these proposals were rejected. At one
time there was some idea of dividing the undertaking be-
tween the two establishments. But Sir Johri Blount is said
to have refused to agree to this Solomon’s proposal, ex-
claiming ‘‘ No, sir! we will never divide the child.”

The proposals of the South Sea Company were only
accepted after prolonged and violent debates in Parliament.
In the House of Commons, where, after a discussion lasting
two days, the scheme was passed by 172 votes to 53, Robert
Walpole was the principal speaker for the Opposition. In
the House of Lords, where the debate was very short and
where there was no division, the most notable speech was
that of Lord North and Grey. Earl Cowper also spoke
against the Bill, saying that, ** like the Trojan horse, it was
ushered in and received with great pomp and acclamations
of joy; but was contrived for treachery and destruction.””

The royal assent was given on the 7th of April. On
June 11th when he dissolved Parliament, the King con-

! These proposals are to be found in two or three contemporary pamphiets,
such as The schemes of the South Sea Company and the Bank of England
as proposed in Parliament for the reducing of the National Debt; and A
comparison between the proposals of the Bank and the S.5. Company.
Whercin is shown that the proposals of the first are much more advantageous
than that of the latler.

2 See Parliamentary History, Vol. VII.. pp. 644-646, for the dcbates in
the House of Commons, and pp. 646-648 for those in the House of Lords.
The principal supporters of the scheme were Aislabie and Lord Sutherland.
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gratulated the two Houses on having set the liquidation of
the national debt on a firm basis without violation of the
public faith.

The mere report that the South Sea Company intended
to take over the consolidated debt made its shares rise in
1719 to £126. When the law was passed they were at £310.
After the success of the first subscriptions, due to more or
less correct rumours, the shares rose to £500," then (June 2,
1720), to £890;” they did not even stop there for a wave of
veritable madness had turned everyone’s heads. At the end
of June their price had reached £2,000.

Recourse was had to devices and promises of all kinds in
order to maintain this artificial level ; promises were made of
profits of 50 per cent., and of the acquisition of distant and
invaluable markets; it was whispered that mines and hidden
treasures had been discovered. All these devices had been
employed before, and we have already had to describe them
at sufficient length; but this was no reason why they should
not he successfully used once again.

The great majority of the public was caught in the snare.
The same thing happened in Change Alley in London as
had h.appened in the Rue Quincampoix in Paris; nobles
a1.1d citizens, merchants and country squires, judges and
bishops, women belonging to all classes of society, *crowded

! May 23.
2
treut 02;: of ‘thc reports which contributed most to this rise was that a
st‘cjtn(‘),ncc pf(‘m:'}?"»]hadp]uﬂ been signed between Spain.and England, as a con-
S 0 I\L ich Port Mahon and Gibraitar were to be exchanged for part
trents b \is cxcl):}ngc. was exccedingly profitable to the company; it
L‘ounf‘r'cr}ol- s position in the Pacific and sccured to it the trade of a
! ]3‘ uﬂ (g.(-nd:nryl wealth (Smiolfett, p. 244).
. ¢ interval the company had opened a third subscription list a
é’(-lr':oo ’pCr share ; four mil!ions were subscribed. Some of the d’?rcctors als;
¢ made baronets for their great services.
500‘{’0pe's description in his Epistle to Allen, Lovrd Bathurst.
At length corruption, like a gencral flood
Did deluge all, and avarice creeping on
Spread like a low-born mist and hid the sun.
Statesmen and patriots plied alike the stocks,
Pncro;ss and butler shared alike the box,
And judges jobbed and bishops bit the town,
Anq mighty dukes packed cards for half-a-crown—
See als ]:rll.-’llil was sunk in lucre’s sordid charms.”
1824), 'Vb‘l) \)‘zllf\ﬁ s poem : The South Sea Project, in Complete Works (edition
: » PP- 140-155, and the satirical poem, South Sea Ballad, or
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together there. The King himself did not escape the infec-
tion' and his mistress is accused of making considerable
profits from the affair, which gains she hastened to send
to Hanover.

Fashion even was affected. South Sea carriages, coats,
and neckties made their appearance; the ladies wore no
jewellery except that bearing this name, and there were
South Sea servants.

The artificial rise in the shares produced an artificial
increase of wealth, and an unprecedented luxury appeared
in the country. Speculators and adventurers, says a con-
temporary author, drunk with their imaginary riches,
bought the rarest food and the finest wines that could be
imported; with neither taste nor judgment they purchased
the most gorgeous furniture and carriages; they gave way
freely to the most shameful excesses and their speech was
characterised by pride, insolence and a ridiculous ostenta-
tion.?

The result of all this was an immense rise in general

prices. If the level of prices reached in France was not
attained and if no one gave £200 for a chicken,?® this was
only because the Bank was not involved in the South Sea
Company, so that there were no over-issues; nevertheless
the prices were such that people with moderate incomes
were forced either to speculate or to live in poverty.

The clerks of the company were among the few people
who made genuine profits. Since the passing of a single

Merry Remarks upon Exchange Alley Bubbles. We give these numerous
literary references not to display a vain erudition, but because in actual fact
it is from such sources as these that the best descriptions are obtained, in
default of a history of the crisis. Finally, sce Smollett, p. 244, and compare
Thiers Histoire de Law, p. 93. The two crises are so much alike that a
description of the one might easily be read as applying to the other.

! 1t is certain that the King vigorously supported the project, if he did
not actually make moncy by it. The Duchess of Ormond wrote to Swift:
¢ You remember, and so do I, when the South Sea was said to be my Lord
Oxford’s brat, and must be starved at nurse. Now the King has adopted
it and calls it his beloved child : though perhaps you may say, if he loves it
o better than his son, it may not be saying much; but he loves it as well
as he does the Duchess of Kendal, and that is saying a good deal. 1 wish it
may thrive, for some of my friends are deep in it; I wish you were so too.”

This letter will be found in Swift’s works, Vol. XVI., p. 335.

2 Compare Thiers, op. cit., p. 103.
* Thiers, p. 107.
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day might mean a difference of 4100, people often gave
them a 420 note to hasten the transaction. The profits
which they made in this way were so great that they used
to wear clothes trimmed with lace, and replied to those who
criticised them that *“if they did not put gold upon their
clothes, they would not make away with half their earn-
ings.”

%t would have been fortunate if the evil had ended here.
But the success of the South Sea Scheme gave rise to all
kinds of other projects. Some of these were serious and
deserved to succeed,! but the absurdity of the others was
such that according to Francis, their popularity ‘‘ stamped
the minds of those who entertained them with what may be
truly termed a commercial lunacy.”” A few examples will
illustrate this.® One project was for ‘the *‘‘discovery
of perpetual motion,”” another to found a company
‘““for importing a number of large jack-asses from Spain,”’
a third ‘‘ for building of hospitals for bastard children,””
a fourth ‘‘for extracting silver from lead,” and, finally,
the most remarkable of all was a project to found a
company ‘‘ for carrying on an undertaking of great advant-
age, which shall in due time be revealed.”” Each sub-
scriber was to deposit two guineas, in return for which he
would subsequently receive a 100-guinea share, and would
at the same time hear the nature of the scheme! It is diffi-
cult to believe that in five hours the ingenious promoter had
collected 1,000 subscriptions, i.e., 42,000, with which he
decamped in the course of the evening.

Any subscription was accepted for projects of this kind,
even a shilling for £5, i.e., 1 per cent.* And since no one
ever asked for the remainder of the subscription, the poor
man with his few pence could build the same castles in the
air as the rich man with his millions of pounds.

Lo ‘d/\mong the schemes which succeeded were the Royal Exchange and the
'; on Assurance Company, which still exist.
Francis, p. 127,

* Still mo : :
by ‘Anderson_r;. e::)tg'avagant projects are given by Mahon, pp. 16 and 17, and

'I‘ > eggn
here were even some promoters who asked only a shilling for £100.
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Another fraud of the period? was that of the ** Globe
permits,”’ small squares of playing cards, on which were
printed pictures of the Globe tavern with the words, ** Sail
cloth permits.”” These cards were merely permits to sub-
scribe to a future Sail cloth company, and were sold
currently for 6o guineas apiece. The crush and confusion
were so great that the same shares were sometimes sold
simultaneously for £10 more at one place in Change Alley
than at another.?

The new companies enjoyed the patronage of the highest
nobility. The Prince of Wales, afterwards George 1I., con-
sented to be governor of the Welsh Copper Company.
According to Lord Mahon,? the Speaker and Walpole tried
in vain to dissuade him; it was not until the company was
threatened with an action that His Royal IHighness had the
prudence to retire with a profit of £40,000.

The Duke of Bridgewater founded a company to build
houses in London and Westminster and the Duke of
Chandos was the head of the York Buildings Company.
Practically all the other nobles followed these examples.
The Dukes of Argyll and of Roxburgh and Lord Stanhope
were apparently the only persons among the nobility and
ministers who escaped the infection.

This state of things afforded excellent opportunities for
satire. Announcement was made of a company for
““ making butter from beech trees,”’ and of various analogous
projects. But the most brilliant satires and the most biting

! Mackay, Popular Delusions, p. 54. This work also contains an cssay
on Law, and one on the ¢ Tulipomania '’ in Holland.

* The way in which business was carried on may be gathered from the
account of a contemporary. The London Journal for June 11, says: ‘‘ The
hurry of our stock-jobbing bubblers has been so great this week, that it has
exceeded all that was ever known. There has been nothing but running
about from one coffee-house to another, and from one tavern to another, to
subscribe without examining what the proposals were. The general cry has
been, ¢ For G—’s sake let us but subscribe to something, we don’t care what
it is!' So that, in short, many have taken them at their words, and entered
them adventurers in some of the grossest cheats and improbable undertak-
ings that ever the world heard of ; and yet by all these the projectors have
got money, and have had their subscription full as soon as desired.”

3 See p. 15, und Morley, Walpole, p. U4.
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epigrams are to be fuu.nd in t!le contemporary verse.' ‘‘ The
print shops teemed with caricatures,”’ says Mackay, ‘‘ and
the newspapers with epigrams and satires upon the prevalent
folly. An ingenious card-maker published a pack of South
Sea playing cards, . . . each card containing, besides the
usual figures, . . . a caricature of a bubble company, with
appropriate verses beneath. One of the most famous
bubbles was ‘ Puckles’ Machine Company ’ for discharging
round and square cannon-balls and bullets, and making a
total revolution in the art of war. Its pretensions to public
favour were thus summed up in the eight of spades:

¢ A rare invention to destroy the crowd
Of fools at home, instead of fools abroad.
Fear not my friends, this terrible machine,
They're only wounded who have shares within.”

Each company of the same kind was ridiculed in turn.
Mackay ? gives most of the verses, and a reproduction of the
very curious cards.

Unfortunately so long as the speculator was putting
money into his pocket, he paid no heed to the satires, and
laughed at those who ridiculed him. It was estimated that
the total amount subscribed to the different projects ex-
ceeded 4£300,000,000,° and the price of their shares* rose
continually. Things reached such a pitch that sensible men
could nqQ longer hide from themselves the dangers of the
situation. Walpole, the Jeremiah of this period of in-
sanity,® was continually prophesying the most terrible

' Amongst the best known the following may be quoted :—
““ A wise man laughed to see an ass
Eat thistles and neglect good grass,
But had the sage beheld the folly
Of late transacted in Change Alley,
He might have seen worse asses there
. Give solid gold for empty air.”
, pp 60-62.
Vi Tindal, History qf England from the Revolulion to George II. Vol.
act --|P- 357, and Smollett, p. 245. Anderson gives (pp. 104-107) the amounts
“‘QP[Y su*l])scnbed for each project.
or the prices of shares during this period see Anderson, pp. 103-104,
Bar:k ?f England stock itself was qguoted zft £260.
0kmig?:“l")lc’s gloomy prophecies did not prevent him, with characteristic
sticity of conscience, from making 440,000 by speculation in South Sea
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misfortunes. The King, roused to anxiety, issued a
proclamation on June 11, against ‘‘ Such mischievous and
dangerous undertakings, especially the presuming to act as
a corporate body, or raising stocks or shares without legal
authority.” But this proclamation had no more effect than
the satires and epigrams, and it remained for the South Sea
Company itself, jealous of its rivals, to put an end to the
folly and to bring about its own ruin.

Alarmed by the success of all these projects, the South
Sea Company obtained a writ from the Lord Justices reject-
ing all petitions and dissolving all the bubble companies.!
This writ, issued on July 12, was followed by a list of those
companies which were considered to be of this kind. There
were no fewer than 86 and this list is still amusing to read,
both for the number and the absurdity of the inventions.?

The company was apparently triumphant but the burst-
ing of the bubbles caused general uneasiness; everyone
wished to realise his gains. People quickly tound out the
difference between the prices in Change Alley and the real
value of the shares of the different companies, and the South
Sea Company found itself involved in the ruin it had
caused.

When the legal proceedings began the company’s stock
stood at £850. It kept up to £700 until September 2, but
on the 13th it was only £400 and on the 29th, after a con-
tinuous fall, it was selling at £175. The anxious directors
promised a dividend of 30 per cent., and guaranteed one of
50 per cent. for the following years, but their promises had
no influence on the now incredulous public which was
very soon in a state of absolute panic. Everything collapsed,
thousands -of families were reduced to beggary, many
people were unable to survive the disaster and the fortunes

Stock ; he managed to choose a good moment for selling out, see Coxe,
Memoirs, Vol. 1., p. 730. Mr. Morley remarks (p. 134), ‘ His firm and wise
conviction of the folly of the South Sea schemes did not prevent him from
turning his wisdom to account by dealing in South Sea stock.’

! These companies collapsed after June 20, 1720, in consequence of the
Bubble Act.

* This list is given by Anderson, pp. 104-112. But the author only
mentions 8o companies.
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secured by a handful of individuals only served to aggravate
the prevailing ruin.

The directors of the company vainly sought to delay the
catastrophe by the help of credit. Several goldsmiths and
private bankers who had advanced money on the shares were
obliged to stop payment owing to the depreciation of these,
and the Sword Blade Association which had been the com-
pany’s chief cashiers, now shared its disgrace.

In vain they even applied to the Bank itself. Urged by
Walpole the directors had indeed undertaken to circulate
£3,500,000 of the company’s bonds at £400, but this agree-
ment, which was made on September 13, was no longer
tenable, and the directors took advantage of the fact that
the contract drawings had not been legally ratified, and
refused to execute it.!  Indeed, had they been forced to
carry it out, they would only have shared the South Sea
Company’s ruin. The Bank had difficulty enough to main-
tain its own credit and it was only able to meet the run
made upon it by devices which Macleod® thus describes *
‘It employed a number of clerks to tell out the money
which was demanded, as well as what was brought in.
Payments were made in light sixpences and shillings, and
large sums were paid to particular friends, who went out
with their bags of money at one door, to deliver them to
people placed at another, who were let in to pay the same
money to tellers, who took time to count it over. These
persons were, of course, always served first. By this means
time was gained, the friends of the Bank rallied round it,
and made large subscriptions to support the company. The
festival of Michaelmas, at which it was usual at that time to
shut up the Bank, came, and, when it was opened again,
the public alarm had passed off.”

_ The directors of the South Sea Company thought at one
time of taking legal measures to force the Bank to execute
Its contract, but they soon remembered that the lawsuit

1
BankF(g the part played by Walpole on this occasion, see “ The case of the
(~mlmnu°"1”’“ff- " 1735, a reply to the attacks printed by Aislubie in the

* 3rd Edition, p. 428.
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must throw light on their own proceedings and would do
them more harm than good. Besides, they had triumphed
so insolently in their days of prosperity, and had so op-
pressed well-meaning people by their ill-judged luxury, that
they could not find a single supporter in the day of mis-
fortune, and during the Parliamentary inquiry they suffered
more on account of their gorgeous past than on account of
their frauds.!

The crisis, however, continued, and George 1., who
according to habit, was never in England, had to leave
Hanover and return to his new kingdom at the beginning
of November. Several remedies were suggested. The most
important of these was that nine millions of the capital
should be made over to the Bank of England and an equal
amount to the East India Company ; this would leave twenty
millions to the South Sea Company. This measure which
was ably drafted by Walpole, was passed, in spite of the
abjections of the Bank and of the two other companies con-
cerned; but the vote of the two Houses did not result in
the execution of the arrangement, which was optional in
character and remained a dead letter.

Meanwhile, the debates and the Parliamentary inquiry
were revealing the most scandalous proceedings, and the
tone of the discussion reflected the unmeasured wrath of the
public against the company and its promoters.? No one
seemed to realise that the nation had been as guilty as the
company. The nation was composed of simple, hard-work-
ing, honest people, despoiled by a group of thieves who
deseryed to be cast out without mercy., This was the unani-
mous opinion in the country and Parliament was hardly
more reasonable. The protest there was the more violent,
since several members tried in this way to throw dust in the
eyes of the public.

The King, in his speech at the opening of the session,
hoped that it would be remembered that ‘* all your prudence,

* Mackay, p. 69.
? For this celebrated affair see the whole session from December, 1720,
to August, 1721, in Parl. Hist. (pp. 678-g11).
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your temper, and resolqtion, are necessary to ,f,ind out and
apply the proper remedies to our misfortunes.

These words were scarcely heard. The House of Lords
was content to urge that the property of the criminals
should be confiscated. But in the Commons, Lord Moles-
worth! demanded that extraordinary penalties should be
inflicted on extraordinary crimes, and recalled the example
of the ancient Romans, who, having no law against the
unforeseen crime of parricide, yet made one as soon as it
-was committed, and threw the guilty wretch sewed up in a
sack into the Tiber. He should, he added, be content to see
these speculators, as the parricides of their country, treated
in a like manner and thrown into the Thames, These views
were shared by Parliament, and Walpole who was the only
person who kept his head, had much difficulty in calming
the audience ; indeed, on the following day he could not do
so, and penalties with retrospective force were passed
against ‘‘ the Infamous practice of Stock-Jobbing.”

A committee of inquiry was appointed.? The governors,
directors and officers of the company were summoned
before the bar of the House of Commons, and since
Knight, the treasurer, had thought it prudent to escape, a
proclamation was issued, forbidding any of the accused to
leave the kingdom.

General Ross,® with more vigour than elegance, described
to the House how ‘ The committee had discovered a train
of the deepest villainy and fraud that had ever contrived to
ruin a nation.”’ Bribery had been used to pass the Act, all
the directors who were members of the House were expelled
and all the officers of the company who held Government
Posts were dismissed. The inquiry was hampered by
O‘bstacles of every kind: the company’s cashier was in
France and the most important of the books had been
tampered with or entirely destroyed. It was discovered
however, amongst other things that £574,500 of stock, said

: For Lord Molesworth’s speech see Parl. Hist., pp. 682-683.
It included the chinf opponents of the South Sea project, amongst others

Motesworth . A
COlnminQ;. » Jekyll and Brodrick; the latter was clected president of the

? For this speech see Parl. Hist., p. 711
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to have been so0ld, had been distributed among ministers,
influential nobles and the King’s favourites. The Earl of
Sutherland had had £50,000; Mr. Secretary Craggs,
£30,000; Mr. Charles Stanhope, one of the secretaries of
the Treasury, £10,000; the Sword Blade Company,
£50,000. The Duchess of Kendal having accepted
410,000, the other favourite, the Countess of Platen, re-
ceived a like sum—an impartial treatment which Lord
Mahon thinks worthy of praise—and her two nieces were
not forgotten.

But the person most compromised by the inquiry was
Aislabie, the Chancellor of the Exchequer.! He had
advised the company to increase its second subscription by
half a million, on no authority but his own, and had
apparently been well paid for this permission; he had also
received a large share of the stock which had been dis-
tributed in the manner just described. Speedy and well-
deserved punishment fell upon him. He was expelled from
the House with ignominy, sent to the Tower, and all his
property was confiscated for the benefit of the victims.

This sentence was welcomed with extraordinary enthu-
siasm. London was illuminated, fireworks were let offi and
a huge crowd assembled on Tower Hill to witness his
degradation. But the demonstration was caused less by
pleasure at Aislabie’s condemnation than by indignation at
Stanhope’s acquittal on the previous day.

Charles Stanhope had been the first to be sentenced,?
and although his defence, skilful as it was, had convinced
no one, he had been acquitted by a majority of three. The
most powerful influence had been exerted to save him.
Lord Stanhope, Lord Chesterfield’s son, had approached
the members of the House in turn and was able to induce
a large number of them to vote for the acquittal, or at
least, to abstain from voting. The verdict roused much
discontent in the country and was the cause of numerous
troubles in London. Similar dissatisfaction was caused by
the acquittal of the Earl of Sutherland. It was stated that

! For his trial sce Parl. Hist., p. 748. The Secretary of State, Craggs,

could not be tried since he had died in the interval.
* Parl. Mist., pp. 740-74/.
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this acquittal was due to.the necessity of staving‘off a
political crisis and preventing the return of the Tories to
power.’ )

The rest of the accused, the directors of the South Sea
Company, many of whom had themselves been ruin‘ed. by
the business, were all condemned. More than two mll.llons
were confiscated ; the fines were based more on the guilt of
the speculators than on the extent of their property.?

These proceedings,—a justice indulgent to the great and
harsh to the poor, to quote Figaro,—were rightly con-
demned by the great historian, Gibbon.?  He co'mplgms
that, ** Instead of the calm solemnity of a judicial inquiry,
the fortune and honour of thirty-three Englishmen were
made the topics of hasty conversation.”” All the accused
—_not as individuals but in a body, absent or unheard, and
often on paltry evidence—were condemned to arbitrary fines
by a passionate and bitter assembly, some of whose mem-
bers were glad to be able to satisfy their personal animosity
by a secret vote.

The force of these criticisms, which Gibbon sets forth with
a remarkable eloquence, is undeniable. But, nevertheless,
before condemning the judges, it is well to imagine one-
self living at that time and in the circumstances under which
they were called upon to give judgment.

No doubt injustices were committed. The accused were
not spared either insults or ridicule, and many Members

_ ! Lord Mahon, pp. 31-32, is inclined to justify this acquittal; he bases
his argument on the fact that there was no written evidence against
Sutherland, and that the witnesses were not to be trusted. Sutherland was

however forced by public opinion to resign his post of First Lord of the
Treasury.

? The values of the estates and the amounts of the fines will be found in
Parl. Hist.,, Vol. VI1., pp. 834-835. This list is given by Francis but accord-
Ing to his habit he does not mention the source of his information.

" Memoirs of Life and Writing, p. 12 of the 1st edition (1796); a large
portion of this work is in French. In writing these fine pages Gibbon, if
not avenging his own wrongs, was at any rate performing an officium pietatis,
for his grandfather and namesake was one of the directors of the South
Sea Company and lost a large part of his fortune through it; he was con-
(zg‘,.mned to pay a fine of £10,000; his estates had been valued at £106,543.
Gibbon, however, was not the man to yield to personal feeling, even in a
chapter devoted to the origins of his family, and his cvidence, which is
supported by the facts, is worthy of attention:
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seized their opportunity of revenging themselves for the
vanity and insolence displayed by the directors of the com-
pany in their days of prosperity. Evidently, too, Parlia-
ment hardly attained the standard of a calm and impartial
tribunal. It was excited by passions which were exciting
the whole nation and by which any tribunal must have been
affected. But it should be noticed in its favour that,
although we may think the sentences severe, contemporaries
looked upon them as mild and considered the gallows the
only fate worthy of those whom they called the cannibals of
Change Alley.! Similarly, the French nation showed but
scant mercy to L.aw, who was yet a thoroughly honest man,
and who, like some of the South Sea directors, had gone into
the affair rich and emerged from it poor.?

The sentences having been passed, it remained to deal
with yet more serious problems. It was easier to punish the
guilty than to comfort their victims. Something was ac-
complished in this respect however, thanks to the ability
of Walpole, who, when his first scheme failed, was ready
to devise a second. The capital of the South Sea Company
according to the estimate made at the end of 1720, was in
round numbers 437,800,000, whilst the stock allotted to
the various shareholders amounted only to £24,500,000; so
that there remained £13,300,000 belonging to the company
in its corporate capacity and representing the profit which
it had made out of the national disaster. The State had a
claim to £7,500,000 out of this sum, this being the payment
promised when the company was founded. But to set a
good example, the Government cancelled five millions of
this debt; there was thus £8,900,000 to divide among the
shareholders, i.e., 33% per cent. of their stock. Many of
these shareholders were, however, so dissatisfied, and inter-
rupted the meetings of Parliament® by such constant dis-
turbances, that the Government ended by cancelling the

! For the feelings of the English public, see the letter of Britannicus in
the London Journal of November 19, 1720.

2 [evasseur, Récherches historiques sur le systéme de Law, p. 315; and
Dubois, Histoire des doctrines Economiques, Vol. 1., p. 326.

3 These disturbances were so violent that it was necessary to read the
Riot Act, to which the crowd retorted: ‘‘ You pick our pockets and then
imprison us for complaining.”
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rest of the company’s debt to it, and the shareholders were
paid a second dividend of 6} per cent.

In this way the credit of the South Sea Company’s stock
was maintained. The Bank which had hitherto been power-
less, now took action in its turn, and purchased annuities to
the value of £200,000, which the company had been author-
ised to sell.t To enable it to make this payment the Bank’s
capital was increased by 43,400,000 and now stood at
£8,959,955. The stock was subscribed for at 118 per cent.
so that the Bank made a profit of £610,169 by the operation.

The Government payed £632,698 for long and short
annuities, and now had its annual revenue consolidated into
a redeemable fund for which it had only to pay 4 per cent.
after 1727. 1t thus secured a yearly advantage of £339,631.
This was, according to Coxe,? the signal for a reduction of
the rate of interest on several loans.

But all these must not lead us to infer that the South Sea
crisis was beneficial to England. It had produced enormous
agitation and an unjust redistribution of wealth and had
very nearly ruined the Hanoverian monarchy.® Besides
this the crisis had a deplorable influence on public morality.
Queen Caroline compared the South Sea scheme to the
Triple Alliance of 1735. Those who shared in it
knew perfectly well that it was only a fraud, but hoped
notwithstanding to make some profit out of it. Each
reckoned that he would be the first to withdraw after making
his own fortune, and each thought himself clever enough to
leave his companions in the lurch. I believe no more
accurate analysis of the speculators’ state of mind has ever
been given. These speculators—and this is one of the most
painful features of the crisis—represented all classes of

' This profitable transaction was at first the cause of some anxiety; an
expression of this will be found in a contemporary pamphlet: 4 letter to the
Governor of the Bank of England (Against the purchase of annuities from
lhe:South Sea Company), 1722, the year of the purchase.

d Coxe, op. and loc. cit. The French Government secured a similar
:e vantage from the crisis of the Compagnie des Indes. The national debt
Tmamed the same, but the rate of interest was much reduced, and the
reasury had only to pay 37 millions instead of 8o.

] . . . ..
Chap.F::iri, the hopes raised among the Jacobites by this crisis, see Mahon,
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society, and things were so arranged that the poorest man
might ruin himself as easily as the millionaire. Hutcheson,®
borrowing the language of the gambling-house, says:
‘“ The South Sea stock must be allowed the honour of being
the gold-tables, the better sort of bubbles the silver-tables,
and the lower forms of these are the farthing-tables for the
footmen.”” The evil was thus as widespread as it was
serious, and it was the less skilful rather than the more
guilty of the gamblers who were ruined, so that the punish-
ment was as objectionable as the offence.

The crisis of 1720 was especially serious in the effect it
had on the Bank of England. It twice forced this institution
to the verge of ruin.

In the first place it led the directors to make proposals of
so absurd a kind that, had they been accepted, they would,
as Aislabie? very plainly showed, have much intensified the
crisis instead of staving it off. This was partly because the
offers of the Bank were even less practicable than those of
the South Sea Company,?® partly because the Bank would
inevitably have tried to keep up the credit of its new stock
by that of its notes, would have made over-issues, and, in a
futile endeavour to fulfil its rash promises, would have com-
promised an institution which had already done great
services to England and was destined to do still greater
ones. It was in this way that Law in trying to keep up the
stock of the India Company, compromised and finally ruined
the Banque d’Escompte, which had previously been both
useful and prosperous.

' A collection of calculations and remarks relating to the South Sea
Schemse and Stock, p. 87 (1720), Dublished at the end of A collection of
treatises relating to the National Debts and Funds.

2 See his speech in the House of Lords.

3 The impossible nature of the South Sea Company’s promises was
clearly pointed out even in 1720 in a pamphlet by Hutcheson, Some calcula-
tions relating to the proposals made by the South Sea Company and the
Bank of England to the House of Commons. The author shows that the
South Sca Company's assumption of all the public debts, funded and un-
funded, would raise its capital to £43,558,000. And he proceeds to ask how
it can undertake a trade so extensive as to enable it to pay an interest
exceeding the total revenue obtained from the Customs and Excise of the
whole kingdom.
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The Bank owed its escape from this first danger to its
enemies, who secured the rejection of its proposals. It
escaped the second and later danger which resulted from the
failure of the South Sea Company' only by breaking its
word, and it only withstood the run upon it by using
methods unworthy of a great establishment.

! See above, p. 137.



CHAPTER 1I.

THE BANK OF ENGLAND IN THE REIGN OF
GEORGE 1II.

Establishment of a Reserve Fund. Renewal of the Charter in 1742. Con-
temporary idea of the privilege of Exclusive Banking. Definition given
by the Act of 1742. Importance of the Act. The Bank and the Jacobite
rising of 1745. Black Friday. The Bank and the conversion of 1750.
Relation between the Bank and the Treasury.

THE last years of George I.’s reign and the first years of
his successor’s were very peaceful. Walpole was the true
ruler of England and, despicable as he was in many
respects, he had at least the indisputable merit of securing
tranquillity at home and preserving peace in Europe.!
Commerce and industry flourished under his influence and
the history of the Bank of England became uneventful.
One important fact deserves notice, viz., the establishment
of a reserve fund, and the renewal of the Charter in 1742
which confirmed and extended the Bank’s privileges, must
also be mentioned. The period of peace continued until
1745 when the great Jacobite rising endangered the Bank's
existence once again.

We shall consider these three events in succession. Then
we shall conclude the chapter by examining the relations
between the Bank and the Treasury during this period.

! T attribute to Walpole's love of peace what otherwise appears to be the
rather exaggerated admiration felt for him by Mr. Morley. The English
Historical Review published in 1gor a scries of remarkable articles by Mr.
Basil Williams on The Foreign Policy of England under Walpole.

‘‘ The good effect of Walpole's financial management was proved by the
high price that the funds had reached. A 3 per cent. loan issued in 1727
stood at par in 1736, and in the next year at 1o7. Under such conditions it
is plain that the whole redeemable debt might have been reduced to 3 per
cent. or even lower. Political expediency, which made it an object ta favour
the fundholders, who were strong supporters of the Hanoverian dynasty,
prevented this uscful mecasure *’ (Bastable, 2nd edition, pp. 631, 632). It will
be remembered that the conversions made in France under the Restoration at
first aroused much discontent.
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SECTION L.

ESTABLISHMENT OF A RESERVE FUND.

Until 1722 the Bank divided all its profits amongst the
shareholders, and provided no reserve fund. As a conse-
quence, the dividends had been exceedingly variable, and
had ranged from 18} per cent. in 1716 to 6 per cent. in 1722.
The disadvantages of this state of things were keenly felt
and also the dangers due to the absence of any reserve fund
on which to rely in case of an emergency. Urgent needs
had indeed been met hitherto by a call upon the share-
holders, but this policy became increasingly inconvenient in
practice as business developed and the personal connection
between traders was proportionately loosened, so that in
1722 it was found necessary to establish a reserve fund,
known in England as The Rest.

SECTION IL

RENEWAL OF THE CHARTER IN 1742.

Each time that the question of renewing the Bank charter
came to the front during this period there happened in
England what still happens in many countries on like occa-
sions. There were always some persons who opposed the
r?newal, and the Government took advantage of this opposi-
tion to secure conditions from the Bank that were more to
the public interest, or sometimes merely more advant-
ageous to itself. It was upon such conditions, and more
particularly in return for a loan, that the Bank secured the
renewal of its privileges in 1742, as well as in 1764 and 1782.

As the year 1742, the date of the expiration of the
monopoly, drew near, the controversy was renewed even
more fiercely than before and the Bank’s privileges were
€ven more seriously endangered. But when the fatal date
arrived .the Government was as usual involved in financial
difficulties,! and the Bank agreed to lend it £1,600,000 with-

! The lon

1748 the tot g peaceful interval ended in 1739. When peace was concluded in

al of the national debt had reached £78,000,000.
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out interest.! In order to raise this sum the directors made
as usual a call upon the shareholders, the response to which
increased the capital to £9,800,000. In return the Bank’s
privileges were continued, and it was provided that they
should not be cancelled without a preliminary twelve
months’ notice, which notice could not be given before 1764.
The Bank thus obtained complete security for 22 years
apart from the additional guarantee that the Government
would have to pay off all the capital lent to it should the
privileges be cancelled.

Moreover the monopoly introduced into the charter of
1709 was confirmed and defined. The new Act (statute 1742,
c. 13, s. 5) conferred on the Bank the privilege of *'ex-
clusive banking.”” The clause in question explains the
nature of this privilege : ‘‘ It is the true intent and meaning
of the Act that no other bank shall be erected, established or
allowed by Parliament, and that it shall not be lawful for
any body, politic or corporate, whatsoever, . . . united or
to be united in covenants or partnerships, exceeding the
number of six persons, in that part of Great Britain called
England, to borrow, owe, or take up any sum or sums of
money, on their bills or notes payable at demand, or at any
less time than six months from the borrowing thereof,
during the continuance of such said privileges of the said
Governor and Company.” As Macleod? remarks, this
clause merits ‘‘ the most earnest attention,’ firstly, *‘ be-
eause it is the one which contains the sole monopoly of the
Bank of England,”” and secondly, because ‘it is a penal
clause, and therefore, of course, to be construed strictly.”

““The sole monopoly granted to the Bank . . . is that,
during the continuance of its charter, no partnerships ex-
ceeding six persons . . . should issue notes payable on
demand, or at any less time than six months after issue.”’

Banks of any other kind and all other methods of carry-
ing on the business of banking are left free and unaffected.

! This in fact reduced the interest paid hitherto on the original capital
of £1,600,000 from 6 per cent. to 3 per cent. The amount lent was doubled
without increasing the interest paid, which was equivalent to a reduction of
50 per cent, in the interest.

? ard Edition, p. 430.
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And in fact there was nothing to prevent a foreign com-
pany from opening a London branch and carrying on all
forms of banking, with the exception of the issue of notes
payable in a less time than six months.

SECTION III.

THE BANK OF ENGLAND AND THE JACOBITE
RISING OF 1745.

This was not the first occasion on which the Bank had
suffered from the Jacobites. In 1722, the Duke of Orleans
had revealed to George I. the existence of a Jacobite con-
spiracy.’ A proclamation by the Pretender was distributed,
and the most absurd rumours were current. All was said
to be in readiness, money collected, officers appointed, arms
and ammunition stocked. One of the intended victims was
the Bank of England which was destined to be pillaged.
These rumours were believed. The Jacobite party was still
powerfu! and the Regent could hardly be suspected of
making such statements without foundation ; hence the stock
of the Bank fell, and, as usual, the public hurried to its
docrs. But vigorous measures were taken, the royal troops
were at once assembled, and the Jacobite peril vanished into
smoke.

The crisis could not be thus stifled when, in 1745, the
Pretender landed in Scotland at the end of July, almost
alone, without anyone’s support, trusting to his lucky star
and to the help of a few Highland chiefs.? The history
of the rising is well known, for its romantic side has been
frequent!y depicted on the stage and in novels, and the
personality of Prince Charles has always had a strange
fascination for historians.® Hence it would be superﬂu‘ous

: Mahon, Chap. xii.

. ghe :{ighlandcrs formed hardly a twelfth part of the Scotch nation.
Scotla::(ei u\lllalmbers, History of the Rebellion. John Hill Burton, History of
is also an ol. VIII., pp. 431-505. Mahon, Vol. 1IL., pp. 3o1-470. There
Vol 1 excellent summary in Lecky, England in the Eighteenth Century,
P".nce'lcﬁp-l«;zx-ng. See in addition Mr. Andrew Lang’s recent book
won a"’“vg; e: Edward, a work containing much information. The autho;-
account © consult the Stuart Papers at Windsor, and were it on this

alone his . Lav .
ha(‘kneyed Subjé:t_b\mk would have the attraction of a novel treatment of a
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to describe its extraordinary syccess at the outset : the defeat
of Sir John Cope, and the triumphal entry into Edinburgh,
In a few weeks the royal adventurer was master of Scotland,
and on the 5th of November he invaded England.

Fortune seemed always in his favour; he took Carlisle on
November 15th after a short resistance,' and marched as far
as Derby without opposition.? The alarm caused in London
by this news may well be imagined. The Pretender was
only 127 miles away and what was worse, had numerous
supporters in the City.®> The Duke of Newcastle was un-
certain what policy to adopt and debated whether he should
not join the enemy. The fear of a French invasion added
to the general terror. A panic resulted, the funds fell to
49,* all the shops were closed, and the 6th of December was
known for a long time as Black Friday.®

Finally there came the inevitable accompaniment of all
panics—a run on the Bank, for which the directors were
not prepared. This run was instigated not only by political
opponents, but also, it appears, by some of the Bank’s
rivals.* The Bank managed to resist it, thanks partly to

! This siege of Carlisle forms a somewhat amusing interlude. The town
was defended by a Colonel Durand, and by a Mayor whose name suggested
a Scotch origin, and who changed it in order to inspire greater confidence.
See Walter Scott, Tales of a Grandfather, p. 419.

2 According to a letter sent to the Duke of Cumberland from Manchester,
this town ‘‘ was taken by a sergeant, a drummer, and a girl,”” who entered
it in view of thousands of spectators. See the whole of this exceedingly
curious letter in Mahon, pp. 400-401.

8 The chief of these was a City Alderman called Heathcote.

4 The Pretender had tried to calm the fears of the public by declaring
in the second article of his manifesto, that, although the natjonal debt had
been contracted under an illegal government and was a heavy burden on the
nation, his father would consult Parliament before coming to any decision
about it. But a mere declaration was not enough to satisfy the public
creditors, who distrusted an unknown Parliament and had not forgotten
what the promises of the Stuarts were worth,

* See note to a letter from Horace Walpole to Sir Horace Man in
the collection of these letters, Vol. 1., p. 409. See also Fielding, The true
Patriot. Friday, May 11, 1866, received the same name. See below, Vol
II., p. 358.

* If it is true that the Bank’s rivais took an active share in the run,
they were only paying it back in its own coin. According to Francis
(p- 164) the Bank had organised a run on the firm of Messrs. Child.
Jealous of the reputation of this house, it had secretly collected the firm's
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the device already described of paying in sixpences, but
more especially—for this alone would have been insufficient
__thanks to the support and loyalty of the London mer-
chants who agreed to accept Bank notes in payment, and
thus bore witness to the important position the Bank had
attained in the commercial world.

A similar manifesto was issued with equally good results
fifty-two years later. That of 1745 was as follows :

¢ We, the undersigned, merchants and others, being
sensible how necessary the preservation of public credit is
at this time, do hereby declare that we will not refuse to
receive Bank notes in payment of any sum of money to be
paid to us, and we will use our utmost endeavours to make
our payments in the same manner.”’

This declaration was signed in the course of a single day
by 1,140 merchants and fundholders.

The retreat from Derby, followed by the retirement from
England, happened shortly afterwards, and improved the
situation, relieving the Bank from all danger, though not
from all anxiety, for in the following year the Government
was obliged to apply again for its assistance on account of
the difficulty of meeting the expenses of the expedition
against the Pretender, and also those of the struggle in-
tended to safeguard the integrity of Hanover. The directors
were empowered to cancel £986,000 of Exchequer bills in
return for an annuity of 4 per cent. and to issue new stock
for the purpose. This transaction increased the paid-up
Capital to £10,780,000. This was the only increase in the
Bank’s capital until 1782.

receipts which circulated like cheques, intending to present them for pay-
ment at a time when there would be difficulty in meeting the demand. Mr.
Child was only saved by the interventjon of the Duchess of Marlborough,
Who_ sent him a cheque for £700,000 on the Bank. Thus armed Child
gyvalted his rival’s demands; as soon as they were presented he sent one of
tﬁs partners with the Duchess' cheque to the Bank, and the whole value of
sae receipts, about £ 3500,000 or £600,000 was paid in Bank notes. Francis
thYS that he has taken this story from Ireland, but gives no reference, so

at it has not been possible to verify the authenticity of the incident. Com-
Pare the run in 1707, above, pp. 120-121.
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SECTION 1V.

THE BANK OF ENGLAND AND THE CONVERSION OF 1750,
—RELATIONS BETWEEN THE BANK AND THE TREASURY,

In the middle of the 18th century there occurred one of
the most remarkable events in the financial history of
England—the conversion of the rate of interest on the
national debt to 3 per cent.® On this occasion the consoli-
dated 3 per cent. stock was issued, which existed until the
conversion of 1888.

The credit of this conversion rests with Pelham and Sir
John Barnard. The operation was carried out gradually.
The interest was at first reduced to 3% per cent.; this rate
was to be paid until 1757, when it was to fall automatically
to 3 per cent. The conversion so successfully carried out
by Mr. Goschen in 1888 resembled that of 1750 in this
particular, for the rate of interest was at first reduced to 23
per cent., and then after a certain date, it fell automatically
to 2% per cent.?

The Government debt to the Bank at the time of the con-
version was composed as follows :?

Funded Debt, Capital, Interest.
1. Original Capital - - - 41,600,000
New Loan in 1742 - - - 1,600,000
(Interest already reduced to 3 %) _—
43,200,000  £73,200,000  £96,000
2. For cancelling the remainder of
the Exchequer Bills (1709) at

4 % since 1727 - - - 500,000 - 20,000
3. For purchasing the Stock of the
South Sea Company at 47, - 4,000,000 160,000
4. Annuity of 1728 at 47, - - 1,750,000 70,000
5. Annuity-of 1729% at 47, - - 1,250,000 50,000
o. For cancelling Exchequer Bills
(1748) at 4 7, - - - 986,800 39,472
Total National Debt - 411,868,000  £435,472

! For an account of the conversion of 1730, sce Sir John Sinclair, The
History of the Public Revenue of the British Empire, Part 11., p. 86.

* For the conversion of 1888, see Hamilton (E. W.), An Account of the
operations under the National Debt Conversion Act, 1838, and the National
Debt Redemption Act, 188q.

* Martinuzzi (Pietro), La Banca d’Inghilterra nei riguardi del servizio del
Tesoro, p. 35.

* A loan made for the war with Spain.
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Out of this annual payment of £435,472, £96,000 repre-
sented interest already reduced to 3 per cent. in 1742, which
was not therefore affected. The rest of the annuity,
£339,472, was reduced to 297,038 until December 235,
1757, and to £254,604 after that date.

We may also note before concluding this chapter, that
from this time (1751) the Bank of England was entrusted
with the administration of the permanent debt.?

3 See the Appendix to Vol. II. In particular the section dealing with the
Bank of England and the administration of the national debt. See also
Lawson, History of Banking, p. 171.



CHAPTER III.

THE BANK FROM THE DEATH OF GEORGE II.
TO THE FRENCH REVOLUTION.

Renewals of the Bank Charter (1764 and 1781). Commercial Crises of 1763,
1772, 1783. Re-coinage. Gordon Riots.

THE history of England during this first part of George
I11.’s reign includes the end of the Seven Years’ War, the
Rebellion and the recognition of the Independence of the
American Colonies. It includes also an unprecedented
commercial and industrial development with which we shall
deal when we come to describe the economic condition of
England at the time of the Revolution.

As regards the history of the Bank the period of twenty-
five years covers two renewals of the charter (in 1764 and
1781), three economic crises, following somewhat closely
on one another; another re-coinage, which need only be
briefly touched upon, and an attack on the Bank during
the disturbances known as the Gordon Riots. These
various events, grouped according to their character rather
than in chronological order, will supply material for four
paragraphs.

SECTION 1.

RENEWALS OF THE BANK CHARTER.

The first of these renewals was in 1764. The charter was
continued until the repayment of the Government debt, and
for this six months’ notice was required, which notice could
not be given before August 1st, 1786.

This was in fact a renewal, in the usual form for twenty-
two years. As usual also this renewal was paid for by a
financial sacrifice. The Bank gave £110,000 to the nation,
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and lent the Government a million on Exchequer bills for
two years at 3 per cent. These advances were of great
service to the country which was just concluding a glorious
and profitable war, which had however been an immense
expense.l

By this same Act, *‘it was made felony, without benefit
of clergy, to forge powers of attorney, or other authorities,
for receiving dividends, transfering or selling stock, or for
personating the proprietors of any stock, for such pur-

ose.’”?

Similarly by an Act of 1773, the forging of bank-notes
was made punishable with death. This crime was a recent
innovation. As we have noticed above the first instance of
it did not occur until 1758. In order to prevent imitation of
any kind, it was made illegal to manufacture any engraved
bill or promissory bill bearing the words ‘‘ Bank of Eng-
land,” or ‘' Bank post bill,”’ or even to state any sum in
white letters on a black ground so as to resemble ‘‘ Bank
paper,” under penalty of six months’ imprisonment.

According to the law of 1764 the possibly fatal date
when the charter might be cancelled was 1786. Five years
before this limit was reached the second renewal of the
Bank’s privileges was granted, and in the usual formula
these were continued until 1812 in return for a loan of two
millions at 3 per cent. During the following year a call of
8 per cent. was made on the Bank’s shareholders, which
brought in £862,000 and increased the company’s capital
to £11, 642,400.

T.hlS renewal of the privileges five years before they
expired roused animated discussions; but the Ministr id
a well-deserved tribute to th i  Ban
A o the services r.em.iered by the Bank

nd re used to make any modification in its charter. They
:Nv:;epitgs)gén;edlsy a tlargtfe majO{)i‘;y. anfj Ehe new agreement
the + - cen{’ 9t vodesh 0 30. hen it is femembered that
considereq o .’s stood then at 58, the Bank§ offers must be
ry advantageous to the State, impoverished as

' The total
It al cost of the Seven Years’ War is estimat 2 7
C;dded 459,633,000 to the national debt. mated at £82,623,738

Francis, op. cit., p. 173.
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it was by the American War which had cost no less than
497,599,496 and whose results had been very different from
those of the Seven Years’ War.

SECTION 1L

CoMMERcIAL CRISES OF 1763, 1772, 1783.

The year 1763 was noted for the number of serious bank-
ruptcies on the Continent. The Seven Years’ War seems
to have given rise to much speculation. With the peace
came the day of settlement bringing with it the collapse of
many of the speculators, a collapse which ruined the mer-
chants who had traded with them. The most important of
these faijlures was undoubtedly that of Neufville Brothers at
Amsterdam. This firm left liabilities of 330,000 guineas
and not only ruined 18 important Dutch houses but also
a large number of rich Hamburg merchants.! The shock
was so great that for some time business was only trans-
acted for cash. These disasters could not of course be
confined to the two great commercial cities in question.
There were numerous failures in Germany and the crisis
spread to England, where according to Smith, the Bank
advanced nearly a million to the merchants.

England was shortly to be the headquarters of a similar
crisis, which, like that just described, was not confined to
the country where it began.

The years 1770 and 1771 had been years of great com-
mercial prosperity throughout Europe, but this was
especially the case in England, whose export trade in par-
ticular expanded to an extent previously unknown and
which was not again reached until 1787. Macpherson®
remarks that a number of failures often follow after too
great commercial prosperity, just as certain diseases in
mankind are the result of an undue confidence in health.

1 The Amsterdam merchants had been warned by their Hamburg
colleagues that if they did not support Neufville Brothers the Hamburg
merchants would suspend payment. Unfortunately, the warning came too
late and the Hamburg firms had to carry out their threat.

' Vol. 1V, p. 524.
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This theory was fully borne out by the facts in the par-
ticular case before us. Speculative mania had broken out
afresh, and a partner in the firm of Heale having disap-
peared with £300,000, this house failed on June 1oth, 1772,
dragging down several others with it. The Bank and
certain merchants endeavoured to maintain credit and
for several days were apparently successful; but at length
they could do so no more and a general collapse followed.
The number of failures reached the amazing figure of 525
whereas since 1728 there had never been as many as 300.!
It was a return to the South Sea year, and this crisis is
memorable as the first of those great modern panics which
played so important a part in the history of the Bank. In
the following year the evil spread to Holland, and it soon
affected all Europe, thanks to the general mania for specula-
tions, whether commercial or in the public funds. Macleod
estimates the total losses at £ 10,000,000.2

The evil was cured in England by a series of vigorous
measures. The Dutch merchants behaved with their cus-
tomary good sense. The Bank of Stockholm lent its aid to
all the firms of really good standing and the Empress of
Russia, Francis® asserts, secured the English merchants at
St. Petersburg from risk by giving them unlimited credit
at her own bankers. Thanks to these combined efforts the
crisis of 1772 was calmed and for eleven years the com-
mercial world of Europe was at peace.

The crisis of 1783 like that of 1763, followed upon a treaty
of peace. When the independence of the United States was
acknowledged in 1782, international trade which had suf-
fered greatly from the war, developed very rapidly. This
Increase of business and the opening up of new markets,
led to extravagant transactions which were combined with
a considerable over-issue of notes. An alarming drain of
Precious metals from the Bank produced a crisis which
nearly ended in the suspension of cash payments.

1
SinceTl;ere had becn 425 Bankruptcies in 1726, 446 in 1727, and 388 in 1728,
were then there had never been as many as 300 except in 1764, when there
of th 301. For the failures between 1700 and 1793 sce Chalmers, Estimate
€ Strength of Great Britain (1810), p. 36.

* 3rd Edition, p. 433. *p. 177



158 HISTORY OF THE BANK OF ENGLAND.

Fortunately, the directors had noticed that if the issues
could be restricted even for a short time, the coin, instead
of being exported, flowed back even more quickly than it
had been withdrawn ; they had thus arrived at the following
rule :* ¢ That while a drain of specie is going on their
issues should be contracted as much as possible, but that as
soon as the tide had given signs of ceasing, and turning the
other way, it was then safe to extend their issues freely.’
The Bank therefore determined not to apply to the Govern-
ment, but merely to restrict its issues for a time until the
exchanges were once more favourable. The anxiety was at
its height in May, 1783. All further advances to the
Government on the loan of that year were then refused,
though they did not demand the repayment of the advances
previously made which amounted to nine or ten millions.
This policy was maintained until October when the with-
drawal of precious metals finally ceased and a movement in
the opposite direction began to show itself. As soon as
these favourable signs were confirmed, the Bank made con-
siderable advances to the Government upon the loan,
although the coin then at its disposal was only £673,000,
and was less than it had been at the time when the greatest
alarm had been felt.

SECTION III.

RESTORATION OF THE COINAGE.

The year 1774 brings us back to a subject with which we
have previously dealt at length but which can now be much
more briefly disposed of—the subject of the restoration of
the coinage. During the 18th century the currency had
increasingly deteriorated.  In the report of a committee
appointed by the House of Commons, it was estimated
that there was a deficiency of gold in the cuins ot nearly 9
per cent. An ounce of gold which had been worth
£318s.6d. in 1730, was £3 18s. 10d. in 1761, and actually
44 15.0d. in 1772. Consequently, in 1774 the Government

' This rule is due to Bosanquet. Sce Macleod, 3rd Edition, p. 437
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ordered a re-coinage, which reduced the value of an ounce
of gold to 43 17s. 6d. at which price it continued until

September, 1797.
SECTION 1V,

Tue GORDON Ri1oTs.—THE BANK ATTACKED.

The anti-Catholic disturbances in 1780 involved the Bank
in serious dangers. At first the excitement was confined to
the neighbourhood of the Houses of Parliament where the
rioters and their leader, Lord George Gordon, treated the
members of the two Houses with deplorable violence, hoping
to prevent the passing of a Bill favourable to the Catholics.*

But, as generally happens in disputes whose pretext is
religion, the objectors soon became rioters, and the members
of the Protestant Association,? as Gordon’s supporters called
themselves, began to plunder the chapels and houses of the
Catholics, destroying the objects of veneration, and not for-
getting to carry off the valuable pictures and the gold and
silver plate. The police seemed powerless to prevent or
suppress these proceedings, and the rioters, no doubt in a
spirit of tolerance, ceased to be content with plundering the
Catholics, but laid hands on the property of all who came
in their way, without regard to sect or creed; they even went
so far as to take Newgate Prison by assault and to set free
their imprisoned comrades.> Emboldened by this success,
the mob proceeded to the Bank of England. The Govern-
ment which had been warned, sent some help, and
fortunately this was supplemented by a band of Volunteers
formed by the London citizens. The rioters were daunted
by these measures: they only made a half-hearted attack
where a more vigorous effort would probably have suc-
ceeded. This attempt is of historic interest. It was only

1 .
whi };I"he object of the Bill was to remove some of the disabilities under
’C Catholics suffered owing to a law of William I1I.
cont The association had been in existence for two years, but had hitherto
'ented itself with peacefiil agitation.
An account of these riots will be found in all the histories of England.

Dick ; . - ey
hiscbzgts :::cl{éiwn an especially vivid description in Barnaby Rudge, one of
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aftett; it had been made that the bank was guarded day and
night.

The next day an army of 20,000 men was assembled, and
after a somewhat severe fight the rioters were defeated, 300
men being abandoned on the field of battle. Shortly after-
wards, 192 of them were condemned, and 25 were executed.’
As for their leader, Lord George Gordon, he was acquitted
after a lengthy sojourn in the Tower. He died in 1793, after
being condemned to five years’ imprisonment for two libels
against Marie Antoinette, and, a curious experience for a
champion of Protestantism, after being in all probability
converted to the Jewish faith. Most people thought him a
little mad, but he had warm admirers, one of whom,
Watson, has left us a history of his life.?

! Notes and Queries. A medium of intercommunication for Literary Men,
etc. Second seriés, Vol. 1., p. 518.

2 Robert Watson, Life of Lord George Gordon, with a philosophical
veview of his political conduct. For an account of these trials see—{1)
Cobbett’s State Trials, xxi., pp. 485-687; and (2) The whole Proceedings on
the Trials of two Informations against Lord George Gordon, 1787.

PART 1IV.

THE BANK OF ENGLAND DURING THE FRENCH REVOLUTION
AND THE NAPOLEONIC WARS.

CHAPTER 1.

ECONOMIC CONDITION OF ENGLAND AT THE
TIME OF THE FRENCH REVOLUTION.

Sketch of the Industrial Revolution in England. The Cotton and other
industries. ' The canals. The steam engine. Results of the transformation
of England from an agricultural and commercial into a commercial and
industrial Country. Its eficcts on the Revolutionary and Napoleonic
Wars. Its effects on the Organisation of provincial credit. The Country
Banks.

TWENTY years before the French Revolution, England was
still an agricultural and commercial country. Agriculture
employed the great majority of the population and was the
chief source of the country’s wealth.! Industry was indeed
already flourishing in the 18th century, but, as M. Bry
writes,? it showed no signs of concentration of capital or of

. masses of workpeople in large factories. Big fortunes at this

time were stifl in the hands of the trading companies. The
masters were artisans who often worked themseives with
their wives and children, in the villages or in the country.

The prevailing system was a combination of agriculture and
industrial work.

¢ fh_e population of England was estimated at 8,300,000, and the total
annual income at £119,500,000. The agricultural population was 3,600,000,
r’v!gl] an income of 66 millions, and the industrial population was 3,000,000,
inlhab?n income of only 27 millions. (See the list of the different classes of
- itants with the amount of their respective incomes, given by G. Bry,
cultuoruf Im{ustnelle et Economique de U'Angleterre, p. 453). The agri-
and «iil section was thus not only the most numerous but also the richest;
all the evidence goes to show that it was contented and prosperous.
renceSPeCla]ly Young's comparison between its condition and that of the
in anpeasant, Political Arithmetic, pp. 133, 158, not to speak of the Tour
conOmce' See also Sir J. Stewart, Enquiry into the Principles of Political

. oy (f767), Bk. 1., Chap. xviii, and Adam Smith, Bk. I., Chap. viii.

b cit., p. 447.

See
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Twenty years after the Revolution, England was in
miniature the England of to-day.

To give one instance only, that of the cotton industry.
This industry was introduced into England at the beginning
of the 18th century owing to the infatuation of the public
for the calicoes and other materials imported from India, but
its importance was still so small that even in 1750 the value
of the cotton goods exported was only £45,000, while that
of the woollens was two millions. In 1833 the woollen ex-
ports had increased to £6,539,731 and the cottons to
£18,486,408.

In the interval an industrial revolution had taken place.

When it is remembered that during the period we are
considering, that is, from 1793 to 1815, England was en-
gaged in a struggle which cost her more than 8o millions
a year, and in all, more than 830 millions,* and that
during this same period she witnessed the conquest of her
allies, the frequent defeat of her own troops, the increase of
her national debt from 247 to 861 million pounds and of
her yearly burden of taxation to 70 millions; when
it is also remembered that English industry and commerce

~was faced by extraordinary difficulties, by the Bank of
England’s suspension of cash payments, by the sudden
closing of the markets of the Continent and of South
America to English goods,® and by the Berlin decree,
devised by Napoleon, which was a most formidahle weapon
against British trade, it is easy to infer that there must be a
close connection between England’s final triumph and her
economic revolution.

Indeed England’s policy during this period can hardly
be explained and her financial history is incomprehensible
if the economic transformation is neglected—a transforma-
tion which can only be compared to that which Europe

! The cotton export now exceeds 70 millions and the home consumption
equals this in value, so that this industry supports a commerce of 140
millions. The export of woollens amounts to 24 millions.

* The exact cost of the war was £831,146,449.

® In addition to all this there was the difficulty of obtaining certain raw
materials, such as Spanish wools, which were indispensable to English
industry.
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underwent after the discovery of the new world, and of which
some brief account must be given. o

Sketch of the Industrial Revolution in England.* We
will begin with the cotton industry to which we have already
referred, and in which the changes were most striking.
Between 1697 and 1764* the importations of cotton increased
from 1,976,359-1bs. to 3,870,392-lbs. Progress was small and
the work was done by hand. In 1767 Hargreaves invented
the spinning jenny, which by means of a wheel, enabled
eight spindles to be worked at once, and afterwards a still
greater number, so that one man could spin 100 threads of
cotton at a time. Another important innovation was that
of roller spinning, which was done at first by men and
later by water power.® Arkwright perfected this machine
and made it for the first time an important factor in the
manufacture of cotton.*

These great inventions were followed by a series of others,
such as Crompton’s mule and Berthollet’s use of chlorine
for the bleaching of cotton cloth, and the process was so
revolutionised that a single man could now work 2,200
spindles.

These important discoveries, which made England the
leading industrial country in the world, were at first greeted
with terror, for it seemed evident that to enable one man to
do work which had hitherto employed 2,200 was to turn
his 2,199 fellows into the streets.® But it soon appeared
that these fears were ill-founded for whilst at the beginning
of George III.’s reign the cotton industry only employed

. ' Amongst general works on this question the reader may consult: Cun-
E‘}f:gham, op. cit., Bk. II1., Part 11.; H. Traill, Social England, Vol. V.,
‘1aps. xviii. and xix.; Bry, op. cit., Bk. V., Chaps. i. and ii.; Lecky, op.
cit., Vol. VI., Chap. xxiii. ; McCulloch, Account of the British Empire, and
I'i;ay on Manufactures (in Treatises of Economic Policy); De B. Gibbins,
d ustrial History of England. [Also Paul Mantoux, La Révolution In-
uxztne‘lle.]
Hist For a complete list of the fluctuations during this period see Baines,
5079 of the Cotton Manufacttire in Great Britain (1835), p. 109.
sometime first 1deq of this process is attributed sometimes to John Wyatt,
sccond Fes to Le\yns Paul. See for the first opinion Baines, and for the

Y rench, Life and Times of Crompton.

. rkwright took out his patent in 1769.

ecky (pp. 209-210) gives an account of the persecutions suffered by

K :
?Xi’stel:afgfeaves, Arkwright, and Peel, the grandfather of the Prime
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40,000 men, in 1785 it employed 80,000, and in 1831,
833,000.* The population of Lancashire, the headquarters
of the industry, was only 166,200 at the beginning of the
18th century; at the end of the century it was 672,000; now
it is over four millions. The towns of Manchester and Liver-
pool have each more than half a million inhabitants.?

We have seen that between 1697 and 1764 the quantity of
cotton imported hardly doubled, while the exportations
increased in an even smaller proportion. During the last
twenty years of the 18th century, the former multiplied
seven-fold and the latter fifteen and a half-fold.?

The enormous growth of the cotton industry, though the
most striking, is not the only sign of the progress which
made the second part of the 18th century the most memor-
able period in the history of English industry. Something
must be said too of the manufacture of pottery and china,
which was introduced in the first instance, like so many

! McCulloch, Account of the British Empire, pp. 218, 219, 360. Wages,
however, fell considerably betwcen 1795 and 1815; Cunningham (p. 468)
estimates that during this period they were only two-thirds of what they had
been during the preceding decade. On three occasions, in 1795, 1800, and
1808, it was proposed to fix a minimum wage, but this idea was rejected
as likely rather to increase the evil (on this point see the Report of the Com-
mittee of the House of Commons, Reports, Vol. 1I., p. 97). Things were
in fact in the state of crisis distinctive of all periods of transition.

? According to the census of 1901 these two towns have populations of
543,969 and 686,332 respectively. See Encyclopaedia Brit., Supplement, Vol.
XXX.

* 1 quote from Baines’ yearly list for the period 1781-1832 some figures
which will give a more exact idea of the increase in the cotton imports ;:—

Cotton imported

Year. Jor spinning, Year. Wool imported.
1781 Lieennen 5,198,778 lbs. 1771 cervnnns 1,829,000 lbs.
1784 wviianne 11,432,083 ,, 1790 . .. 2,582,000 ,,
1789 ........ 32,576,023 1800 . .. 8,609,000 ,,
1792 wee 34,907,497 5, 1810 ......... 10,914,000 ,,

Decline for five years, followed by another increase in 1798.

1799 vveenes 43,379,278 lbs.
veeeenns §6,010,732 ,,

1802 uveerine 60,345,600 ,,

1807 ceurerens 74,625,306 ,, .

1810 crueennne 132,488,935 ,, (maximum for the war period).
1813 woeenns 50,966,000 ,,

1815 .eeeennne 99,366,343

1831 ..ueee. ..280,080,000 ,,

ECONOMIC CONDITION OF ENGLAND. 165

other industries, by the Huguenots,' and of the iron

industries. ) . .

The iron industries were old-established,? but never really
expanded until after the inventions of D:flrby of Qolebrook,
and especially of Cort of Gosport,- wh(? in 1783 mt.roduced
the process of puddling and rolling iron, The industry
did not attain its full development until the 1g9th cgntury,‘
put even in the previous century it had made considerable

progress.* ) )
One of the reasons for the growth of the iron industry

was that after the discovery of the Darbys, father and son,*
coke could be used for smelting instead of the wood char-
coal which had been employed before and which was very
scarce. The demand for coke increased daily and
stimulated the exploitation of coal mines, ®* which soon grew
to an importance of which the list given below will give
some idea.’ '

The Canals. All this industrial development would have
been impossible if it had not coincided with increased
facilities for attaining coal. Progress in manufactures pre-

! For this industry see Lecky, pp. 210-211, and Bry, p. 500. Its head-
quarters are in Staffordshire, which stands fifth among English counties as
regards population. These industries owe their development to Josiah Wedg-
wood, for whose life see Eliza Meteyard, Life of Wedgwood.

P 1’. McCulloch, Essay on Manufactures, p. 466 of Treatises on Economical
olicy.
. % For further details as to the iron industry, see Fairbairn, Irom, its
history, properties and manufacture.

* In 1740 the total quantity of pig-iron manufactured in England and
Wales was estimated at 17,000 tons. In 1796 it was 125,079, and in 1806,
258,206, It increased to 678,117 tons in 1830. Birmingham, Sheffield and a
fumber of other towns owe their prosperity, it may be even said their very
existence, to this industry.

® As early as 1621 Lord Dudley took out a patent for a similar invention.
He started some works which came to an untimely end and then the matter
was forgotten in the confusion of the Civil War. But Dud Dudley, the
natural son of this Lord Dudley, published in 1665 an account of what had

appened under the -title of Metallum Martis. This pamphlet, which had
€come very rare, was reprinted fifty years ago.

¢ For th . . . . . . .
Englang, p.e:"l\;v'orkmg of the mines and its difficulties see Traill, Social

! Cunningham 63) gi i isti
at different gates .(E 463) gives the following statistics of the output of coal
2,148,000 tons. 1770 ...... 6,205,400 tons.
2,612,000 ,, 1790 ...... 7,618,728 ,,
4,773,828 ,, 1795 +eveen 10,080,300 ,,
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supposes and encourages improvement in the public roads;
it also stimulates great undertakings such as those which
entirely changed the methods of internal communication
in England. I refer to the construction of canals.

Canals had been used for a long time on the Continent,?
England on the contrary, was very backward in this re-
spect.®* Consequently transport rates were very high. The
carriage of a ton of goods between Manchester and Liver-
pool cost 4o0s. by land and 12s. by river. It was not until
1761 that it was determined to make a canal between
Worsley and Manchester. This canal, the first made in
England, was constructed by Brindley entirely at the ex-
pense of the Duke of Bridgewater. It halved the cost of coal
in England and its extension supplied an easy and cheap
means of communication between Liverpool and Man-
chester.*

After this canal Brindley made another 139 miles long,
connecting the pottery centres.* He died in 1772 at the age
of 56. For a long time his schemes had been rejected or
laughed at, but he lived long enough to witness their suc-
cess. Eighteen years after his death canals were constructed
according to his plans to connect the four great ports of
London, Bristol, Liverpool and Huifl. In the same year a
canal joining the Forth and Clyde, whose construction had

' H. D. Traill, 0p. cit., pp. 322-326, and Phillips, A general History of
Inland Navigation.

2 Not to mention Italy and Spain, where canals had been constructed at
a very early date, the undertakings of Charles XII. and of Peter the Great
may be noticed, and in France the canal from the Seine to the Loire, begun
under Henri 1V., and the canal du Midi, finished under Louis XIV.

3 As early as 1656, it is true, Francis Mathew suggested joining the Isis
to the Avon by a canal, and various similar projects were brought forward,
but nothing was done beyond the improvement of certain rivers.

4 This first canal cost the Duke 220,000, but Brindley’s pay formed but
a small part of this sum, for he was only paid 2s. 6d., and afterwards 3s. 6d.
a day. He was uneducated as well as inexpensive, his letters being full of
uncouth spelling mistakes, but he was none the less a man of genius who
made important changes in his country. (His biography will be found in
Smiles, Lives of the Engineers).

$ Canals are a mcans of transport peculiarly adapted for pottery since
they offer little risk of breakage, hence they are still used for this industry.
In "Brindley’s time there were additional considerations, the carriage of
pottery cost ncarly a shilling per mile per ton and the expensc put a stop to
all trade. After the construction of the canal the cost of transport from
Etruria to Liverpool fell from so0s. to 13s. 4d. (Traill, p. 324).
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taken twenty-two years, was completed. During the next
four years Parliament pass?d no less than 81 Acts authoris-
ing the construction of navigable canals.!

Undertakings of this kind are still of much importance.
Canals continue to be the best means of internal transport
for heavy goods and for such as do not require rapid transit.
Hence great nations still devote considerable sums to their
extension and improvement. But whatever may be the
actual importance of canals, it is as nothing compared with
what it was a century ago, or to speak generally, before the
invention of railways. In those days the method of trans-
port they offered was the cheapest, the safest, the easiest
and not the least rapid. In fact had it not been for them the .
greatest industrial discoveries would have had but limited
results, and English industry and commerce owes an eternal
debt of gratitude to Brindley.

It is estimated that before the introduction of railways
no less than 2,600 miles of navigable canals had been con-
structed, without counting those in Ireland® and Scotland,
which owned respectively 276 and 225 miles, and that 50
million pounds had been invested in these undertakings.

But if inventicns may be judged by their consequences,
the most important of all was James Watt’s® improvement
in the steam engine.

James Watt, who was born at Greenock in 1436, and
fietails of whose life will be found in Lardner’s works and
in the biographies of Muirhead and Smiles, took out his
first patent in 1769, but it was not until long afterwards that
h? succeeded in giving to the steam engine, which had
hitherto moved only vertically, ‘‘a rotary motion and a
i);erallel motior?, and,_ by the regul‘atin_g centrifugal force of

governor, in placing the machine in all its various com-

: Lecky, p. 214.
With regard to I ; i
Ireland (1809), sspectally o o oA View of the circumstances of

R. . . .
Papin, thHe- al;\:rston, History of the Steam Engine, gives an account of Denys

of Wart h quis of Worcester, Savery, Newcomen and other forerunners
it hag r;ot cre are no doubt excellent works in French on the subject, but

entirely in é’:gllasgfy to find them, since the present book has been "written
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bined motions under the complete control of the mechanic.”*
When once this result was secured the steam engine became
a real influence in industry, and Watt may be said to have
brought about an unprecedented revolution.

These were the chief among the inventions which trans-
formed England from an essentially agricultural country
into an essentially industrial country, and in the course of
a few years produced those vast accumulations of wealth?
and those great agglomerations of population which are
now her predominant characteristics.  There is nothing
more striking from this point of view than the persistent
growth in trade and population. The following figures are
quoted from the statistics given by Cunningham.®

Trade.
Population. Year. Exports, Imports.

1700....u0eee 5,475,000 1613 cuenenens £2,487.435 452,141,151

1760......... 6,736,000 . ] 1662......... 2,022,812 —
1770 uueueene 7,428,000 B 11688......... 4,301,000 7,120,000
1780...0c0ne 7,953,000 %’ 1720......... 6,910,899 6,060,083
1790...ccnens 8,675,000 e | 1750......... 12,699,081 7,772,039
1801......... 8.892,536 B 1783 000eenns 13,896,415 11,651,281
f2:3 § SUTTION 10,164,256 1796.....c0. 29,196,198 21,024,866
1821.......e 12,000,236 e g 1805.....uuee 31,064,492 28,257,781
=% 1810......... 43,568,757 39,301,612
5 g | 18150 58,624,550 32,438,650
o L1850......0.0 197,330,265 100,460,433

Volumes would not be long enough for a study of all the
results of these changes from a political and from a social
point of view. The emigration of workpeople to the manu-
facturing centres, the decline of agriculture and even of the
agricultural industries,* the labour laws,® the abolition of
tariffs and the adoption of free trade principles, all follow
directly from this revolution. These however were not the
only consequences, and it is safe to affirm that the effects

! Lecky, op. cit., Vol. VII, p. 279 (editian 1899).

® This accumulation was the more rapid owing to the immense profits
made in the early years. Pitt, when he imposed the legacy duty, thought it
absurd to consider the possibility of any inheritance exceeding a million. But
things changed so rapidly that after a short time a year rarcly passed with-
out such a case occurring.—William Johnston, England as it is, Chap. xii.

* 0p. cit., p. 694-695.

4 Especially when water-power was no longer the principal driving force
in use.

*s The first of these laws was passed in 1802 and was introduced by Sir
Robert Peel, the father of the Prime Minister.—Jay, Cours de Législation
Industrielle, 1897-1898.
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can be traced throughout English social life and in all the
characteristic marks of the English temperament.

During this period of thirty years, from 1789-1819, we
must confine ourselves to our particular subject, and shall
deal only with the effects of the change on the course of the
French wars and on the development of provincial bank-
ing.
%,——The Revolutionary and Napoleonic Wars. 1t may be
confidently asserted that had it not been for the industrial
revolution, England, even with a commercial monopoly,
would never have been able to muster the resources needed
to resist the Republican army and to conquer Bonaparte.
Attempts have been made in vain to explain this extra-
ordinary vitality and energy by other causes. It has even
been alleged that England could not have provided the
capital expended during a struggle of a quarter of a
century without the inconvertible currency, which enabled
her to coin boundless wealth from every piece of money. It
will not be difficult to show how far removed this opinion is
from the truth, for the fact is, that England made no attempt
during Pitt’s lifetime to profit by the situation and to urge
the Bank to excessive issues, and that later on, when this
policy was adopted, the result was a cruel disillusionment.
On the contrary, it is due to Arkwright, Watt, Brindley
and their companions, that England was able to raise the
Fapital for her immense loans, to impose taxes to pay the
interest on them and to provide for the expenses of the war.
This fact is eloquently stated by Mr. Lecky :*
~ ““The first and most obvious fact is that the triumphant
1ssue of the great French war was largely, if not mainly, due
to the cotton mill and the steam engine. England might
well place the statues of Watt and Arkwright by the side of
ﬂ'lose of Wellington and Nelson, for had it not been for the
::aelt'h th'ch they.created,' she could never have supported
aver;[?ggdxture which, du'ru_1g the last ten years of the war,
o6 ged more than 84 millions a year, and rose in 1814 to

millions, nor could she have endured without bank-

"UPtcy a national debt which had risen in 1816 to 885
milliong, .

' p. 218.
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2,—The Country Banks. The second point which we
have to consider is the effect of the industrial and
commercial development in extending country banking.
Necessarily this effect was immense, but for special reasons
the extension was not of a very advantageous kind.

Bank of England notes did not circulate outside London
and the Bank did not establish any branches in the
provinces. At the same time the enormous increase in
industrial undertakings demanded a greater extension of
credit facilities and in particular, an increased supply of
paper money; this need was supplied by the issues of
country banks formed for this one object.

The Bank itself assisted in the formation of these banks
in the following manner:

During the crisis of 1783 which we have described, the
Bank succeeded in putting a stop to the drain on its reserve
by an exceptional contraction of its issues. When the crisis
was over there was a continuous stream of gold into its
coffers, and the supply of currency was necessarily increased
by the issue of notes in payment for the gold. Hence the
issues which between 1783 and 1785 had not exceeded six
millions, rose to £11,121,800 and the bullion increased to
£48,645,865." This increase in the coin and in the issues of
the Bank occurring thus in time of peace, naturally caused a
decline in the rate of interest, whilst the Bank did not reduce
its rate of discount. This enabled the country banks to
increase their issues in order to discount bills, some of
which at any rate, would have been discounted at the Bank
had the rate of interest been higher. The Bank’s discounts
were actually reduced from £4,973,926 in 1785, to
42,035,901 in 1789, and, taking into account the general
increase in husiness, it may be concluded that the discounts
of the country banks increased by more than the difference
between these two amounts.

For all these reasons the development of the banks was
very rapid, but owing to the deficient organisation of credit
the extension was not, as we have said, very advantageous.

' Tooke, History of Prices, Vol. 1., p. 104.
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The situation was as follows. The Act of 1742 (c. 13, 5)!
conferred on the Bank a monopoly of issue in *‘ that part of
Great Britain called England.”” The only banks not affected
by the monopoly were those having less than six partners.*
The Bank of England, playing in this matter the part of
dog in the manger, not only did not found branches to issue
notes, but was even unwilling to allow powerful and well-
established companies to be formed for the purpose,
although this might on occasions have helped to strengthen
its own credit. Further, when the country notes were at
a discount, it refused to supply issues which would have
taken their place. The consequence was that wealthy and
respectable companies were unable to issue notes, and that,
since the country needed a circulating medium and could
not get a good one, it was soon supplied with a bad one.
A number of shopkeepers, chemists, tailors and bakers,
taking advantage of the clause authorising banks formed by
less than six persons, became bankers’ and flooded the

! See above, p. 148. A criticism of the organisation of the country banks
is given by W. Boyd, Letter to the Honourable W. Pitt on the Influence of
the stoppage of Issues in Specie at the Bank of England (1801), p. 20 of the
edition of 1811, revised by the author ; and more particularly by H. Thornton;
An Enquiry into the Nature and Effects of the Paper Credit of Great Britain,
Chap. vii., entitled, Of Country Banks; their advantages and disadvantages,
gp. 236-261 of McCulloch’s reprint. For a special discussion of the relations

etween these banks and indusiry, sce p. 245.

.’ The privileges conferred by this Act were limited in fact to borrowing or
owing money on bills or notes payable on demand. The business of banking
was at that time actually confined to this. Since the clause was strictly
interpreted the device of using cheques, which was borrowed from Holland,
was not forbidden by the law. Hence there was nothing to prevent companies
from being formed and carrying on banking by this means. This did happen
by degrees and without Gecasion arising for Parliamentary interference.
The custom passed unnoticed until it was too widespread to be forbidden,
and shortly afterwards Mr. Joplin pointed out that the foundation of
deposit banks was absolutely legal (see Supplementary Observations to the
third edition of an Essay on Banking, p. 84~1823). In 1833 some joint-stock
companies were established in London and undertook banking business, but
;vlthout issuing notes. The Bank of England tried vainly to have them con-
mened'as illegal. At the present time there are numbers of these joint-stock

anks in London, which enjoy an excellent reputation and well-descrved
Prosperity.  For this whole subject see below, p. 238, el seq.

*In 1775 an attempt was made to remedy matters by an Act forbidding

‘i‘;irqufl%of notes of lower value than z20s., and two years later the limit was

1826‘:;0‘ t0 L5 See below, p. 253, Lord Liverpoo!'s speech in' February,

necti' scribing thf‘ persons who took up the profession of banking, in con-
on with the crisis of 1825 and the part played by the country banks.
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country with worthless paper. In 1750 there were not 12
banks outside London : in 1793 there were 400.

Some of these 400 banks were no doubt well-established,
and of these a few still survive, but the remainder did not
offer the same guarantee of solidity, and in their eagerness
for profit, they made the mistake of keeping an inadequate
reserve of coin to support their issues, so that they collapsed
at the first unusual demand for cash.!

The two great crises of 1793 and 1797 were due to the
defective organisation of the provincial credit system.

The Bank of England had not chosen to lend any sub-
stantial aid to the organisation of credit and it now suffered
the punishment of its careless selfishness.. The speedy
collapse of the country banks left it to maintain credit un-
assisted. As we shall see, it accomplished the task in 1793,
thanks to the active interference of the Government who
issued five millions of Treasury bills. Four years later,
however, it was thrown upon its own resources and gave
way.

Nor did the evil cease with the year 1797 ; the same thing
happened in 1810 and 1812.  Macleod® informs us that
during the three years 1814-1816, 92 commissions in bank-
ruptcy were issued against country banks, and that during
the 28 years, 1791-1818, there were no less than 273 com-
missions of this kind.

The Act of 1826 permitted the formation of joint-stock
companies to carry on the business of banking and with
power to issue notes, at a distance of not less than 65 miles
from London. In 1844 however the law deprived both
private banks (banks having less than six partners) and

! According to Sir Francis Baring, banks had been established throughout
the country in the interval betwcen the failure of the Ayr Bank in 1772,
and 1793. This was an important change and as long as credit was well
established it was a change beneficial to the country, in that it increased the
currency. Unfortunately these banks were founded upon an insecure basis,
" and they were quite unable to withstand any sudden disturbance, for they
allowed interest on all deposits and hence could not afford to keep even a
small reserve of idle and unproductive capital (sec Observations on the Estab-
lishment of the Bank of England, p. 15.)

* 3rd Edition, Vol. 1L, p. 380. The author goes on to remark that if we
allow the usual proportion of three or four suspensions to one bankruptey we
may readily calculate thut upwards of a thousand banks stopped payment
during this period.
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joint-stock banks of the right of issue. But those actually
in existence, viz., 72 joint-stock banks and 207 private
banks, retained their privilege of issuing notes though only
up to a fixed limit.

The number of these banks with issue rights has greatly
decreased and continues to decrease ; in 1888 there were only
19 private banks and 44 joint-stock banks.! Whenever one
of these banks disappears its right of issue passes over to the
Bank of England. The note issue of private and joint-stock
banks was limited in 1866 to £8,648,008;* itis now only

£2,762,323.°

! M. Octave Noel, Le Bangues d’émission en Europe (Vol. 1., pp. 78, 82),
gives a very complete list of the banks of issue then in existence and of the
respective limits of their rights of issue. )

? (5,153,000 for the private banks, and 43,495,000 for the joint-stock
banks.

* The actual issucs are much less. See below, p. 297, The issue depart-
ment



CHAPTER II.
FINANCIAL POLICY OF WILLIAM PITT.!

Pitt's financial policy before 1789. Pitt and the Revolution. Connection
between Pitt’s financial policy and the suspension of cash payments.
Skétch of this policy. Mr. Gladstone’s speech. The subsidies paid to the
Allies. The rate at which the loans were raised. Loans versus taxation.
Criticism of Pitt’s policy. The Sinking Fund. Conclusion.

WHEN the French Revolution broke out, Pitt had been in
power since 1784; his general policy was peaceful and his
financial policy especially fortunate.? He began to pay off
the debt; a million a year was set aside for this object.
This million was to be devoted to the purchasing of Govern-
ment stock and was to be increased each ycar by the interest

! 1 have thought this chapter essential as an explanation of those which
follow, but I have not written it without many hesitations and with consider-
able difficulty. It is very difficult to judge of a financial policy during such a
remarkable period, and Pitt could not reasonably be expected to foresce all
the events of which he was to be an eye witness. To this first difficulty
is added a second, that of finding data for an opinion. The political struggles
were exceptionally violent and they influence ncarly all the books on the
subject. Moreover, Mr. Lecky’s work stops at 1793. There is no general
history whatever for this period. Lord Stanhope’s Life of the Right Honours
able W. Pitt (4 volumes) is anything but a scientific work.

The following may be consulted for the subject matter of the chapter :—A
masterly speech by Gladstone, delivered on May 8, 1854 (see Parliamentary
Debates, third series, Vol. 132, columns 1472-79 devoted to this matter).
McCulloch, Collection of Tracts on the National Debt (with a preface); The
History of the Bank of England (1798), a work already mentioned, whose
standpoint is essentially liberal. G. K. Rickards, The Financial Policy of
War, an answer to Mr. Newmarch. Grellier, Terms of all the public Loans,
with an appendix by R. W. Wade (1812); very important.

William Newmarch, in a valuable pamphlet which contains much
documentary evidence, On the Loans Rassed by Mry. Pitt during the [irst
French War, has given a brilliant defence of Pitt’s financial policy. More
recently the question has been discussed very ably, but unfortunately too
briefly, by Lord Rosebery, Pitt, pp. 148-156. The appendices A und B may
also be read with advantage, since Lord Rosebery’s figures are more accurate
than those given by Newmarch.

Finally, the Parliamentary Debates may be consulted, especially, of course,
the speeches of Pitt and Fox, but they cannot be read with too great caution.
Amongst other speakers, William Smith and his report of February 9, 1796,
deserves mention.

3 Roscbery, op. cit., Chaps. IV, and V.
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on the stock already acquired. A special commission,
independent of the House of Commons, was to carry out
this plan and to administer the Sinking Fund. This system
on which exaggerated hopes were based, continued to work
throughout the wars of the Revolution. It reduced the
national debt by £10,250,000 between 1786 and 1793.

At the first outbreak of the revolution Pitt apparently
intended to continue the same policy. If he did not actually
ignore the Revolution, as Lord Rosebery says,’ at least he
appeared to do so. There is ample evidence to show that he
had no thought of interference, and he did all that he could
to avoid the conflict.?* Further than that he did not go.

After the 1oth of August, the English Government re-
called Lord Gower, the ambassador at Paris, and from this
time onwards the hostility to France felt by the King and
the LEnglish people continuously increased. Pitt tried to
resist the current but the French victories in the Nether-
lands were calculated to weaken his resistance; the behead-
ing of Louis XVI. dispelled his doubts. The English, who
regard the execution of a king as their special monopoly,
received the news of this unfortunate prince’s death with
extraordinary demonstrations. The theatres were closed,
everyone put on mourning, pulpit and platform re-echoed
with the murder committed in France, and the King’s
chariot was surrounded by a mob demanding *‘ war with
France!” ‘‘Since the massacre of St. Bartholomew,’
writes Lecky,®‘“ no event in a foreign country had produced
such a thrill of horror in England.” Pitt, the author con-

' p- 96

* In February, 1792, on introducing the budget, Pitt made a famous
Spcc.ch,'one of those exceptional speceches which he revised with a view to
i_’_“b‘}t‘atlon. He proposed the removal of certain taxes, the increase of the
sinking fund, the suppression of the subsidies paid to the Hessian mercen-
2:les.himd a reduction in the number of seamen from 18,000 to 16,000. More-
of i'}‘l e declared that : ¢¢ Unqucstlonzjlbly there never was a time in the history
. 's country when from the situation of Europe we might more reasonably
Xpect fifteen years of peace than at the present ‘moment.”
of r&?r:’g R’cI)‘sc'bery, pp- 118 to 123, gives numerous other proofs of Pitt’s state
See A ; his view is For‘roboratgd by Newmarch, p. 5, and Lecky, pp. 2-4.
iy 80 for Maret’s mission to England and his interview with Pitt (Nov.,

9:), Ernouf, Maret, duc de Bassano.

P. 122,
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tinues, at once seized the opportunity of breaking with
France, and on January 24th, Grenville, the Foreign Secre-
tary, ordered Chauvelin to leave the country within eight
days. On February 1st the Convention made the only
response possible, and declared war against both the King
of England anrd the Stadholder of Holland.

The war concerns us only in so far as it affected the
Bank of England.

Between February 1st, 1793, and March 17th, 1801, the
Government was obliged to increase the English national
debt by £325,211,460.%

The Bank, on the other hand, had to suspend its cash
payments in February, 1797.

Was there any connection between these two facts?
Would a wiser administration of the public finance have
avoided this disaster? This is the question into Which we
must now inquire.

Yearly loans had to be raised from the outbreak of the
war until the peace of Amiens.

These loans, which were at first small, rapidly increased
in amount, and after 1795 became excessive, but decreased
slightly between 1798 and 18oc.  After this the upward
movement began again, so that at the end of 1801, the
total English funded debt had increased by £271,980,000
during the nine years of Pitt’s administration, the average
yearly increase being £ 30,000,000.

! Mr. Lecky, with his customary talent and learning, tricd to justify the
behaviour of England and to mark it off from that of the Continental
monarchies. It would be out of place to discuss the question here, but if I
had to express an opinion I should sum up the matter thus: that, while the
behaviour of England in these wars against Louis XVI. and Napoleon was
justifiable and did good service to Europe, her conduct during the whole
period 1789-1793, now before us, was unjust, deceitful and full of hypocrisy.
And yet I am not inspired by any excessive admiration for the Revolution,
and willingly aclinowledge that the Convention, by indulging in incongruous
and unsuitable demonstrations, played into the hands of its enemies and
supplied them with their strongest arguments.

* This sum did not indeed represcnt the whole debt, for besides their
shares, the subscribers received a certain number of terminable annuities as
part of their security. Those annuities, known as ‘‘ Long Annuiiies,’’ expired
in 1860, and their value reckoned at 5 per cent. interest would be £9,323,976.
But during this time the Sinking Fund continued in operation and
442,518,832 was redeemed through it, which sum must be subtracted from
the total amount.—Roscbery, pp. 150-151.
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And, since the shares in all these loans were issued con-
siderably below par, the Governmeqt only actual!y ref:elved
£202,375,000 out of the 271 millions' for which it was
indebted. )

For the same reason, the interest, nominally 3 per cent.,
was actually much higher.?

This increase was mainly due to the disinclination felt at
the outset to impose fresh taxes. The taxes levied during
the four years 1793-1797 amounted to 470,000,000, or
£17,500,000 a year, whilst during the four years 1799-1802
the taxes amounted to £134,750,000, i.e., there was an
increase of 923 per cent.?

And finally, a large part of the money raised by these
loans was not used in the public service but was absorbed
in subsidies paid to the allies. These were of two kinds:
(1) direct subsidies, (2) Imperial loans, guaranteed by the
English Government and raised in England. These loans
ultimately became a charge on the English Treasury.

Pitt’s financial policy has been severely attacked on all
these accounts. We will proceed to examine these
criticisms, and will begin with those of Mr. Gladstone,
rendering honour where it is due. During the debate of

! Newmarch, p. 39, gives the annual amounts of the loans contracted and
the sums actually raised as follows :—

Loans contracted, Money actually raised.
6.250 millions. 4.500 millions
15.676 » . 12.907 ”»
55-537 m ++ 42.090 »
56.945 1 - 42955
28.275 » 14,500 m
3.669 »» (Imperial loan)... 1.620 »
39.624 20.000 ,,
27.125 " oeer 15.500 »
32.185 »” . 20.500 '
49.209 . 28.000 ”
314.495 " 202.372 "
Sin]B'Ut out of the 314.495 millions contiacted, 42.515 were cancelled by the
mm;(‘)'r‘lés! Fund, so that the actual debt incurred by the State was 271.980

H]
Most of the loans, {.e., 271.597 miliions of the debt., were issued at
g p:r cent. There were, however, 35.593 millions issued at § per cent. and
ag Slml"'.ons at 4 per cent. The average rate at which the loans were
ually raised was £5 ss. od. per £1oo0.

* Bastable, Public Finance, 2nd edition, pp. 589-391.
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May 8, 1854, this great statesman, who was then Chancellor
of the Exchequer, set himself the task of proving that all
war expenses ought to be met by taxation,® an attempt which
gave evidence of a rare degree of uprightness and political
courage. After a statement of the economic and moral
grounds for his opinion, Gladstone passed on to discuss the
lessons of history, and criticised Pitt strongly for the policy
he adopted at the beginning of the war.? He ridiculed the
view which had gained for Pitt the title of ‘‘ Heaven-born
minister,’”’ though at the same time he acknowledged a
profound respect for his memory, and pointed out how he
recognised his mistakes, changed his policy and whole-
heartedly sought the aid of taxation.?®

The speaker in fact, entirely condemned the continued
resort to loans.* Others® have criticised the rate at which
the loans were issued, on the ground that, as only an in-
adequate interest of 3 per cent. was offered, much larger
sums had to be borrowed than were actually received, and
above all, the possibility of future conversions was cut off.
Finally, Pitt has been almost unanimously blamed for the
subsidies given to the allies.

Let us examine these various points.

* See the whole of this speech, Parl. Debates, Vol. 132 (March-May, 1854),
Pp. 1414 to 1479.

?p. 1472
p. 1474. This is indeed no accident in Pitt’s career but an instance of
one of his distinctive characteristics. It is surprising that this has not
attracted more attention. Pitt made mistakes readily, but, the fauit once
committed, he as quickly realised it, and never persisted in it obstinately.
Witness his bchaviour in the war with France: he soon recognised that it
had been a mistake to enter upon the struggle; and when the Directory gave
him an excuse for changing his policy, he at once opened ncgotiations and
did all he could to conclude an honourable peace. Witness his behaviour to
the Bank : he exploited that institution so ruthlessly as to force it to suspend
cash payments; but when the paper money was actually in use he took every

precaution to avoid abusing this dangerous weapon. Other examples of
the same kind could be given.

4 Gladstone also condemned the Sinking Fund, but since everyone agrees
with his condemnation, this matter can be deferred till later.

* See Bastable, op. and loc. cit.
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SECTION 1.

SuBSIDIES PAID TO THE ALLIES.

These subsidies, as we have _said, were mana:ged in two
ways. LCither the money was paid over directly,’ or security
was given for the loa}ns .ralsed by the German Empn:e,
security which, considering the state of the Imperial
finances, was equivalent to a loan. The first o'f these loans
was for £4,600,000,” the second, guaranteed in 1797, was
only for A4 1,620,000. ) .

Most English writers, not even excepting Newmarch,
condemn the payment of these subsidies.

It is true that some of the allies deserved the name of
“ treacherous '’ given them by Fox,* and that they em-
ployed the money for anything rather th_an the support of
England in her struggle against revolutionary France. It
was also true that even when the allies were honest, there
was little or no agreement between them and the English
troops, that the combination did more harm thap gooc} to
both parties, and that ultimately England gained little
advantage from the 15 millions and more which she spent
between 1793 and 1801. But it cannot therefore be asserted
as has too often been done in England, that Pitt’s policy
was nothing but a mistake and a delusion. In my opinion
this is perhaps the very point where he is least to blame.

In fact, these payments only formed a small part of the
war expenses, and it cannot be said either that they were
wholly ineffectual, or that England was not justified in
hoping for still better results. It is curious that these sub-
sidies have been thought to play such an important part in

! The amount paid directly was £9,024,817. Details of the distribution
will be found in Rosebery, Appendix A, and Newmarch, p. 51, Appendix I.

¢ may again point out that the figures given by the former are more
accurate than those of the latter.

* The first loan was guaranteed, at the request of the King, on February
5> 1795.  The guarantee gave rise to lively debates. The opposition did not
Ack arguments which were, indeed, justified subsequently by facts, for
after 1798 the loan becanie a charge on England. The grant was passed by
173 votes to 58,

' pp. 12-13, contra Rosebery.

thi * SPeeC_h on February 5. The whole speech, which is entirely devoted to
'S question, should be read.
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the crisis from which England suffered after 1795. Macleod
still holds this view. At the time they were believed to be
the sole cause of the drain of bullion. The opposition re-
peated this persistently and the commercial world was
convinced of its truth. People apparently attributed the
exportation of precious metals entirely to the subsidies,
forgetting the fleets and armies which England had to
maintain abroad. Sir Francis Baring' pointed this out
clearly enough: ‘‘ It must be indifferent to the country, if
bullion is exported, to what service it shall be applied; but
it is of infinite importance whether the magnitude of the sum
shall exceed, or fall short, of the balance of trade. Whether
money so exported shall be applied to the payment of the
British troops in Germany, for the foreign expenditure of
fleets in the Mediterranean or Lisbon, or whether it shall
be for an Imperial loan . . . is exactly the same to the
country.”

Here, as in other cases, the mistake lay in having under-
taken an unjust and imprudent war. But, this mistake
having been made, it was England’s duty to secure
Continental allies in the first instance, and then to
retain them at all costs. This was the only way in which
Great Britain with her insignificant army, could threaten
the French frontiers; it was the only way in which she could
keep the Republican army from her own coasts. Hence,
although Pitt may be blamed for distributing several
millions without adequate security for their proper use, I
cannot in justice criticise him for trying by every means
available to preserve his country from disaster.

SECTION II.

THE RATE AT WHICH THE LOANS WERE RAISED.

Mr. Newmarch in his apology, tries to prove that Pitt
failed to raise loans at 5 per cent., not from any unwilling-
ness to do so, but because he could find no one to lend money
on such terms, since the public wanted to enjoy the

! Oh. cit.,, pp. 50-51. In the next chapter we give the sums expended
abroad on behalf of the Government; they far excced the money granted to
the allied Governments. See Tooke, p. 208.
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advantages of a high rate and to avoid the. ri§k of con-
version. Mr. Newmarch? supplie.s very convincing proofs
in support of this theory. We will merely notice the most
striking of these.

The first loan of £4,500,000, issued at 3 per cent., was
raised at £72, that is, at an interest of £4 3s. 4d. per £100.?
But according to Newmarch, Pitt, to judge by his own
statement in the House (March 17, 1793), seems to have
tried in vain to borrow at 4 or § per cent., and to have been
forced, without option, to borrow at 3 per cent., although
he realised that the conditions were more burdensome tl?an
he had expected. This fact is confirmed by J. J. Grellier,
who states that Pitt did everything he could to excite com-
petition, but without success.

The same thing is true for the subsequent loans. In
November, 1796, a part of the floating debt which circulated
in the form of Naval bills and Exchequer bills, was funded.
The holders were offered a choice between stock bearing
respectively 3, 4, and 5 per cent. interest. The offers were
so arranged that in actual fact all the stock paid more than
s per cent., and there was a bonus on that at 4 and 5 per
cent. The first paid £5 5s., the second £5 10s., and the
third £5 16s. per 4100 of capital. But even this was not
enough to attract the subscribers, who were alarmed at the
possibility of conversion, and out of a total of £13,029,339
funded, 85 per cent. were subscribed at 3 per cent.

There remains another yet more characteristic fact. In
1796 England was in an isolated position and was
threatened with an apparently inevitable invasion. The
budget showed a deficit of 18 millions,® and as, under the
circumstances, the yield from ordinary loans seemed insuffi-

' pp. 7-20.

' Mr. Gladstone laid great stress on the fact that to issue these loans
Nominally at 3 per cent. was a deception, and that Pitt borrowed first at
£4 3s., then at L4 108, then at £4 155., and finally at 45 14s. and at
966 63. 10d., which is the rate at which the loan in 1797 was raised. But
this fact was perfectly clear to contemporaries and deceived no one.

* It was intended to raise fresh troops, viz., 15,000 foot, 20,000 irregular
€avalry, and 60,000 militia.
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cient, it was determined to raise a patriotic subscription, the
Loyalty Loan.

Everyone who subscribed £100 was to receive £112 in
5 per cent stock. This loan was inconvertible until after alf
other 5 per cent. loans had been converted, and the share-
holders were always to have the option of £100 in cash or
£133 in 3 per cent. stock. In spite of all these advantages
these shares, which were subscribed for amidst great
patriotic enthusiasm,’ fell so low that Pitt thought it
advisable to help the shareholders by adding to the above
conditions a long annuity of 7s. 6d. per.share, hoping in this
way to stop a fall which had already reached 14 per cent.?

To sum up: the accusations against Pitt as regards this
second point do not seem to us well-founded; those made by
Mr. Gladstone with respect to the continual appeal to loans
are certainly more justifiable, without being wholly sound.

SECTION III.

LoaN versus Tax.

Mr. Gladstone’s arguments will be remembered. With-
out disputing their correctness in principle, we may note
that it has been said in reply : first, that in this particular
case Pitt could not levy fresh taxes without risk of crush-
ing the new-born English industries; and second, that
those industries were not in a position to bear the burden
of the war until after the naval victories had assured them
a commercial monopoly ; this, however, was not until 1798.
It has been pointed out too, that the first years of the war
were not only years of great commercial distress, as is
proved by the number of failures, but also of agricultural
distress due to the remarkable series of bad harvests. The
conditions were thus very unsuited to the imposition of
new taxes, and Pitt was well-advised not to impose any.
This is true, but I am not convinced that Pitt gave any
thought to the economic condition of the country and rather

! The loan was complctely subscribed within t§ hours.
* Pitt’s scheme only passed the House by 36 votes to 35, and consequently
was not carried out.
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pelieve with Gladstone Fhat he was chiefly concerned to
maintain his own popularity.

Mr. Gladstone’s criticisms hov\{ever only refer to the
period 1793-1797; he has only praise to bestowl on Pitt as
regards the succeeding years. In 1797, pe siys, Pitt mgde
a first effort towards a more healthy policy ‘‘ by proposing
to raise 47,000,000 by assessed taxes.? The plan broke
down . . . and he only got £4,000,000. In the year 1798,
not daunted by that failure, he proposed to raise
£ 10,000,000 by means of the income tax; and .from that
time onwards his career was one series of continued and
almost convulsive efforts to . . . extricate the country from
the frightful consequences of former laxity, and to provide
against a recurrence of similar evils in future.”’

The revenues for the years 1799-1802 were, as we have
said, 92 per cent. higher than those for 1793-1797. The
peace of Amiens was of short duration. In 1803 the revenue
was £38,600,000, in 1805 it was £50,900,000. In 1806 a
further attempt was made to increase it. Lord Lansdowne
increased the income tax to 10 per cent. The taxes brought
in £59,300,000, that is, an increase of 15 per cent. From
this date until 1816 the revenue never fell below 60 millions
and sometimes exceeded 70.?

But from the breaking of the peace of Amiens until 1816
the national debt was only increased by £360,000,000; that
is, a yearly increase of 25 millions. The period 1793-1802,
though the expenses were much smaller,* had witnessed
an increase in the debt of 30 millions a year. This com-
paratively satisfactory result was only obtained by a bold
increase in taxation. Mr. Gladstone states that if the in-
come tax had been imposed in time it would have saved the
nation from these enormous loans, since the annual expen-
diture except for the interest on the debt, might have been

1
P. 1474.
T These taxes afford an interesting study from the fiscal point of view.
¢ €y were taxes on luxury, sumptuary taxes. Compare Stpurm, Systémes
pé'léfaux d’impéts, p. 95, and Leroy-Beaulieu, Sciences des Finances, Vol. 1.,
- 429.
* From 1793 to 1797 the yearly revenue averaged £17,500,000.

* The i i i i expensive wars
with Shai ll‘r.xcreased expenditure was mainly owing to the very expensi ¥
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covered during the later years by the returns from taxation.

But even if we assume that all the excuses made for Pitt
are justified ;—if we admit, as we did at the outset, that Pitt
was not wrong to send subsidies to the allies; if we admit
that he could not issue loans under more favourable con-
ditions than those forced upon him by circumstances; even
if we admit, what is very doubtful, that Pitt could not have
relied more than he did on taxation—he yet made three
mistakes which are inexcusable. These are, the con-
tinuance of the Sinking Fund, his forecast as to the duration
of the war, and his treatment of the Bank; and all three,
especially the last, are unworthy of a great® statesman.

For the present we will confine ourselves to a considera-
tion of the two first of these mistakes, the third will occupy
the following chapter.

The Sinking Fund.* ‘‘ The sinking fund established by
Mr. Pitt,”” says Gladstone, ‘‘ was another form of mischief.
By means of the sinking fund you were continually buying
up stock at 3, 4, or 5 per cent. below the rate at which you
were simultaneously creating stock in order to find the
money to make the purchase. You were buying stock to
reduce it at 60, and creating it again sometimes as high as
68. Thus what the ‘heaven-born policy’ did was to re-
establish the patient by putting a seton into the body ; for
this process was nothing but a perpetual drain upon the
resources of the country.”

Lord Grenville, Pitt’s cousin, has tried to exonerate him?*
by pointing out that the nation accepted the sinking fund
almost without consideration and with unlimited belief in
what was regarded as an all-powerful remedy. This being
so he concludes that *‘ It can be no reproach to any indi-
vidual to have partaken largely in these feelings, and least
of all to that able and excellent statesman who carried

' We express our own firm conviction, but, as we have already pointed
out, the.sub)ect is so difficult and involved that we do not maintain that our
opinion is the right one.

? See also McCulloch and Rickards, op. cit.

* Essay on the supposed advantages of a Sinking Fund (1828).  The
author himself, however, condemns the policy.
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through the Act of 1786.”” To which it may be replied that
Pitt’s mistake was not excused by the fact, if it be one,
that he only believed in the sinking fund because the public
looked upon it as a universal remedy.

Flamilton's criticisms® in 1813, and Ricardo’s seven
years® later, showed plainly the fallacies involved in this
invention, and the sinking fund as a special institution was
abandoned in 1829."

False judgments as to the duralion of the war and the
strength of the enemy. Pitt was confronted by a vigorous
though small Opposition, led by men who may indeed have
made mistakes, and who, in my opinion, were too ready to
remember that the government of their country was in the
hands of their political opponents, but who exercised a real
influence over the House by their eloquence and remarkable
controversial skill. The Opposition speakers, whose names
are preserved in history, pointed out untiringly that the war
was unjust, that it would be long and unprofitable and that
it would bring about the ruin of the country. The uninter-
rupted victories of the Republican armies and the disloyal
behaviour of some of the allies provided them daily with
fresh arguments. Pitt endeavoured not to disgust the
country by increased taxation and to pacify the House by
describing the war as necessarily of short duration, because
France had exhausted her resources and was ‘‘ on the verge,
nay, in the gulf of bankruptcy.”*  This was one of his
favourite arguments; he was always referring to the
assignats and to the condition of the Republican finances.

' Inquiry into the Rise and Progress, the Redemption and the Manage-
ment of the National Debt.

* Essay on the Funding System.

* The idea of paying off the debt did not however perish. Conversions
and purchases in various forms have appreciably reduced the national debt
under a wise, patriotic and far-sighted administration. Amongst the measures
used, that of terminable annuitics was imitated in France by M. Caillaux.
When the South African War broke out (Autumn, 1899) the national debt
had been reduced to 625 millions.

‘_ 'I:his phrase served as a motto to a reply to Pitt’s .tatements, written at
Paris in 1696 by Tom Paine, and called The Decline and Fall of the English
System of Finance.
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It may be acknowledged that Pitt was sincere in what he
said : and it is comprehensible that at first he may easily
have flattered himself into the idea that the war would be
short and that the chaotic state of the French Government
would prevent its carrying on a vigorous campaign. But
how long could he have kept up this illusion? How could a
statesman such as he have cherished these ideas after the
battle of Fleurus?' and when he could no longer reasonably

- believe them, was it loyal, in Fox’s? picturesque phrase, to
‘“amuse ’’ the country ‘' with his ideas on the finances of
France,”” with calculations as to the assignats and the
French bankruptcy, when he was himself leading the way
to an inconvertible currency and to the verge of a similar
bankruptcy.®

! Even in October, 1795, he wrote to Addington that peace would be made
before Easter.

* See Fox's speech on the occasion of the suspension of cash paymeants,
an analysis of which is given below. See also Sheridan’s speech on the
same occasion. ‘¢ Surely it was not for want of warning. The Marquess of
Lansdowne and several other enlightened senators in both Houses of Parlia-
ment predicted the approach of this melancholy event. Mr. Pitt was so busy
on the calculation and depreciation of French assignats and mandats that he
had not time, it is presumed, to attend to our own immaculate paper credit,
as Lord Grenville, that luminous statesman, called it about two years ago."’
—{(See The History of the Bank of England, etc., 1797, p. 105).

* Pitt’s apologists (see Newmarch, p. 23), emphasise the fact that these
illusions were shared by the majority of the nation and that traces of them
are found in Burke’s last work, Letters on a Regicide Peace, published at the
end of 1796. As regards Burke, his opinion here is of little value. He had
taken too important a part in the declaration of war against France to
acknowledge his mistake openly, and, moreover, some doubts must have
survived amidst the reasons which induced this champion of liberalism to
write the Reflections on the Revolution in France. As to the fact that Pitt
shared in a general delusion, it is of this especially that I complain. This
‘¢ heaven-born minister "'—to use the phrase quoted by Gladstone—had suffi-
cient genius to enable him, in this matter as in that of the Sinking Fund,
to form his own opinion ; he ought not to have been reduced, like any ordinary
politician, to accept the errors of his contemporaries.

CHAPTER III.

THE CRISES OF 1793 AND 1797.—THE BANK
RESTRICTION ACT.—THE SUSPENSION OF
CASH PAYMENTS BY THE BANK.

Crisis of 1793.  Crisis of 1797. Pitt’s unwise treatment of the Bank.
Advances to Government forbidden by the Bank Charter. Modification of
this. Incessant loans from 1793 to 1797. Exportation and drain of specie.
Disturbances among the Country Banks, Panic duc to the landing of a
handful of French Troops. Policy of the Bank directors. Suspension of
cash payments. Decision of the Privy Council. Message from the King
to Parliament. Position of the Bank and parliamentary debates. The
Bank Restriction Act.

A.—CRrisIs OF 1793.

THE war began under gloomy auspices. The harvest in
1792 was very bad, as were most of the harvests between
1789 and 1802, the price of corn had risen 13s., and
in addition to the agricultural distress, a serious economic
crisis occurred just before the declaration of war.! This
declaration, however much it may have been expected, gave
the last blow to the tottering public credit. *‘In the month
of November this year,”’ says Macpherson,® ‘‘ there were
no fewer than one hundred and five bankruptcies. There
were very few months in all the years preceding 1792
wherein the gazette . . . has exhibited above the half of that
number.”” But this was only the beginning. On February
19, the Bank refused the paper of Lane, Son & Fraser, who
suspended payment the next day, leaving a deficit of a
million. This failure was followed by several others and
the numbers continued to increase during the succeeding
months. ?

_Failures among the country banks occurred almost
simultaneously. The crisis began at Newcastle, where the

» Tooke (History of Prices, Vol. 1., pp. 176-177) seems to me to minimise
unduly the importance of the declaration of war. Baring, op. cit., p. 19,
gives a juster account.

} Annals of Commerce, Vol. IV., p. 254.

* There were 105 in March, 188 in April, 209 in May ; then they declined
to 158 in June and 108 in July.
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banks stopped payment after an unexpected run although
the shareholders had adequate resources to meet all
demands,

The evil spread throughout the provinces, where credit
facilities, as we have said, were very badly organised. The
country banks mis-managed their issues, and although
they were not all ruined, their credit was severely shaken.
Distrust prevailed both in the capital and in the provinces;
no money could be borrowed on the shares of industrial
undertakings or canals and still less could loans be raised
without security. The Bank itself gave way to alarms
which Sir Francis Baring' condemns as ill-founded, con-
tracted its issues, raised its rate of discount and looked on
unmoved at the rapidly increasing number of failures going
on around it.?

Matters became urgent, the more so because the evil had
spread to Scotland and one of the directors of the Royal
Bank of Scotland had come to London to request assistance,
declaring that unless the Government gave immediate help
there would be a general bankruptcy.

At the suggestion of Sir John Sinclair and after a meet-
ing of the City merchants to consider the situation, Pitt
agreed to advance £5,000,000 in Exchequer bills to the
merchants upon the security of commodities of all kinds.
The House passed the scheme, in spite of the somewhat
short-sighted opposition of Fox® and Grey. The remedy
was so effective that, as soon as the vote was known, £70,000
were sent to Manchester and Glasgow. This had excellent

*  For all this crisis see Baring, op. cit., pp. 15-35.
2 According to Tooke (p. 193, note) the number of bankruptcies in 1793,
compared with those in the two previous years, was as follows :—
1793—1,956 failures, of which 26 were country banks.
1792— 934 failures, of which 1 was a country bank.
1791— 769 failures, of which 1 was a country bank.

3 Fox declared that the proceeding involved a violation of the Constitution
(p. 757), and placed unsuitable and excessive powers in the hands of the
executive (see his speech in Parl. Hist., Vol. XXX., pp. 755-788). At bottom
Fox's speeches are spoilt by his habit of condemning all measures, whether
good or bad, which were proposed by thé Government. A little more im-
partiality and a more serious study of the questions on hand would have
improved his orations, which from many points of view were masterpicces.
Fox's specches were published in 1815 in six volumes, but this edition is
incomplete and defective.
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results in a crisis caused partly by lack of sufficient currency
and partly by the general want of confidence. The feeling
that credit could be obtained was enough to calm people’s
fears and to prevent many from actually asking for it. As
Macpherson says : ““The very first intimation of the inten-
tion of the legislature to support the merchants, operated all
over the country like a charm, and in a degree superseded
the necessity of the relief, by an almost instantaneous
restoration of mercantile confidence.”

It was not found actually necessary to advance the whole
of the five millions voted by Parliament. There were 338
requests for £3,855,624; 238 of these were granted, the total
amount advanced being £2,202,200. Of the other demands,
49 were refused and the rest were withdrawn by the appli-
cants themselves. Far from losing by this transaction, the
State made a net profit of £4,348; only two of the borrowers
went bankrupt and some of the others repaid their debts
before they fell due.

B.—Crisis oF 1797.

Sir Francis Baring® and Mr. Tooke® are agreed that
nothing could be more satisfactory than the economic con-
dition of the country during 1794 and part of 1795. Both
also recognise that the difficulties which ended in the
catastrophe of 1797 began during the second half of 1795.

The quiet, the confidence and the general prosperity
were, Baring states, so extraordinary during this period,

3
P- 43.

> pp. 178-179 and 192-211. Tooke reckons the crisis as beginning rather
cquier than Baring does. He considers that owing to the exceptionally hard
winter of 1794-5, fears were felt even in the following spring with regard to
the coming harvest, and prices rose very quickly. In the succceding autumn
the situation became so strained that the King drew the attention of Parlia-
meat to it in the following words: ‘1 have observed for some time past
with the greatest anxicty the very high price of grain, and that anxiety is
Increased by the apprchension that the produce of the wheag harvest in the
Present year may not have been such an effectual one to rclieve my people
:;0m th(): difficulties with which they have to contend ” (Speech of October

» 1795).

Several remedies were suggested, the principal one being to offer bounties
on importation until a certain quantity of corn had been brought in. Amongst
minor proposals one is rather curious: the Mcmbers of Parliament agreed
to reduce the consumption of wheat in their houses by one-third, and to urye
all their friends to do the same.
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that it was difficult to get 4 per cent. for money. The
country was about to pass suddenly from abundance to
scarcity, from scarcity to famine, and from famine to bank-
ruptcy.

On February 27, 1797, the Bank stopped its cash pay-
ments. What were the causes of this suspension ?

According to Baring' they were as follows : —

1.—Disorders among the country banks and in the paper
circulation in the provinces, which produced a crisis similar
to that of 1793.

2.—The general alarm due to a French invasion.

3.—The excessive exportation of bullion or coin to the
Continent.

4.—The unwise influence of the Government.

Changing the order adopted by Baring, we will begin by
studying together causes 3 and 4, which are closely con-
nected. We shall then examine causes 1 and 2 in the same
way.

SECTION 1.*

THE UNWISE INFLUENCE OF THE GOVERNMENT.—-
Pit1’s DiscovyAL BEHAVIOUR.—THE EXPORTATION
AND DRAIN OF SPECIE.

‘*“ The enormous abuses,’’ says Macleod,® ‘‘ which might
be perpetrated by an unscrupulous Government, and the
dangerous power which so potent an engine as the Bank of
England would confer upon them, had been clearly fore-
seen by its antagonists at the time of its foundation. We
have seen that stringent precautions were taken in the first
Act of 1694 to prevent the Bank making any advances to
Government without the express permission of Parliament.*
It had been the custom, however, time out of mind, to
advance for the amount of such Treasury bills of exchange
as were made payahle at the Bank.” These advances
amounted to twenty or thirty thousand pounds; complaints
were made if they reached fifty thousand. This limit was

A
p. 65.
? For this Section scc Macleod (5th edition), Vol. 1., p. 516, et seq.
? Vol. I, p. 445. sth edition, pp. 516, 517.
¢ Sce above, p. 69.
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greatly exceeded during the Ameriqan war, and someti.mes
£150,000 was advanced. The legality of these proceedings
seemed doubtful to Bosanquet, the governor .of the Bank,
who discussed the matter with the d‘lrecto.rs; it was agreed
to apply to the Government for a bill of indemnity for the
past and for authority to continue these transactions in the
future, but only on condition that they were kept within a
fixed limit. This limit was to be £50,000—£100,000.
Bosanquet went out of office at this time and could not
continue the negotiations, but Pitt was too clever not to see
at once what immense powers would be given to the Govern-
ment by an Act of this kind. He therefore hprried t_he. I}ill
through Parliament, but was careful to omit the limiting
clause.!

No government had ever had such a formidable weapon
placed in its hands. The Act allowed the Bank to be drawn
upon without any restriction, for the directors dared not
dishonour the Government drafts. Henceforward the Bank
was completely at Pitt's mercy and he made large demands
on the resources thus placed at his disposal.?

' Statute 1793, €. 32. ]

? See an analysis of the sums advanced to the Government according to
the official documents laid before the House of Commons at the request of
Tierney (History of the Bank of England, p. 110).  Bank of England, ¢
March, 1797. An account of the amount of Money advanced for the public
service by the Bank of England and outstanding on the 25th of February,
1797.

Advances on the Land Tax—1794 ...... .... 141,000
1795 312,000
1796 ... 1,624,000
1797  ceveereenrnnees +e+ 2,000,000

On the Malt Tax—1794
1795
1796
1797

Consols in 1796
Vote of credit for 23 millions in 1796

Total...£2,144,400

GENERAL TOTAL.....cceeens £8,075,400
To this total of 8,075,400 must be added the advances without interest
made on Exchequer Bills to the amount of £376,739, and on Treasury
Bills to the amount of £1,512,274.  This raises the total advanced by the
Bank in four years to £9,964,413-
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At about this time the English Government began to
send subsidies to the Continental powers. And as we have
explained, these were not the only sums remitted abroad.
For various purposes £2,715,232 was exported in 1793;
£8,335,592 in 1794; 411,040,236 in 1795. To which must
be added £4,702,818 sent abroad for naval expenses.!
These enormous payments had the effect of making the
exchange adverse and caused great anxicty at the Bank. At
the very time when this withdrawal of bullion was going on
the Treasury bills were increased to an unheard-of extent,
and the demands made by the commercial world were
equally pressing.

On December 11, 1794, the directors, seeing that things
were getting worse and worse, remonstrated with Pitt. In
January, 1795, when they heard that a foreign loan and a
home loan were about to be raised, they declared that the
Treasury could not expect further assistance from them, and
that in particular, they could not allow the advances on the
Treasury bills to exceed £500,000. Pitt promised all they
asked, then pretended that he had forgotten his promise in
the stress of business, and finally, instead of keeping it,
he asked in August for a fresh advance of 2 millions. He
even began by demanding 24 millions.

The exchange began to fall rapidly at the end of 1794,
and in May, 1795, it was so unfavourable that specie point
was reached.” The only way to counteract this adverse
tendency would have been to reduce the issue of Bank notes.
Instead of this, the Bank, worried by Pitt’s demands, fell
into the mistake of increasing the issue by issuing notes for
45, 410 having hitherto been the lowest value issued.

! Tooke, p. 208. In 1796 the exportations were £10,649,916; these
figures are quoted by Tooke from the Appendices Nos. 23 and 27 of the Report
to the House of Lords.

2 Sir F. Baring (p. 49) shows that the profit on sending gold from London
to Hamburg was 7} per cent. in January, 1796, 6} per cent. in February, and
83 per cent. in March. After that, thanks to good harvests, the exchange
was once more favourable until February, 18co

On this question sec Sir John Sinclair, Letters written to the Governor
and Directors of the Bank of England in September, 1796. The author
suggests four remedies :—

1.—An increase in the capital of the Bank. A remedy used on various
occasions.

2.—~The issue of £z or £3 notes.

3.—The issue, with the authorisation of Government, of a million Bank
notes, inconvertible for one year. These notes would circulate without dis-

THE BANK RESTRICTION ACT. 193

In August, 1794, the total circulation did not exceed 10
millions; in February, 1795, it rose to 14 millions. The
drain of coin began to take full effect in the autumn of
1795; the reserve declined more and more., The Bank
directors saw that all their measures were unavailing and
that they must choose between their own bankruptcy and
that of the Government. Consequently in a resolution of
December 31, 1795, it was announced that the sum to be
employed in discounts should be fixed for each day in
advance. Any excess in the demands was to be dealt with
by returning ‘‘a pro rata proportion of such bills in each
parcel as are not otherwise objectionable . . . without regard
to the respectability of the party sending in the bills or the
solidity of the bills themselves."’?

count, in consequence of an agreement with the different merchants whose
bills the Bank discounted.

These threc measures would tend to increase the circulating medium.

4.—An alteration in the coinage: since *‘ while we continue to make our
gold coin so much finer than that of other nations, and almost give a bonus
to the smelter by demanding nothing for the expénce of the manufacture, it
is impossible that our coin should not either be exported abroad or smelted
down at home.”

Sir John Sinclair proposed in fact to alter the coinage ‘‘ by mixing a
greater proportion of alloy,” and this supplies thc subject matter of the
second of the two letters of which his pamphlet consists.

! See the text of the declaration in Tooke, p. 200, note. The policy of
the Bank, combined with the restriction of issues and the high profits result-
ing from the export of precious metals, produced a great scarcity in the
circulating medium and caused much protest in the commercial world. On
April 2 there was a large gathering of merchants at the London Tavern; the
meeting passed a resolution stating that the scarcity of coin was due to the
increase of trade, and in particular, to the measures taken by the Bank.
A committee was appointed to find a means of increasing the circulating
medium without violating the Bank's charter. Sce for this-incident Thornton,
pp. 87-89, and especially a pamphlet by W. Boyd, the secretary to the com-
mittec, Letter to the Honourable W. Pitt on the Influence of the Stoppage
of Issues in Specie at the Bank of England (1801), in particular pp. 86-102
of the edition of 1811, revised and corrected by the author. Mr. Boyd makes
a long report, suggesting that Parliament should appoint a Board, consisting
of 25 of its Members, authorised to issue notes payable at six months, bearing
a daily interest of 13d. per 4100, and exchangeable for gold or silver or for
bills of exchange due in less than three months. This scheme was submitted
to the Chancellor of the Exchequer. He replied that the Bank had already
suggested a remedy, the consolidation of the floating debt, which would be
tried hefore the proposal of ihe committee. Mr. Boyd adds (p. 102) that the
floating debt was funded by nicans of -a loan of £7,500,000 raised on very
liberal terms, after the subscribers had been led to understand that there was
£oing to be an entire change in the policy of the Bank. The distress in May,
1795, shows how this promise was kept.

Sir Francis Baring devotes a short pamphlet to a criticism of Boyd's
scheme, Observations on the Publication of . Boyd, Esq., M.P.



194 HISTORY OF THE BANK OF ENGLAND.

This resolution ought to have restrained the demands of
the Government, but it proved insufficient to curb the Prime
Minister’s rapacity. Pitt had never carried out his repeated
promises to reduce the advances on Treasury bills to
£500,000; on June 14, 1796, the total of the advances was
£1,232,649. He demanded £800,000 at the end of July
and a like sum in August. The directors were induced to
grant the first, but refused the second. Pitt said that the
one was useless to him without the other and invited them
to revoke their decision. This they did after indulging in
some platonic remonstrances.

In November Pitt proffered a new request for 42,750,000
on the security of certain taxes. This was granted on con-
dition that the advances on the Treasury bills, which now
amounted to £1,513,345, should be repaid. Pitt secured the
money, but was careful not to redeem the bills. Then he
returned to the attack and asked for fresh advances, intended
for San Domingo and Ireland. The sum needed for Ireland
was at first to be only £200,000, but in the end it amounted

to 41,750,000,

SECTION 11,
THE DISORDERS AMONG THE COUNTRY BANKS AND THE
SCARE OF A FRENCH INVASION WHICH LED TO
AN ACTUAL PANIC.

Henry Thornton calculates that after the crisis of 1793,
the issues of the provincial banks had been decreased by
one-half, and he adds that the requirements of trade had
attracted an enormous quantity of money to counteract this
decrease. At the same time although the exchange was
now favourable, the Bank of England continued to restrict
its issues. During the three last months of 1796 they did
not exceed those of 1782, although the total of commercial
payments made was several times greater than the total in
that year. The payments had to be made whatever hap-
pened and for want of paper money they were made in
coin, so that calls were constantly made on the reserve,
which fell from £2,972,000 in March, 1796, to 42,502,008
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in December of the same year, when a serious withdrawal
of bullion began.

At the beginning of 1797 the political situation was worse
than ever. The country banks, scenting the storm, took
precautions and tried to withdraw as much coin as possible
from London. This helped still further to diminish the
reserve.’

An occurrence of but small importance strategically pro-
duced a definite crisis. The landing of a handful of French
troops, says Baring,”® caused a general alarm, which showed
itself chiefly in a demand for coined money, even bullion
being refused. All ranks of society were seized with panic:
traders, artisans and especially women and farmers, all
wanted guineas merely in order to conceal them.

C.—THE BANK DIRECTORS’ SHARE OF RESPONSIBILITY IN
THE SUSPENSION OF CASH PAYMENTS.

These, then, are the four causes enumerated by Baring as
having led to the suspension of cash payments. Baring
refrained from criticising the behaviour of the directors.
What must be thought of this? The directors denied all
share in the suspension and threw the whole responsibility
on the Government, which had reduced them to this ex-
tremity by its excessive demands. They declared that if the
GO\"erx.lment had repaid them they would have had no
hesitation in assisting the commercial world, and of this
the.re seems to be no doubt. But many contemporary
writers® allege that even the advances made to the Govern-
ment should not have prevented the Bank from continuing
its issues and helping commerce. Ultimately, then, it is
upon this point that the matter turns, and good arguments
are not wanting to those who adopt this adverse view. They
point out that the undue restriction of issues caused an

1
A very vivid descripti f isi i i
sit v ription of the crisis of 1797, and in particular of its vicis-
Bjal:.deisngmHifgt:aan‘hns given by Sir William Forbes in his Memoirs of a
P . ese memoirs were not published until 1860 by R
ti:‘[i"é?ffs, la'lthough Sir William had died fifty years before and desgrvegbfl:(:
< & en him by Stephens, p. 93, of the Evelyn of the Bank.
s goTing: PP 45°54-
ce especially Thornton, Chap. iv., pp. 172-210 of McCulloch’s reprint,.
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unusual demand for guineas, that in consequence, the pro-
vincial notes were discredited, and that the Bank took no
steps to supply the gap left by the disappearance of the
notes.!

Moreover this contraction had caused the forced sale and
the consequent depreciation of the public stock, which would
have been avoided if only the Bank had kept up its issues
to the level of 1795. Finally, it was stated that when the
exchange was most unfavourable and it was profitable to
export gold, the directors had issued notes to the value of
414,000,000, and that, on the contrary, they had reduced
their issues to £8,640,225 when the exchange had been
favourable for several months. To put the matter briefly,
the contraction of the issues had largely contributed to
empty the coffers of the Bank during the autumn of 1796,
when an extension of issue would have helped to replenish
them.?

The Bullion Report adopted this opinion, which was
in fact the development of the Expansive theory set forth
by Bosanquet in 1783, and together with most of the con-
temporary authors, it condemned the Restrictive theory put
into practice by the directors.

It thus seems evident that the Bank had a large share of
responsibility in the crisis of 1797 and this was acknow-
ledged by the directors themselves before the Committee of
1810. But, as Macleod® very clearly points out, it may be
asked whether any administration, however wise and
prudent, could have avoided the suspension of cash pay-
ments—a measure which Robert Peel in 1844 described as
‘“fatal.”” Macleod is driven to believe that it was fortunate
that the suspension occurred at this time, since later on the
situation became still worse. The Irish rebellion and the
naval mutiny joined with the permanent risk of an invasion
to produce such an alarming combination, that a convertible
paper currency would have had small chance of surviving.

Finally, *‘the constant power of producing public em-

! See above, Chap. i., Part IIL., pp. 170 and 171, what we have said as to
the bad organisation of provincial credit.

* Maclead, 3rd LEdition, Vol. 1., p. 461 {5th Edition, p. 533).

T pp. 401-403.
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barrassment by demands for gold” would have been a
powerful weapon in the hands of enemies who would have
been supported in England by political sympathies.

The measure thus removed a perpetual source of alarm,
and the extreme depreciation of the notes which took place
some years later was in no sense a necessary result of
the suspension, but was entirely due to a surprising want
of foresight on the part of the Government and of the Bank
directors. The suspension of payments was inevitable,
and it was better for the country that it occurred before the
great'disasters.

D.—SUSPENSION OF CasH PAYMENTS.—THE ACT OF
RESTRICTION.

The crisis began with the failure of the Newcastle banks
on February 20th, 1797. The news quickly reached London
and from this moment the events followed one another
in rapid succession. The reserve of the Bank was reduced
on February 25th to £71,272,000. The Bank had also con-
siderably decreased its issues; they were reduced from
£10,550,830 (January 21) to £8,640,000 (February 25).
This only gives an inadequate idea of the decrease in the
paper currency, for it must be remembered that the private
banks were forced to imitate the Bank of England’s ex-
amp}e. Several of them were obliged to make enormous
sacrifices to meet the demands on them, and to sell securities
at a considerable loss. The 3 per cents. were at §1 and the
other funds fell in a similar manner.

The fatal hour had come: the suspension of cash pay-
ments was not to be averted. The directors of the Bank
applied to Pitt for advice and assistance. Pitt induced the
ng to preside at the council meeting summoned to con-
sider the situation. The council unanimously agreed’ that
the Bank should be forbidden to make any payment in cash

until Parliament should have decided on the policy to be
adopted.

1 .
Sce this order of Feb 26 in Parl. Ilist.,, Vol. XXXIL., p. 1518.
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The Bank, when it stopped cash payments on February
27, 1797, published® a statement that the satisfactory and
prosperous condition of its affairs was such-as might remove
all doubts as to its solvency. At the same time, what was
more important, a large meeting of well-known financiers
and bankers passed a resolution undertaking to accept Bank
notes in payment of sums due to them. This resolution was
supported by four thousand signatures, including all the
names of any importance in the City.

The King thought fit to announce the unprecedented
event to the Commons in a Royal Message.? Pitt communi-
cated this message to the House’ and proposed that a
committee should be appointed to inquire into the position
of the Bank, although as he added, he felt no doubt of the
solidity of the establishment. Fox replied in a rather dull
speech* and Sheridan® in a violent oration, but neither
opposed the nomination of the committee.

The discussion was resumed on the question of the reply
to be given to the message and this gave Fox an oppor-
tunity to make a magnificent speech,® which, however,
suggested no remedy except the speedy conclusion of peace.

In the House of Lords the speeches of Lord Grenville,
Lord Bedford and Lord Lansdowne,’ are worthy of men-
tion. The latter remarked that his colleagues would do him
the justice to remember that he had ‘‘ foretold the present

! This notice is given ir History of the Bank of England (1797), p. 43.

3 See The King’s Message respecting the unusual demand for specie.

* Parl. Hist., pp. 1518-1519.

¢ Parl. Hist., pp. 1519-1520.

5 Parl. Hist., pp. 1520-1522.

° pp. 1526-1538. The following are some extracts from its conclusion :
“‘ Let us see now what has been the conduct of the present minister in the
course of this war, upon the subject of finance. Have any three months
passed in which he has not produced some new expedient? And have they
not, every one of them without a single exception, proved erroneous?’ (see
also Fox’s Speeches, Vol. V1., p. 289), and again : ‘‘ The minister has con-
ducted the war upon the hope that we should be able to defeat the French
by a contest of finance, and you now sce the expedients to which we are
driven.”” *‘Year after year the minister has been amusing us with his ideas
of the finances of France—now on the verge, now in the gulf of bankruptcy !
. .. But . .. while he was thus amusing us he has led us to the very same
verge, aye, into the very same gulf.”

7 pp. 1564-1568.
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exigency ”’ since 1793. He compared public credit to the
soul of England : everything had been done to ruin credit,
in the first instance by *‘the inordinate increase of ex-
pense,” then by the war and the subsidies sent abroad;
now the death-blow was to be struck by decreeing an incon-
vertible currency.  ‘“ Mark my prophecy, my lords,” he
exclaimed in conclusion,’ *‘ and do not disdain the counsel
while yet in time. If you attempt to make bank notes a legal
tender, their credit will perish. They may go on for a time,
but the consequence is certain . . . We do not speak upon
conjecture, the thing is matter of experience. A fever is as
much a fever in London as in Paris or Amsterdam; and the
consequences of a stoppage of payment must be the same
in whatever country it shall happen.”

On March 3rd, the Committee of the House of Commons
presented its report. It stated that ‘‘ the total amount of
outstanding demands on the Bank on the 25th of February
last . . . was £13,770,390; and that the total amount of the
funds for discharging those demands (not including the per-
manent debt due from Government of £11,686,800, which
bears an interest of 3 per cent.) was . . . £17,597,280; and
that the result is that there was ... a surplus ... of
43,826,808."3

The situation thus seemed all that could be desired, but
the committee omitted to mention that out of the £17,597,280
of funds, more than ten millions had been lent to the
Government, which reduced the sum immediately available
to seven millions. This fact was brought out very clearly by
Sheridan.® The speaker began by remarking that the
£ 11,686,800 of Government debt could not be regarded as
capital, since the Bank could not demand its repayment.
All that should be counted was the annuity of £130,000.
Moreover, he continued, it appeared that besides these
eleven millions, the Bank had advanced nearly ten millions
for the public expenses. What was, then, its position?

L Vol. XXXII., p. 1567.
presestee this report in Parl. Hist., Vol. XXXIII., pp. 25-26, and the report
at}? ed in the name of the Committee of the House of Lords by the Earl of
sam, Pitt’s elder brother, which supports this conclusion, Ibid., pp. 26-29-
PP- 34-37, Vol. XXXIII.
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Its debts amounted to only 13 millions, 10 millions of which
stood to the account of a single debtor, and the debtor was
most generously offering support. Suppose a merchant,
owing in all £13,000, and with a sum of £10,000 due to
him from one man, * would not that merchant think it very
extraordinary conduct in that man if he should say, ‘Sir,
I understand that your affairs are in a ticklish way, let me
make an inquiry into them, and if . . . I discover that you
have wherewithal in due time to . . . discharge your debts,
I will not say that I may not guarantee them for you.’ . . .
The gentleman would say, * Why do you not pay me the
money you owe me, . . . and then I may be able to satisfy
every demand without your interference.’”’

With regard to bankers, Sheridan inquired, ** What are
the bankers? The stewards and guardians of their con-
stituents. What consolation will it be to those creditors to
hear that those stewards lent this money to the minister, and
that the minister lent a considerable portion of it to the
emperor, and that the emperor gave it to his soldiers, and
that these soldiers are killed off 2"’

Warnings, Sheridan repeated, had not been wanting, but
“Mr. Pitt, indeed, was so busy in the calculation and
depreciation of French assignats and mandats, that he had
not time, it is presumed, to attend to our own immaculate
paper credit, as Lord Grenville, that luminous statesman,
called it, about two years ago.’’?

These Parliamentary criticisms® were followed by a series
of epigrams* and puns similar to those aimed at Law and the

! Sce History of the Banl of England, etc., (1797), p. 106.

2 Loc. cit., p. 105.

8 The History of the Bank of England, published in 1797, may be profit-
ably consulted. This work, written directly after the suspension of cash
payments by an ardent supporter of Fox and Sheridan, gives a good sununary
of the opinions of the Liberal Opposition on the crisis, with which it is almost
entirely occupied.

¢ Lord Stanhope has preserved the following, which was much in vogue :—

¢ Of Augustus and Rome
The Poets still warble,
How he found it of brick
And left it of marble.
So of Pitt and England
Men say without vapour
That he found it of gold
And left it of paper.” .
According to the author of The Life of Pitt, this is only a rhyming version
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assignats, and such as are the usual accompaniment of
financial disasters.

But neither speeches nor epigrams prevented the passing
on May 3 of the Bank Restriction Act, as it is generally
called. Its chief provisions were as follows' : —

1.—A clause of indemnity was granted to the Bank and
all persons connected with it, for anything done in pur-
suance of the Order in Council.

2.—The Bank was forbidden to make any payments in
cash to any creditors, or to use cash for any payments except
to the Army and Navy, or in pursuance of an order from
the Privy Council.

3.—The Bank might make no advance above £600,000
for the public service, in cash or notes, during the restric-
tion.

4.—I1f anyone deposited a sum not less than £500 in gold
at the Bank, he might be repaid three-fourths of this
amount.

5.—The payment of debts in Bank notes was to be
deemed as payment in cash, if offered and accepted as such.

6.—No debtor could be held to special bail unless the
affidavit stated that payment in bank notes had not been
offered.

7.—Bank notes were to be received at par by all public
offices in payment of taxes.

8.—The Act was to remain in force until the 24th of June
following.

Finally, an Act dated May 1st and intended to remedy
the scarcity of currency, suspended the Statute 1775, c. 51.,
which restricted the circulation of Bank notes of tow values.

In a few days the Bank had arranged for the preparation
and issue of £1 and £2 notes.. To meet the demand for

of an epigram which had previously appeared in a Society journal.
These verses recall those written in France three or four years earlier :—
‘“ Ah! le bon billet qu'a la Chatre
Disait Ninon d’un air folatre
Dans ses ébats

Gardez-vous, détracteurs frivoles,
D'appliquer jamais ces paroles

Ve Aux assignats.”’

Sce Macleod (5th edition), Vol. 1., pp. 529, s30.
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small money, the directors announced that they had obtained
a large quantity of Spanish dollars valued at 4s. 6d."

In short, it may be said that the Act of 1797 allowed the
Bank not to cash its notes and gave these notes a highly
privileged position, but did not make them legal tender
and left people frec to refuse payments not made in cash.

By a curious coincidence, at the very moment when the
Bank Restriction Act was passed in England, the system of
assignats collapsed in France, and the mandats which suc-
ceeded them were destined shortly to disappear also.

* It was discovered later that they were really worth 2d. more, and their
current price was increased by 3d.  This left a profit of 1d. per dollar, and the
goldsmiths began to manufacturc them; they issued dollars so like those of
the Bank that the latter could not distinguish them and was obliged to accept
both kinds.

In order to naturalise these coins, a little head of George 111 was stamped
over the image of Ferdinand, King of Spain. This inspired the following
severe but just lampoon :—

‘‘ The Bank to make their Spanish dollars current pass,
Stamped the head of a fool on the head of an ass.”
—Sce Lawson, History of Banking, p. 104.

CHAPTER 1V.

RESULTS OF THE BANK RESTRICTION
ACT.

Results of the Act between 1797 and 1808. Pitt’s caution. DPrevailing crrors
on the subject. Increase in the issues and in the advances to Government,
Results of the Act in reference to Economic theories.  Parliamentary
debates. Theory stated by Addington. Speeches of Fox and lord King.
The cconomists and the influence of excessive issues on (he foreign
exchanges and the price of gold. Crisis of 1800. State of public opinion.
Theorics of Walter Boyd, Thornton, Lord King and Ricardo on the
depreciation of a paper currency. Monctary crisis in Ircland.  Parlia-
mentary inquiry. Opinion held by the Directors of the Bunk of Ircland.
Report of the Committee.

SucH was the Bank Restriction Act. It has been credited
with producing important and even extraordinary results.

It has been stated that England owed to it those immense
resources which enabled it to carry on and to conclude suc-
cessfully the greatest of modern wars; that it was owing to
the paper currency that Pitt and his colleagues were able to
raise those loans which amazed the world; that to the
paper money, also, various other advantages must be
attributed ; that in short, by passing the Restriction Act the
English Government had discovered the philosopher’s stone
for which the alchemists of the Middle Ages liad searched
in vain.

These opinions spread rapidly.  The debates on the
BUI_lion Report of 1810 will enable us to show that the
majority in Parliament belicved them firmly.  Since then
the doctrine has been continually revived, and even as late
as 1801, after the Act of 1819, after the publications of
l_ookf: and Macleod, an author of l.ord Stanhope’s reputa-
tion, in a book which is regarded in lingland as the standard
llf(‘tlof Pitt,! could write as follows :?

It must be observed, however, that so long as the war

R
idea lolfus'apprcciation is sufficiently accurate to give a somewhat depressing
iSlOrical(-]e other books devoted 1o this subject and of the condition of
work did study in England. It is much to be regretied that Lord Roscbery's
A not exceed the narrow limits of an essay.
Op. cit., Vol. 111., p. 21.
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continued, the system of inconvertible paper money did
good service in England. Expanding precisely in propor-
tion to the exigencies of the public service, and supported
by an undeviating reliance on the national good faith, it
enabled us, as certainly no other system could, to raise year
by year loans of unparalleled amount; to transmit repeated
subsidies to Foreign Powers in alliance with us; and to
bear, without sinking beneath it, the burthen of accumulated
taxes. It was, in short, a gigantic system of paper credit,
giving us power to cope with no less gigantic foes.”

In our sketch of the condition of England at the end of the
18th century we stated, basing our opinion upon undisput-
able authorities, that England’s success in withstanding the
onslaught of the revolutionary armies, and the final defeat
of Napoleon were less due to the genius of her sailors, of
Wellington and of Pitt, than to that of Brindley, Watt
and Arkwright. It was owing to the remarkable stimulus
given by these great men to her industry and commerce that
Great Britain was able to raise such immense loans, to keep
Europe in her pay, to maintain her armies and fleets and
to endure steadfastly until it pleased fortune to favour her
arms. We shall proceed to show that Pitt, who supported
the Restriction Act from necessity alone,* did not make such
use of it as his clumsy admirers have alleged; and that as
soon as his successors began to follow this policy, and the
Bank directors, with extraordinary blindness, took advant-
age of their exemption from cash payments to make over-
issues, England, instead of reaping any benefit from their
action, found herself involved in endless difficulties—diffi-
culties which, had it not been for the Russian campaign,
must have brought disaster on the United Kingdom, and
from whose effects the public suffered long after the con-
clusion of peace.

Our study of the effects of the Restriction Act will be
divided into two parts: the first including the last years of
Pitt’s ministry and extending, strictly speaking, up to

! Lord Grenville said during the discussion on the Stanhope Bill (1811),
that the day when Pitt was forced to propose the restriction was one of the
most painful in his life. Sce-below, p. 236, note 3.
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1809 ;" the second dealing with tt.le'period from 1809 to 1819.

During the first period the privilege conceded by the Act
of 1797 was used by both the Gpvernmept and the Bank
with the utmost prudence. The inconveniences of the sus-
pension of cash payments were not at first great, but they
were beginning to make themselves felt and to attract the
attention of able men, who from this time onwards tried
to define the rules and conditions of a healthy paper
currency.

The second period will show the effects of those over-
issues to which some have attributed England’s salvation.
The disastrous results, of which warning signs could be
detected as early as 1801, definitely drew public attention to
the problem of the circulation. They gave rise to a discus-
sion which was the first, and is still perhaps the most famous
of the great monetary controversies in the 1gth century.
The study of this celebrated controversy, which centred
round the Bullion Report, will form the subject of the next
chapter. For the present we shall deal with the first period
only.

When the Restriction Act was passed, the exchanges
were so favourable that gold was being imported in consider-
able quantities. On May 3oth, Mr. Manning informed the
House of Commons that very large quantities of gold had
come in to the Bank both from at home and abroad. The
Government and the directors were however agreed that
it would be unwise to resume cash payments just at the
time when the Restriction Act expired, and the Act was
accordingly continued until a month after the beginning of
the next session.

Parliament met on November 2nd.  On the 15th the
House of Commons appointed a committee to consider the

. ' We may notice here three French books which appeared about this
time, and which are, I believe, the first French works dealing with the Bank
of England.

1.—J. H. Marniére (1801), Essai sur le crédit commercial. The author
describes the Banks of Genoa and of England.
d 2.—Considérations sur la facilité d’établir & Paris une banque égale a celle
e Londres (1802), by the same author.
. 3.—J. H. Lassale, Des finances d’Angle