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Preface

In this book I first endeavor to trace, in a series of studies of
the contemporary source-material, the evolution of the modern
“orthodox” theory of international trade, from its beginnings in
the revolt against English mercantilism in the seventeenth and
eighteenth centuries, through the English currency and tariff
controversies of the nineteenth century, to its present-day form.
I then proceed to a detailed examination of current controversies
in the technical literatine centering about important propositions
of the classical and neo-classical economists relating to the theory
of the mechanism of international trade and the theory of gain
from trade. The annual flow of literature in this field has become
so great in the last few years, and the claims on my time and
energy from other unfortunately unavoidable activities of a quite
divergent sort have been so heavy, that the completion of this
book and the rendering of full justice to the recent literature have
proved to be incompatible objectives. I hereby present my sincere
apologies to the substantial number of economists who have in
recent years made valuable contributions to the theory of inter-
national trade which are here either wholly neglected or treated
more summarily than they deserve,

This book is not presented as a rival to, or substitute for, the
excellent textbooks on the theory of international trade which are
at last available. The main contributions of a good textbook are
usually its contribution to general synthesis of doctrine, its illus-
trative material, and its restatement in compact, simplified, and
systematic form of materials familiar to scholars. My objectives
have been, rather, to resurrect forgotten or overlooked material
worthy of resurrection, to trace the origin and development of the
doctrines which were later to become familiar, and to examine
the claims to acceptance of familiar doctrine. Since, until recent
years, it was at first almost solely English writers, and later al-
most solely English and American writers, who were responsible
for the development of the theory along the classical lines, there
is but little reference to writings by Continental economists ante-
dating the War. While my main objective in writing this book

xu
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was that it should prove a useful supplement, for both teachers
and students, to the textbooks on the theory of international
trade, I hope that the extensive discussion of early monetary
theories will make it of interest also to students of monetary and
banking theory.

Acknowledgments are due to the University of Chicago Press
and to the editors and publishers of Weltwirtschaftliches Archiv
for their kind permission to include in this book the material
which appeared in my articles “English theories of foreign trade
before Adam Smith,” Journal of Political Economy, XXXVIII
(1930), 249-310, 404-57, and “The doctrine of comparative
costs,” Weltwirtschaftliches Archiv, XXXVI (1932, II), 356-
414. Both articles, however, and especially the latter, have been
substantially revised, recast, and extended, in the process of in-
corporation in this book.

My heaviest intellectual indebtedness is to Professor F. W.
Taussig, who first aroused my interest in the field of international
trade as long ago as 1914, who has done much by his writings
and oral discussion to sustain it since and to set the mold for
my thinking, and to whose teachings I have remained faithful
in my imperfect fashion. As a gesture of gratitude in this con-
nection, I have taken the liberty of dedicating the book to him.
To Professor Bertil Ohlin’s persistent refusal willingly to accept
the same mold for his thinking in this field, and to his consequent
persistent refusal to agree with me, I am also greatly indebted,
for it has forced me repeatedly to think problems through more
thoroughly than I would otherwise have done, and to revise—
and perhaps even upon occasion to abandon—doctrines to which
I was disposed to cling as long as it was still possible to do so
without violating the intellectual decencies. I am greatly indebted
also to a long line of able and sceptical students, who have pointed
out my errors to me in the hope, not always realized, that I would
find ways of correcting them. I am especially indebted to the
following students, past and present, who have at one time or
another accepted the responsibility of assisting me in checking
my references, in meeting the physical burden of using libraries,
and in keeping my errors of fact and analysis within the accus-
tomed limits of tolerance: Leroy D. Stinebower, Michael L. Hoff-
man, Virginius F. Coe, Henry J. Wadleigh, Lily M. David, Ben-
jamin F. Brooks, Arthur I. Bloomfield. The charts were drawn
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for me by Y. K. Wong, who has once more been patient with my
mathematical ineptitude while refusing to make concessions to
it. My thanks are due also to the Social Science Research Com-
mittee of the University of Chicago, who provided the funds which
enabled me to recruit the aid of these students and also furnished
the typing facilities.

Jacos VINER.
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Chapter I

ENGLISH THEORIES OF FOREIGN TRADE,
BEFORE ADAM SMITH: I

All antient or scarce Pieces may fustly be esteem’d curious and valu-
able, either on account of their own intrinsick Perfection, or out of
respect to the great Names which they go under or purely on account
of their relation to the Times and nice Conjuctures in which they
were compos’d: and tho mean and inconsiderable in the stile and man-
ner of writing, in comparison with some modern Composures, may yet
deserve lo be perpetuated and itransmitied to Posterity, if they mani-
festly discover the Seeds and Principles from which the greatest Events,
and perhaps Revolutions in Church and State, have taken their rise.
These Characters, singly or all together, have been our Rule in the
present Collection—The Phenix: or, A Revival of Scarce and Valuable
Pieces No where to be found but in the Closets of the Curious, II
(1708), preface, iii-iv,

1. INTRODUCTION

A study of the theories of foreign trade before Adam Smith
must of necessity consist of an examination of the mercantilist
doctrines with respect to foreign trade and of the contemporary
criticisms thereof. It is a common impression that they have al-
ready been sufficiently studied, but the economic historians and
the economists of the German historical school have been almost
alone in studying the mercantilists, and they have generally been
more interested in the facts than in the ideas of the mercantilist
period, have often based sweeping generalizations as to the char-
acter of mercantilist doctrine on what they found in a handful
of the mercantilist writings, have displayed neither interest in,
nor acquaintance with, modern economic theorizing with respect
to monetary and trade process, and have almost without exception
shown a tendency to defend the mercantilist doctrines by reason-
ing itself of decidedly mercantilist flavor. The severe critics of
mercantilist doctrine have generally been economic theorists of the
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English classical-school tradition, and they have usually relied on
Adam Smith’s account plus the vague mass of nineteenth-century
tradition for their information as to the contents of mercantilist
doctrine.

The present study, is therefore, primarily an inventory of the
English ideas, good and bad, with respect to trade prevalent before
Adam Smith, classified and examined in the light of modern mone-
tary and trade theory. Its aim is rather to discover and explain the
divergencies of doctrine than to formulate inclusive and simple
formulas descriptive of mercantilist doctrine en masse, formulas
which are almost necessarily half-truths at best or empty. It is
based on a careful study of such of the actual economic literature
of the period as was available to me, and its findings will be sup-
ported by as much of the evidence derived from that literature, in
the form of quotations and references, as space limitations permit.

No attempt will be made to compare in detail the results of this
investigation with the findings of other modern commentators on
English mercantilism, but those who are sufficiently interested to
make such comparisons for themselves will find, I believe, that
the differences as to fact and interpretation are numerous and of
some importance, and that new information is presented on a
number of points.! To keep the study within manageable propor-
tions, the doctrines of the period with respect to the fisheries,

* A. Dubois, Précis de Phistoire des doctrines économiques, 1003, and Br. Suvi-
ranta, Theory of the balance of trade in England, 1923, were helpful, although I
cannot accept many of the latter writer’s interpretations and appraisals. Except
for a few special studies to which reference is made at appropriate points no
other secondary studies were of much help to me. E. Lipson, Economic history
of England (3 vols., 1929-1931, and especially vol. III [1931], Ch. IV, “The
mercantile system”), appeared after this study had been published in its original
form. It contains a great mass of valuable material and relates the doctrines to
the historical conditions much more completely and authoritatively than I could
do. Lipson in the main presents a defense of the mercantilist doctrines against
their modern critics, although more moderately than is usual for economic his-
torians. To me most of his defense appears insubstantial, or unsubstantiated by
the evidence, or irrelevant, and I have not felt obliged to modify my appraisal
because of what he has written. It seems to me especially that he relies too
strongly on citations from a few contemporary critics of the prevailing views,
such as Davenant, Barbon and North, and from writers after 1600, as evidence
of what was prevailing doctrine from say 1550 to 1750. E. Heckscher has re-
cently published in Swedish a two-volume account of the mercantilist doctrines
on the Continent as well as in England (Merkantilismen, Stockholm, 1931, 2
vols.) whose English translation (Mercantilism, 1935, 2 vols.) became available
too late to permit of my profiting extensively from it in the revision of my orig-
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population, and colonies will be ignored even when they are closely
related to the general foreign-trade theories.

i “MERcCANTILISM” AND “BuLLiONISM”

In the English economic literature prior to Adam Smith, the
most pervasive and the most emphasized doctrine is the impor-
tance of having an excess of exports over imports. To this doc-
trine and the trade regulations which it inspired, Adam Smith,
following the-usage of some of the Physiocrats,’ gave the name
of the “commercial” or “mercantile” system, which later became,
with the aid of the Germans, the now familiar “mercantilism.”
Many writers, however, assign “mercantilism” only to the period
after about 1620, and distinguish with varying degrees of em-
phasis between the “bullionist” doctrines of the earlier period
and the “balance-of-trade” doctrines of the later period. The
grounds most commonly given for distinguishing between the
two periods are as follows: (1) that, before 1620, stress was put
on the importance of a favorable balance in each transaction of
each merchant, whereas in the later period the emphasis was on
the aggregate or national balance of trade; (2) that, before 1620,
concern about the state of the individual balances was due to
anxiety that the country’s stock of bullion be not reduced, whereas
in the later period there was anxiety that it be increased; (3)
that, before 1620, the chief economic objective of trade policy was
to protect the national currency against exchange depreciation,
whereas after 1620 this was a minor objective, if a matter of
concern at all; (4) that, in the early period, the means advocated
and employed to carry out the objectives of the prevailing trade
inal study. It is 2 work of the highest quality on both the historical and the
theoretical sides, and I am happy to find that where we are dealing with the same
topics there is no substantial conflict of interpretation or appraisal. I have re-
viewed Heckscher's book in The economic history review, VI (1933), 99-10I.

* Cf. Oncken, article on Quesnay, Handwdirterbuch der Steatswissenschaft, 2d
ed, 1901, VI, 280.

*If Adam Smith intended the name to be used as a contrast to the physio-
cratic system, he had considerable justification. Just as the physiocrats claimed
that agriculture alone (or extractive industry alone) was productive, so many
of the English mercantilists claimed that foreign trade was the only source of
wealth, and many of them, while not taking so extreme a position, arranged
activities in the order of their contribution to the wealth of the country with
foreign trade in the first rank.

W BEIAL W ot o -
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policy were close regulation of the transactions of particular indi-
viduals in the exchange market and in coin and bullion, while in
the later period the policy recommended and put into practice was
to seek the objective of a greater stock of bullion indirectly by
means of regulation of trade rather than directly through re-
strictions on exchange transactions and on the export of coin
and bullion.

The actual course of official policy seems to give no strong sup-
port to this chronological contrast between the bullionist and the
balance-of-trade doctrines. In the earlier period, it is true, regula-
tion of the foreign trade and exchange transactions of the mer-
chants had been stricter and more detailed than it subsequently
became. But the outstanding changes in legislation and in admin-
istrative practice extended over a long period, and all of any
importance occurred long before 1620 or did not occur until
long after. The institution of the Staple, which served as an
instrument of regulation of individual transactions, finally expired
with the loss of Calais in 1558, although it had already been
moribund. The Statutes of Employment, requiring foreign mer-
chants to pay for the English commodities which they bought, in
part at least, in coin or bullion, had become inoperative long be-
fore the end of the sixteenth century. The Royal Exchanger, with
his control over exchange transactions, went out of existence prac-
tically, if not legally, when Burleigh, in the reign of Elizabeth,
refrained from exercising his prerogative of nominating the
holder of the office, although Charles I attempted unsuccessfully
to revive the institution as late as 1628. The restrictions on the
export of coin and bullion had been relaxed during the reign of
Elizabeth. They were more strictly enforced, as far as gold was
concerned, in the reign of James I, in accordance with a proclama-
tion of 1603, but even stricter regulations were laid down by
Charles I in 1628, and it was not until 1663 that gold and silver
bullion and foreign coin could be freely exported, and not until
1819 that Emglish coin or bullion derived therefrom could be
legally exported. In other words, the “bullionist” regulations were
either repealed or had become obsolete long before 1620, or per-
sisted and even were strengthened long after 1620. Prohibitions
and customs duties on imports and exports imposed for trade
regulative purposes originated centuries before 1620, and al-
though the customs system was revised during the reign of



English Theories of Foreign Trade, before Adam Smith 5

James I, and again by Walpole in the 1720’s, in order that it
might more effectively serve the purpose of procuring a favorable
balance of trade, it continued until late in the nineteenth century
to be a medley of provisions of miscellaneous character serving
in unascertainable proportions the largely contradictory purposes
of fiscal needs, trade regulation, special privileges to favored indi-
viduals or groups, and foreign diplomacy.

If, however, the dividing line be set at about 1560, instead of
about 1620, thé contrast may be made with respect to actual
trade regulation that such devices as the Staple, the Royal Ex-
changer, and the Statutes of Employment had been important in
the first period, and were repealed or permitted to become inopera-
tive in the later stage. For the earlier period also, it can be said
that there was much more concern about the menace to the na-
tionzl stock of bullion from the operations of brokers and mer-
chants in paper exchange than there was in the later period, and
on this question 1620 serves fairly well as the approximate date
at which doctrinal controversy cleared away many of the older
illusions about the consequences of unregulated exchange transac-
tions. No attempt will be made here to examine the bullionist
reasoning with respect to the exchanges, of which an excellent
summary has been given by Tawney.® In the controversy over
the exchanges at the beginning of the seventeenth century, the
new views which were expounded chiefly by Misselden and Mun
won a definitive victory over the old views as presented by
Malynes and Milles, and in the later literature a spokesman for
the older views is only rarely to be encountered. Perhaps for the
first time, a matter of economic policy was made the occasion for
a war of tracts, and the tracts seem, moreover, to have exerted an
immediate and traceable influence on government policy. But
commentators who have not explored the earlier literature nor
examined carefully the later literature have applied to the entire
contents of these tracts what was true only, if at all, of their
arguments with respect to paper exchanges, and have attributed
to Misselden and Mun priority with respect to doctrines which
were already old and established and to Malynes and Milles final
utterance of doctrines which still had a long life to live.

* In his Introduction to his reprint of Thomas Wilson, 4 discourse upon usury
[_157.21. 1925, pp. 60-86; 134-69. CL. also E.R. A. Scligman, article on the Bul-
lionists, Excyclopmedis of social sciences, TII (1930), 6o-64
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1. THE BALANCE-OF-TRADE DOCTRINE

The Concept and Its Application.!—The most pervasive fea-
ture of the English mercantilist literature was the doctrine that it
was vitally important for England that it should have an excess of
exports over imports, usually because that was for a country with
no gold or silver mines the only way to increase its stock of the
precious metals. The doctrine is of early origin, and some of the
mercantilists, in the earlier period when it was still customary to
scatter miscellaneous tags of classical wisdom through one’s dis-
course, succeeded in finding Latin quotations which seemed to ex-
pound it. It was clearly enough stated as far back as 1381 by Rich-
ard Leicester, a mint official, in answer to an official inquiry as to
the cause of, and remedy for, the supposed drain of gold out of
England:

First, as to this that no gold or silver comes into England, but that
which is in England is carried beyond the sea, I maintain that it is
because the land spends too much in merchandise, as in grocery,
mercery and peltry, or wines, red, white and sweet, and also in ex-
changes made to the Court of Rome in divers ways. Wherefore the
remedy seems to me to be that each merchant bringing merchandise
into England take out of the commodities of the land as much as his
merchandise aforesaid shall amount to; and that none carry gold or
silver beyond the sea, as it is ordained by statute. . . . And so me-
seems that the money that is in England will remain, and great
quantity of money and bullion will come from the parts beyond
the sea.?

2 Cf. also Jacob Viner, article, “Balance of trade,” Exncyclopaedia of the social
sciences, I1 (1030), 399-406; F. W. Fetter, “The term ‘favorable balance of
trade,’ ” Quarterly jowrnal of ecomomics, XLIX (1935), G21-30.

* Bland, Brown, and Tawney, Englisk economic history, select documents, 1014,
pp. 219-20. The concept bere clearly implied of a mational balance (“the lowd
spends too much in merchandise”) and the emphasis on tmcrease, and not merely
on prevention of reduction, of England’s stock of money, support the contention
made above that there has been exaggeration of the differences in docfrine be-
tween the so-called “bullionisf™ and “mercantilist” periods. Other officials, Ayles-
bury and Cranten, at the same time offered the same explanation of the loss of
bullion. For Aylesbury, see ibid., p. 222. For. Cranten, see the original source,
Rotuli parliomentorwm [1381], III (1767), 127: “Quant a prin¥ article: Ne
soit pluis despendu deinz le Rodalme des Marchandies estraunges en valoe { les
Marchandies de 1a cresceance du Roialme issant hors de mesme le Rofalme ne
sont en value.”
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The following citations from sixteenth-century sources show
that the doctrine was current throughout that century:

The whole wealth of the realm is for all our rich commodities to
get out of all other realms therefor ready money ; and after the money
is brought in to the whole realm, so shall all people in the realm be
made rich therewith.®

But it is an infallible argument that if we send yearly into beyond
the seas one hundred thousand pounds worth of wares more than we
receive yearly again, then must there needs be brought into this realm
for the said hundred thousand pounds worth of wares so much in
value either of gold or silver. . . . The only means to cause much
bullion to be brought out of other realms unto the king’s mints is to
provide that a great quantity of our wares may be carried yearly into
beyond the seas and less quantity of their wares be brought hither
again.*

. for if England would spend less of foreign commodities,
than the same [i.e., English] commodities will pay for, then the re-
main must of necessity be returned of silver or gold; but if otherwise,
then it will fare in England in short time, as it doth with a man of
great yearly living that spendeth more yearly than his own revenue
and spendeth of the stock besides.®

If we keep within us much of our commodities, [because of heavy
duty on wool exports] we must spare many other things that we
have now from beyond the seas; for we must always take heed that
we buy no more of strangers than we sell them; for so we should
impoverish ourselves and enrich them.®

And another [object of policy] is that the things which we carry
out do surmount in price the things which we bring in; else shall
we soon make a poor land and a poor people.”

* [Clement Armstrong ?] “A treatise concerning the staple and the commodities
of this realme” [ms. ca. 1530], first printed in Reinhold Pauli, Drei volkswirth-
schaftliche Denkschriften ans der Zeit Heinricks VI11I von England, 1878, p. 32.
Ci. also “Clement Armestrong’s sermons and declaracions agaynst popish cere-
monies” [ms. ca. 1530), ibid., pp. 46-47 ; “How to reforme the realme in settyng
them to worke and to restore tillage” [ms. ca. 1535], tbid., pp. 60 ff., 76.

¢ “Polices to reduce this realme of Englande unto a prosperous wealthe and
estate” [ms., 1549}, Tawney and Power, T'udor ecomomic documents, 111 (1924),
318, 321. This collection will henceforth be cited as T.ED.

$ “Considerations for the restraynte of transportinge gould out of the realme”
[reign of Elizabeth], printed in Georg Schanz, Englische Hondelspolitik gegen
Ende des Mittelalters, 1881, 11, 640.

*[John Hales] A discowrse of the common wesl of this realm of England
[written, ca. 1550, first printed, 1581], Elizabeth Lamond ed., 1893, pp. 62-63.

A discourse of corporations” [ca. 1587], T.E.D., IH, 267. For additional
mamuwmmmmmmry, :
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Although the concept of a national balance of trade was al-
ready common in the sixteenth century, the exact term itself seems
to have first been coined in 1615, when it almost immediately
passed into common usage.® In that year two customs officials,
Wolstenholme and Cranfield, were instructed to compute the ex-
ports and imports for the two preceding years, in order to ascer-
tain the effect on foreign trade of ‘“Alderman Cockayne’s Project”
restricting the export of undyed or undressed woolens. The re-
sults of their computations are still extant in manuscript, indorsed
as follows: “A computation of all merchandises exported and
imported into England one year by Mr. Wolstenholme 21 May
1615” and “Sir Lionell Cranfield his balance of trade 21 May
1615.”° In the next year, Sir Francis Bacon, who was acquainted
in his official capacity with these computations, in his “Advice to
Sir George Villiers” wrote as follows:

This realm is much enriched, of late years, by the trade of mer-
chandise which the English drive in foreign parts; and, if it be wisely
managed, it must of necessity very much increase the wealth thereof ;
care being taken, that the exportation exceed in value the importa-
tion; for then the balance of trade must of necessity be returned in
coin or bullion.1?

The first appearance in print of the phrase appears to have been
in the title and text of a pamphlet by Misselden published in
1623, The Circle of Commerce, or the Ballance of Trade. 1t is to
be found ad nauseam in the subsequent literature. The term was,
of course, borrowed from the current terminology of bookkeep-

William Cholmeley, “The request and suite of a true-hearted Englishman”

[ms., 1553], The Camden miscellany, 11 (1853), 11-12; “Memorandum pre-

pared for the royal commission on the exchanges” [1564], bid., III, 353;

“Memorandum by Cecil on the export trade in cloth and wool” [15647), ibid.,

II, 451; “D’Ewes’ journal” (for 1503) [1693], ibid., 1I, 242; “An apologie

ofﬁ)egocamﬁofl.on&m, mJohnStow,AumyofLoudon,C.Lngs{ord
1 210,

*] owe some of the following references to the excellent account by W. H.
Pnee,“'l'heormnofmephrae‘balmofmt." Quarierly jowrnal of eco-
nomics, XX (1905), 157 .

® Astrid Friis, Alderman Cockayne’s project and the cloth trade, 1927, p.
207, and W. H. Price, loc. cit. Therewerenovalnemnmuof:mponsand
exports at that time, but the customs rates on all goods were § per cent of
meoﬁndvalmdthemmhhmemmd,ﬁmdom,hymnl-

the customs revennes by twenty

® Works, tssa.n.sls.(mmymwrm-w:ﬁ.buﬁm%m
1661.)
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ing, into which the word “balance” had apparently been incor-
porated from the Italian about 1600. Prior to 1615, such terms as
“overplus,”™! “remayne,”** “overvallue”® were used to signify the
excess of exports over imports, or vice versa, and Malynes,* in
1601, and Cotton in 1609,'® used the term “‘overballancing” for
the same purpose. A memorandum of 1564 spoke of exports suffi-
cient “to answer the foreign commodities” to mean exports ade-
quate to balance the imports,'® and John Stow in 1598 used “over-
plus” and “countervail” for the two meanings of “balance.”’
Nothing was invented or discovered in 1615 except the precise
term “balance of trade.” There is no evidence that when in that
year attempts were made to compute the actual balance any per-
son regarded it as the application of a novel idea. Misselden, in
1623, did write of “this balance of trade, an excellent and politic
invention, to shew us the difference of weight in the commerce
of one kingdom with another,”*® but what he regarded as novel
was not the notion of a balance but its actual measurement in the
absence of periodic trade statistics such as those with which we
are now familiar. Malynes did criticize Misselden’s balance-of-
trade argument, but not because the notion of a balance between
exports and imports was unfamiliar or objectionable to him, for
he had himself stressed the concept years before. What Malynes
was criticizing was the overemphasis which Misselden was giving
to the mere computation of the actual balance, since “the con-
ceited balance of trade proposed by Misselden, can be but a trial
and discovery of the overbalancing of trade, without that it can

T “Polices to reduce this realme” [1549), T.E.D., I1I, 324.

™ “Considerations for the restraynte of transportinge goulde” [time of Eliza-
beth], Schanz, op. cit., 11, 649.

** “Memorandum prepared for the royal commission on the exchanges” [1564],
T.E.D., 111, 353.

*Gerard Malynes, A treatise of the canker of England’s commomwealth
[1601], T.E.D., I11, 386.

* Sir Robert Cotton, “The manner and meanes” {1609}, in Cottoni Posthuma,
1672, p. 196.
II” “Memorandum by Cecil on the export trade in cloth and wool,” T.E.D.,

» 45.

¥ “Apologie of the cittie of London” [1508], in Stow, A swrvey of Londos,
Kingsford ed., 1908, II, 210.

®The circle of commerce, 1623, p. 117. Misselden cites from an alleged
manuscript an attempt made during the reign of Edward III to estimate the
English balance of trade.—Ibid., p. 118.
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produce any other benefit to the commonwealth,”*® and in any
case, was likely to be highly inaccurate.®

The term “favorable balance of trade” now so common, and
so commonly attributed to the mercantilists, seems first to have
been used in 1767 by Sir James Steuart,®! although the phrase
“balance in our favor” had been used hy Cary*? in 1695, Pollexfen
in 1697,2 and Mackworth® in about 1720, and corresponding
terms were used by many other writers.®

General and Partial Balances.—There is no historical basis
for the distinction which some writers have tried to make between
a balance-of-individual-bargains stage and a chronologically later
general balance-of-trade stage in the evolution of mercantilist
doctrine. Richard Jones coined the phrase “balance-of-bargain”
in order to distinguish between means and not ends: “To effect
their purposes, they [i.e., the early politicians] adopted a very
complicated system, which we may call the balance-of-bargain
system ; and which, though its object was precisely the same with
that of the balanace-of-trade system long subsequently established,
yet sought to attain that object by very different means.”?® An
influx of bullion resulting from an excess of exports over imports
was the common objective both of the earlier and of the later
period. To the extent that the methods advocated or actually ap-
plied to attain this end differed, it is more accurate to say that
the early bullionist regulations dealt directly with the transactions
in coin and bullion and foreign exchange, whereas the later cus-

3 The center of the circle of commerce, 1623, pp. 68-69.

* Ibid., pp. 58-59.

B An inquiry into the principles of political cecomomy, 1767, 11, 422: “when
one nation is growing richer, others must be growing poorer; this is an exam-
ple of a favorable balance of trade” Cf. also ibid,, II. 425-26. Steuart also

used the terms “passive” and “active” for import and export surpluses, respec-
tively. (Ibid., 11, 207.)

® John Cary, An essay on the state of England in relation to its trade, 1695,
DPp. 131-32; tbid., An essay on the coyn and credit of England, 1696, p. 20.

® [John Pollexien] A discourse of trade, coyn, and paper credit, 1697, p. 40.

*Sir Humphrey Mackworth, 4 proposal for payment of the publick debts,
2d ed,, ca. 1720, p. 0.

®F. W. Fetter nevertheless considers it an anachronism to attribute the use
of the terms “favorable” or “unfavorable” to the mercantilists. “The term
‘favorable balance of trade,’” Quarterly journal of ecomomics, XLIX (1935),

* “Primitive political economy of England” [1847], in Literary remoins,
Whewell ed., 1859, p. 295.
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toms regulations sought the same results indirectly by regulating
the commodity imports and exports. No trace is to be found in
the early literature of anything even approaching a theory of the
importance of the individual balances except as items in a clearly
conceived national balance and it is only as inference from the
character of the bullionist regulations that the prevalence of the
notion that such a theory was once expounded can be explained.

In some of the modern literature on mercantilism there is to
be found an exposition of the evolution of the balance-of-trade
doctrine in terms of three chronological stages: first, the indi-
vidual bargain; then an intermediate stage in which the notion of
the balance of trade with particular countries, but not the total
balance of trade, had been grasped; and, finally, the emergence
of the concept of the national or aggregate balance. This is all
the product of vivid imagination. In the seventeenth and eight-
eenth centuries there was much controversy about the state of the
balances with particular countries, but always with reference to
their bearing on the aggregate balance. In the seventeenth cen-
tury the state of the balance in the East India trade was the prin-
cipal object of controversy in this connection; in the eighteenth
century it was the balance with France which gave rise to most
misgiving. The East Indian balance was indisputably “unfavor-
able,” and the East India Company was attacked on this ground.
Its spokesmen tried to meet the attack by the contention that,
although the balance was immediately unfavorable, the East India
trade had indirect effects, such as the reexport at a profit of com-
modities imported from India and the substitution of imports
from India for imports to greater value from other countries,
which made its net result, direct and indirect, a favorable instead
of an unfavorable contribution to the total national balance.?” It

¥ The argument was made by many who were not personally interested in the
fortunes of the East India Company, and was accepted, in theory, by the critics
of the company. The following citations are only to spokesmen for the company :
Thomas Mun, A discourse of trade, from Englond unto the East Indies [1621],
Facsimile Text Society reprint, 1930, pp. 9 ff.; ibid., England’s treasure by for-
raign irade [first published 1664, written about 1630], Ashley ed., 18g5, pp.
19 ff.; [Sir Thomas Papillon] A treatise concerning the East-India trade being
o most profitable trade to the kingdom [1677], 1606 reprint, pp. 12 ff.; [Sir
Josiah Child] A treatise wherein is demonstrated that the East-India trade is
the most national of all foreign trades, 1681, pp. 6 f.; [Child] A discourse about
trade, 1690, p. 142; Charles Davenant, An essay on the East-India trade [1696],
in Works, Charles Whitworth ed,, 1, 97; Some considerations on the nature
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would be difficult to demonstrate such a theory to determined
critics, even if it were in accord with the facts, and when this
method of argument failed to be effective, the defenders of the
company, while still conceding in the abstract that any trade was
harmful if it did not contribute, directly or indirectly, to a favor-
able balance for the country, resorted to questioning the possibil-
ity of applying the test with sufficient accuracy to warrant the
condemnation of any trade.?® When this argument also failed to
subdue criticism, the defenders of the company were finally driven
to questioning and even to explicitly rejecting the validity of the
balance-of-trade test, however qualified, as a measure of the value
of trade.®® But none of the writers on either side of the con-
troversy claimed that the particular balance of trade was to be
judged except in terms of its contribution to the total balance,

and imporiance of the East-India trade, 1728, pp. 30 fi. As representative in-
stances of the acceptance of the argument by critics of the company who de-
nied, however, that the company could meet the test even if indirect effects
were taken into consideration, there may be cited: [William Petyt?] Britannia
languens [1680), McCulloch ed., Early English tracts on commerce, 1856, pp.
342 fi.; [John Pollexfen] England and East-India inconsistent in their manu-
factures, 1697, p. 52.

* Cf. Charles Davenant, Discourses on publick revenues [1698], in Works,
1, 388: “It is hard to trace all the circuits of trade, to find its hidden recesses,
to discover its original springs and motions, and to shew what mutual de-
pendence all traffics have one upon the other. And yet, whoever will categorically
pronounce that we get or lose by any business, must know all this, and besides,
have a very deep insight into many other things.”” Cf. Sir Leslie Stephen, His-
tory of English thought in the eighteenth century, 3d ed., 1902, II, 294, with
reference to Davenant’s position: “Merchants easily assumed their own bal-
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and there was certainly none who argued about particular balances
without first having conceived of the notion of a total balance.
On this question there was no conflict of doctrine, but only dis-
agreement as to the facts and as to the possibility of ascertaining
them.

Constituent Items in the Balance.—The mercantilists have
sometimes been charged with failure to see that the international
balance does not consist only of commodity exports and imports,*®
and many suppose that the “invisible items” are a recent discovery.
But most of the important writers of the seventeenth and eight-
eenth centuries took care to point out that allowance must be
made for non-commodity items in explaining the net balance pay-
able in bullion. Reference to an “invisible” item is to be found as
far back as 1381, when both Aylesbury and Lincoln explained the
drain of gold as due partly to remittances to Rome! An early
writer argued that if foreign merchants were required to come
to England, to buy English cloth instead of being permitted to
buy it abroad, their living expenses in England would be an item
in England’s favor.®® Misselden, in 1623, mentioned the profits
from the fisheries, reexport trade, and freight earnings as items
to be added to the commodity statistics in computing the balance.®®
Malynes, in the same year, pointed out that interest payments
on foreign loans should be included in the balance. Robinson,® in
1641, included diplomatic expenditures abroad, travelers’ ex-
penses, and freight charges. Mun, writing in about the year 1630,
listed almost all the items which would be included today : freight
earnings, military expenditures abroad, marine insurance pay-
ments, gains from fisheries, losses at sea of outward and inward
shipments of goods, Catholic remittances to Rome, travelers’ ex-
penses, gifts, and the excess over their living expenses in the
country for which the balance is being computed of payments to
foreigners for exchange commissions, interest, and life and com-

® Cf., for example, C. F. Bastable, The theory of international trade, 4th ed.,
1903, p. 73; Paul Leroy-Beauliew, Traité théorigue et pratigue d'économie
politique, 2d ed., 1806, IV, 175.

® Bland, Brown, and Tawney, English ecomomic history, pp. 221, 222.

® [Clement Armstrong] “How to reform the realme” [ca. 1535], Pauli ed,
op. cit., p. 67.

® The circle of commerce, 1623, p. 124.

* The center of the circle of commerce, 1623, p. 50.

* Henry Robinson, England’s sofety; in trades encrease, 1641, pp. 5o ff.
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modity insurance.?® Child,” in 1690, added absentee incomes and
losses from bad debts. Hugh Chamberlain, in 1606, listed, in
addition to commodity trade, the earnings of migratory labor
abroad, tourist expenditures (‘‘what foreign travellers spend here
to see the country”), diplomatic and military expenditures abroad,
and other tems.®®

The mercantilists were most interested in the “balance of pay-
ments’ in its strict sense of a net balance of immediate obliga-
tions payable in specie, and the specie flows inward or outward
resulting from the balance of payments were their primary con-
cern. Payments on account of shipping freights or interest pay-
ments on foreign indebtedness were therefore recognized as
having, value for value, the same significance as payments for
commodity imports. But it was long before separate terms were
coined to distinguish between the commodity balance of trade
and the total balance of payments, and the writers of the period
ordinarily used the term “balance of trade” to mean at one time
one of these balances, at another time the other. John Pollexfen,3
however, referred to the “balance of accompts” as meaning the
total balance inclusive of both commodity and non-commodity
items, and Justice®® and Harris*' later used the same term in the
same sense. Steuart spoke of “the whole mass of reciprocal pay-
ments” and their “balance,”*? and at one point used the actual
phrase, “balance of payments,” in its modern sense: “We must
always carefully avoid confounding the grand balance of pay-
ments with the balance between importation and exportation,
which I comsider as the balance of trade.”*® Arthur Young in
1772 used the phrase “temporal balance of remittance” to signify
d;Englm dreasure by forvaign trode [1664], Ashley ed., 1895, p. 11, and

. XX.

"pA discourse about trade, 1690, pp. 138, 140.

#Dr. Hugh Chanibetlain, 4 collection of some papers writ upon several
occasions, 3696, pp. 2-3.

® A discowrse of irade, copn, ond paper credits, 1697, p. 40. Pollexfen also
spoke of “debts and credits” in connection with international transactions of all
sorts.—Ibid., pp. 4, 10.

“A. J. {Alexander Justice] 4 gemeral treatise of mowies ond exchemges,
1707, p. 74-
727[Jgscph Harris] Au esssy upon money and coins, part I (1757), 119

 An inguiry into the principles of political conomy, 1767, 11, 316.
© Ibid., 11, 433, =mote.
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the immediate balance of payments.** The term “balance of in-
debtedness” seems not to have been used until the nineteenth
century. Adam Smith, however, approached it at one point, where
he referred to the “state of debt and credit.”*®

1v. REAsons ForR WANTING More BuLrion

The Mercantilist Concept of Wealth.—The mercantilists
wanted an export surplus primarily because they wanted more
bullion and because they saw that for a country without gold or
silver mines a favorable balance of trade was the only means
available to procure bullion. The central problem in the interpreta-
tion of the mercantilist theories is the discovery of the grounds
on which their belief in the desirability of an indefinite accumula-
tion of the precious metals was based. The most common criticism
of the mercantilists is that they regarded the precious metals as
the sole constituents of the wealth of the nation. Adam Smith
made this charge a central feature of his criticism of the mercan-
tilist doctrines, and he has been accused, by modern apologists
for mercantilism, of inexcusable misinterpretation of their doc-
trines.! On behalf of the mercantilists they assert that the doctrine
of the identity of wealth and bullion is so absurd as to make it
incredible that able men, to whom the fable of Midas must have
been familiar, should have adhered to it, and they either refer
to passages in writings of the period revealing a broad concept of
wealth, or else deny that the words “wealth,” “riches,” or “treas-
ure” had the same meaning then which they have now.2 But the

“ [Arthur Young] Political essays concerning the present state of the British
Empire, 1772, p. 534.

“ Wealth of nations [1776], Cannan ed., I, 440.

1Ci. A. Oncken, Geschichte der NationalGkonomie, 1902, pp. 154 ff.; William
Cunningham, “Adam Smith und die Mercantilisten,” Zeitschrift fiir die ge-
sammte Stoatswissenschaft, XL (1884), 44 ff.

*An amusing conflict of interpretation pervades the apologetic literature.
Some defend the balance-of-trade theory against its modern critics on the
ground that the mercantilists knew that the favorable balance brought in money,
and that when they spoke of wealth, treasure, or riches being increased as the
result of a favorable balance, they meant money by these terms. Others defend
the mercantilists against the charge of overemphasis on money, claiming that
what they wanted was an increase of real wealth, or capital, and not merely
of money. How a favorable balance of trade can constitute an increase in the
total amount of capital or wealth within a country if money and capital or
wealth are not the same thing they do not explain. These two lines of defense
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only reference to the Midas fable I have found in the literature
prior to 1760 is in a work sharply critical of the mercantilist doc-
trines,® and, although unobjectionable definitions of wealth are
to be found, they are usually offered by moderate or skeptical
writers as criticisms of the prevailing views. “Riches,” “wealth,”
“treasure” had ambiguous meanings in the seventeenth and eight-
eenth centuries. They meant money, jewels, and other especially
precious commodities at one moment, and all goods useful to man
at another moment. Very often this shift of meaning occurred
within the limits of a single paragraph or even sentence, and rea-
soning involving, and obtaining what plausibility it has from,
such shifts in the meaning given to terms constitutes a large por-
tion of the mercantilist argument, and especially of the balance-
of-trade doctrine.

The mercantilists did not have in mind the possibility that a
country may make investments abroad or may borrow from
abroad, and there is no mercantilist writer who explains his desire
for a favorable balance of trade as a desire that his country
should export capital abroad rather than borrow abroad.* If
indebtedness is disregarded, the one difference between an export
surplus and an import surplus is that there is a net exchange of
goods for money in the first case, and of money for goods in
the second case. It is impossible, therefore, to understand such
common mercantilist arguments as that foreign trade was the only
path to national wealth, that a country can gain from foreign
trade only if it results in a favorable balance payable in bullion,
that an export surplus is both the proof and the measure of gain
from trade, and that an import surplus is both the proof and the
measure of national loss,® unless they believed, momentarily at

of mercantilist doctrine are, of course, mutually contradictory, and reflect the
persistence into modern times of the confusion from which the original mer-
cantilists suffered.

* [Jocelyn] An essay on money & bullion, 1718, p. 15.

¢ Steuart is the only mercantilist I have found who even cites the desirabil-
ity of investment abroad as ome of the reasons for desiring a favorable balance,
and he does so only mcsdental!y and obscurely.—Principles of political aconomy,

1767, 11, 4a5-36: . a balance may be extremely favorable without augment-
mgthemassoithepremm:smetals . by constituting all other nations
debtors to it, .

‘Thmugumuﬂsmmbeuufunydisﬁngtﬁshedﬁmthenﬁldcrforms,as.
for example, that foreign trade will be more profitable if it produces an export
surplus than if it does not, or that foreign trade is the best source of wealth.
What is said above does not necessarily apply to the milder forms, which are
open, however, to other objections. See infra, pp. 22 .
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least, that all goods other than money were worthless, or were
of value only as they served as means of securing money. If it be
replied that the mercantilists meant by “wealth,” “treasure,”
“riches,” “gain,” “loss,” “poverty,” ‘“‘prosperity,” “profit,” etc.,
only money or absence of money, their arguments generally be-
come merely laborious tautologies, and it becomes a mystery: (a)
why they should have thought it necessary to present so earnestly
and at such great length arguments reducing to the assertion that
the only way for a country without gold or silver mines to get
more bullion is to obtain it from abroad in return for goods, and
(b) what terms they used when they were thinking of what we
mean today when we speak of riches, wealth, gain, prosperity.

Statements involving either the attribution of value to the
precious metals alone, or else the use of all the terminology now
associated with the notion of wealth to mean merely money,
abound in the mercantilist literature, and only a few heretics were
never guilty of the confusion, real or terminological, between
mere money and wealth. There follow some representative pas-
sages, taken from the writings of prominent mercantilists, which
cannot, I feel certain, be absolved from the charge that they reveal
confusion between quantity of money, on the one hand, and de-
gree of wealth, riches, prosperity, gain, profit, poverty, loss, on
the other. It would be easy to multiply the number of such
citations.

. . . the wealth of the realm cannot decrease but three manner of
ways, which is by the transportation of ready money or bullion out
of the same; by selling our home commodities too good cheap; or
by buying the foreign commodities too dear, wherein chiefly con-
sisteth the aforesaid overbalancing. . . .8

If the native commodities exported do weigh down and exceed in
value the foreign commodities imported, it is a rule that never fails,
that then the Kingdom grows rich, and prospers in estate and stock;
because the overplus thereof must needs come in, in treasure.?

The ordinary means therefore to increase our wealth and treasure
is by foreign trade, wherein we must ever observe this rule: to sell
more to strangers yearly than we consume of theirs in value.®

® Malynes, A treatise of the canker [1601], T.E.D., 111, 387.
"E Misselden, The circle of commerce, 1623, p. 117.
*Mun, England’s treasure [1664], Ashley ed., p. 7.
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. . . the only way to be rich, is to have plenty of that commodity
to vent, that 1s of greatest value abroad. . . .°

Foreign trade is the only means to enrich this Kingdom . . .
Where the consumption of things imported, does exceed in value the
things exported, the loss will be as the excess is.1

For exportation is gain, but all commodities imported is loss, but
ready silver or such commodities, that being carried out again bring
in silver from other nations.i?

. . . gold and silver is the only or most useful treasure of a nation

. nothing but bullion imported, can make amends for bullion ex-
ported.?

If we export any value of our manufactures for the consumption
of a foreign nation, and import thence no goods at all for our own
consumption, it is certain the whole price of our own manufactures
exported must he paid to us in money, and that all the money paid
to us is our clear gain.!®

. . . to take the right way of judging of the increase or decrease
of the riches of the nation by the trade we drive with foreigners, is
to examine whether we receive money from them, or send them
ours; . ..M

Mr. Deslandes says his country has a balance in trade of 7,000,000
L. sterling per annum; which, if true, is infinitely more than Britain
can pretend to: It will follow from hence, that the French must be
much richer than the English; . . 1%

The general measures of the trade of Europe at present are gold
and silver, which, though they are sometimes commodities, yet are
the ultimate objects of trade; and the more or less of these metals
a nation retains, it is denominated rich or poor. . . . Therefore, if
the exports of Britain exceed its imports, foreigners must pay us

®* Samuel Fortrey, Englands interest and improvement [1663], Hollander ed,,
1907, D. 29

¥ Roger Coke, A discourse of trade, 1670, pp. 4, 6.

B Carew Reynel, The true English interest, 1679, p. 10.

1 [John Pollexfen] England and East-India tnconsistent in their manufactures,
1697, pp. 18-19. A vindication of some assertions relating to coin and trade,
1699, undoubtedly also the work of Pollexfen, is an elaborate defense of
Pollexfen’s argument cited above against Davenant’s attack on it in s Dis-
course of Publick Revenues [1608]. Pollexfen’s argument is also effectively
criticized in [Gardner] Some reflections on a pamphlet, intituled, England and
East India inconsistent in their manufactures, 1606, pp. 6-7. (This tract, in
spite of the date (1606) on its title page, cannot have been written before 1697.)

3 The British merchant [1713/4], 3d ed., 1748, 1, 28.

™ Joshua Gee, The trade and mavigation of Greai-Britain considered [1720],
1767 ed., p. 205.

¥ W. Horsley, A treatise on maritime affairs, 1744, p. 37.
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the balance in treasure, and the nation grow rich. But if the imports
of Britain exceed its exports, we must pay foreigners the balance in
treasure, and the nation grow poor.}®

Adam Smith, however, did exaggerate the extent of the de-
pendence of the mercantilist case on the absolute identification of
money and wealth, inasmuch as he failed to make clear that there
were some mercantilists who were never guilty of such identi-
fication and few mercantilists who were never guiltless of it.
Certainly, few writers of any prominence relied solely on this
identification in arguing for the desirability of the indefinite ac-
cumulation of bullion, even though few failed to fall back on it to
ease the course of their argument at critical points and to give it
an axiomatic appearance both to themselves and to their readers.

To most of the moderate mercantilists the distinction between
money and wealth was clear enough, if not always at least in
moments of enlightenment and when recognition of the distinc-
tion would not hamper them and might even help them to make
the point at issue at the moment. Thomas More had already, in
1516, tried to destroy the current illusions about the importance
of gold and silver and in his ideal commonwealth they were to be
relegated to use in the hire of foreign mercenaries and in the
making of vessels serving lowly and unromantic purposes indeed,
in order to free the Utopians from the tendency to exaggerate
their importance: “And these metals, which other nations do as
grievously and sorrowfully forego, as in a manner their own
lives, if they should altogether at once be taken from the Uto-
pians, no man there would think that he had lost the worth of
one farthing.”** The following quotation from another sixteenth-
century writer illustrates the use of the word “treasure” to sig-
nify more than merely the precious metals:

But he that hath treasure, gold, silver, house and land,
He shall be obeyed as lord with young and old, . . .18

There follow some quotations from writers who had a broad
concept of wealth and who used to signify wealth the same terms

® [Matthew Decker] An essay on the couses of the decline of the foreign
trade [1744), 1756, pp. 1-2.

® Utopia [1516], A. W. Reed ed., 1929, p. 78.

* Roger Bieston, The bayte and snayre of fortune [ca. 15501, 1804 reprint,
p. 21.
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which we now use but which the apologists claim then had a dif-
ferent and narrower meaning. It is to be noted, however, that the
authors cited were all critics of at least the more extreme monetary
doctrines of the mercantilists.

. . . all men do know, that the riches or sufficiency of every king-
dom, state, or commonwealth, consisteth in the possession of those
things, which are needful for a civil life.?®

It is true that usually the measure of stock and riches is accounted
by money; but that is rather in imagination than reality. . . . The
stock or riches of the kingdom doth not only consist in our money,
but also in our commodities and ships for trade, and in our ships for
war, and magazines furnished with all necessary materials.2®

By riches, is meant all such things as are of great value. By value,
is to be understood the price of things; that is, what anything is
worth to be sold. . . .2

It is a very hard thing to define what may be truly called the
riches of a people. . . . We esteem that to be treasure, which for the
use of man has been converted from gold and silver into buildings
and improvements of the country; as also other things convertible
into those metals, as the fruits of the earth, manufactures, or for-
eign commodities and stock of shipping. We hold to be riches, what
tends to make a people safe at home and considerable abroad, as do
fleets and naval stores. We shall yet go farther, and say that mari-
time knowledge, improvement in all kind of arts, and advancing in
military skill, as also wisdom, power and alliances, are to be put
into the scale when we weigh the strength and value of a nation.??

We commonly count money and bullion riches, whereas they are
not riches in themselves, but the instruments and conveyances of

them. . . . The riches therefore of a man consist in the abundance
of those things that are in themselves useful to our delight or suste-
nance. . . . The riches of a nation consist in the plenty of those com-

modities which are most useful in human life, whose air is healthy,
whose soil is fruitful, whose people are diligent and ingenious, and
busied in manufactures, whose ports are open and free for com-
merce with the nations about it. This nation is rich, tho’ it has not
in it an ounce of gold and silver. . . 2

The abuse or indefinite use of words, has in no one article of

¥ Mun, A discourse of trade from England [1621], 1930 reprint, p. 49.
* Papillon, A treatise concerning the East India trade [1677], 1696 reprint,

. 4.

% Barbon, 4 dt_lrcour:e concerning coining the mew money lighter, 1606, p. 2.
* Davenant, Discourses on the publick revenues [1698), Works, 1, 381.

® [Jocelyn] An essay on money & bullion, 1718, p. 1I.
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human reasoning caused greater confusion in ideas, than the calling
wealth or riches by the name of money:—Riches, in respect to a
nation, are the universal plenty of all necessaries, as food, raiment,
houses, and furniture, provision for war, etc. Money, as gold or
silver coin, are properly the medium of exchange, but by its quan-
tity may become, and is an article of commerce itself; yet, where
it most abounds, as in Portugal, it makes but a small proportion of
the riches of that country, though the country itself is extremely
poor. And nothing is so erroneous, as to judge of the riches of a
country by the quantity of gold and silver in it.24

Similar passages can occasionally be found in the works of even
the extreme mercantilists, but if they are examined in their con-
text it will generally be found that they justify including other
things than gold and silver as wealth only because gold and silver
can be obtained in exchange for them;* or defend the inclusion
of other things on less than parity with the precious metals, on
the ground that it cannot with certainty be assumed that these
other things can and will be sold abroad in exchange for bullion.?®

Identification of wealth with the precious metals, whether ex-
plicitly or as a tacit assumption underlying their reasoning, is to
be regarded, however, as an extreme phase of mercantilist doc-
trine, prominent in the literature, and contributing largely, no
doubt, to its hold on public opinion, but resorted to somewhat

* [Robert Wallace] A4 view of the internal policy of Great Britain, 1764, p. 2.

Similar definitions of wealth are to be found in: Gardner, Some reflections,
1606, pp. 6-7; Petty, Political Arithmetick [1690}, The ecomomic writings of
Sir William Petty, C. H. Hull ed., 1899, I, 259; ibid., The political anatomy of
Ireland [1691], Ecomomic writings, I, 192; Bernard Mandeville, Fable of the
bees [1714], F. B. Kaye ed., 1924, I, 197, 301. (See also Mandeville’s own in-
dex, ibid., I, 376, under “Nations: What the wealth of all nations consists in”) ;
Berkeley, The querist [1735-371, in Works, Fraser ed., 1871, 111, 357, 402;
John Bellers, An essay for imploying the poor to profit, 1723, p. 6; [Robert
Wallace}r Characteristics of the present political state of Great Britain, 1758,
pp. 113 ff.

* E.g., Lewes Roberts, The treasure of traffike [1641], McCulloch ed., 4 select
collection of early English tracts on commerce, pp. 60-65; John Cary, An essay
on the state of Englond in velation to its trade, 1693, p. 10; Erasmus Philips,
An appeal to common sense, 1720, p. 18; ibid., The state of the nation, 1725,
P. 37; John London, Some considerations on the importance of the woollen
manufactures, 1740, preface: “It requires no deep knowledge in trade to com-
prehend, that the riches of a nation must arise from the labor of its inhabit-
antsmworhmupsuchgoodsultmvendtoothermtwns for specie.”

®E.g., Thomas Manley, Usury af six per cent. examined, 1669, p. 8; [William
Petyt] Britannia languens [1680], McCulloch ed., Early English tracts on com-
merce, pp. 455-56.
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apologetically by its faint-hearted adherents, and not present at
all, and even expressly repudiated, in the writings of a few of the
most enlightened mercantilists, whose enlightenment, however,
tended to take the form of an abandonment of some of the central
propositions of mercantilism. Some of the apparent identification
may have been purely terminological, although it must be repeated
that the ambiguity of terminology was closely associated, as both
cause and effect, with genuine confusion of thought. Much more
important in the writings of the abler mercantilists than the abso-
lute identification of wealth with gold and silver was the attribu-
tion to the precious metals of functions of such supreme impor-
tance to the nation’s welfare as to make it seem proper to attach
to them a value to the commonwealth superior to that of other
commodities of equal exchange value. These functions, of which
different ones or combinations were stressed by different writers,
were to serve as state treasure, as private stores of wealth, as
capital, and as a circulating medium. In the following sections,
the mercantilist theories with respect to these functions of the
precious metals will be examined.

State Treasure as an Emergency Reserve.—The mercantilist
argument for the importance of accumulating precious metals
which is logically most easily defended is that resting on the
value to the state of having a financial reserve on hand in liquid
form immediately available in case of emergency. When mone-
tary transactions had become the normal state of affairs, but
before public borrowing could be relied upon as a quick and
dependable source of funds, and before taxation had become a
regular source of revenue quickly responsive to changed fiscal
needs, there was much to be said for the accumulation of a state
treasure consisting of a stock of the precious metals. This was a
common practice in the medieval period, and it has had survivals
into modern times, notably in Prussia. It is an important ele-
ment in present-day monetary policy. The maintenance intact of a
state treasure required, however, the exercise by the monarch of
a certain degree of restraint in his expenditures, and the profligacy
of Henry VIII resulted in the dissipation of the treasure which
he had inherited from his predecessor, and the disappearance of
the institution as a phase of English state finance. Later monarchs,
without exception, relied upon borrowing and special taxation to
finance their wars. Even if a state treasure were maintained,
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moreover, it would call, not for an indefinite accumulation of the
precious metals, but only for an amount sufficient for the probable
needs. The requirements for the upbuilding of a state treasure
could not logically have served, therefore, as a sufficient basis for
the mercantilist insistence upon the urgent need of an indefinite
augmentation of the national stock of the precious metals No
state treasure, moreover, was in existence or projected during
the seventeenth century, and even the most loyal adherent of the
Stuarts could have had no great confidence in their ability to
restrain themselves from encroaching for current purposes upon
any state treasure which they might inherit or have bestowed
upon them. In fact there is little mention of state treasure in the
mercantilist literature, and its use as an argument for the impor-
tance of a favorable balance of trade is extremely rare. The com-
mon impression that it played an important part in English mer-
cantilist doctrine has no historical basis.

Even the few references to state treasure which do occur in the
literature of the period are not enthusiastic in tone. Sir Thomas
More refers to state treasure only to urge the need of subjecting
it to a maximurn limit, to keep the king from becoming avaricious,
and so that “his people should not lack money, wherewith to main-
tain their daily occupying and chaffer.”?” Another early sixteenth-
century writer also recommends that the king should limit his
accumulation of treasure in due proportion to the amount of gold
and silver that was in the country or could be procured from
abroad in return for English commodities, as otherwise there
would be scarcity of money for the people and impairment of their
capacity to produce.® Mun discusses the desirability of a state
treasure more fully than any other mercantilist writer. He defends
the institution against unnamed critics, but seems to urge it more
as an inducement to frugality on the part of princes in dealing
with their ordinary revenues in times of plenty than as an emer-
gency reserve deliberately built up by special exactions or taxes.
He advises, very much along the same lines as the sixteenth-
century writers referred to above, that the prince should not add
to his treasure annually, in the form of gold and silver, more
than the amount of the year’s excess of exports over imports,

¥ Utopia [2d ed, 1556], A. W. Reed ed., 1029, p. 44.
* “How to reform the realme” {ca. 15351, in Pauli, Drei volkswirthschaftliche
Denkschriften, p. 61.
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even if his revenues exceed his expenditures by more than that
amount, since otherwise he would draw into the treasure all the
money needed for trade and industry. He states that it is not
necessary, or even desirable, for all the state reserve to be ac-
cumulated in the form of a stock of the precious metals, for it
can better and more profitably be used to build ships of war, to
store up grain against periods of dearth, and to accumulate war
supplies, or lent to citizens for productive use. He writes:

. . . although treasure is said to be the sinews of the war, yet this
is so because it doth provide, unite and move the power of men,
victuals, and munition where and when the cause doth require; but
if these things be wanting in due time, what shall we then do with
our money 7%*

Except for minor references to state treasure,® the only other
discussions of it that I have found in the literature of the period
are by John Houghton and Henry Home. Houghton, in the
course of a plea that Parliament vote Charles I whatever funds
he should ask for, deals with the possible objection that the king
might hoard the money. He argues that such a hoard would lend
prestige and power to the king in his dealings with foreign coun-
tries. He claims that Henry VII was the only English king who
accumulated a great hoard, and that no ill resulted to the country
in that case. He argues that by making money dear in England,
hoarding would lead to the import of further supplies of bullion
from abroad. But he concedes that hoarding would be the worst
use to which the king could put his revenue, except expenditure on
sinful purposes.®® Home supports the maintenance of a state
treasure, but contingent upon the existence of wise and good
government : “In the hands of a rapacious ministry, the greatest
treasure would not be long-lived: under the management of a
British ministry, it would vanish in the twinkling of an eye; and
do more mischief by augmenting money in circulation above what
is salutary, than formerly it did good by confining it within
moderate bounds.” His chief reason for supporting a state treas-

® England’s treasure by forraign trade [1664], Ashley ed., chaps. xvii, xviii.
® [John Hales] A discourse of the common weal [1581], Elizabeth Lamond
ed., p. 113; Petty, A treatise of taxes [1662), Economic writings, I, 36; [Henry
Lioyd] An essay on the theory of money, 1771, p. 14 (where it is condemmed
as hoarding and therefore injurious to industry and trade).
® John Houghton, A collection of letters, 1681-83, 11, 115.
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ure, moreover, would have seemed paradoxical to the ordinary
mercantilist. Its virtue was that it could absorb a redundancy of
currency, which otherwise would get into circulation, raise prices,
and thus hamper trade. Where there was no redundancy of cur-
rency, the accumulation of treasure, he held, would be prejudicial
to commerce. Its availability as a reserve in emergencies was ap-
parently a minor factor to him 3

There are other passages in the mercantilist literature which
may have state treasure in mind, even though they do not ex-
plicitly refer to it. Such perhaps are the frequent references to
money as the “sinews of war,” and especially to its importance
in diplomacy and in conducting war in foreign territory with
mercenary troops. But money procured through current taxation
or borrowing would serve as well, and the emphasis may therefore
be intended to be rather on the importance of plenty of gold and
silver within the country than specifically in the state treasure.?®
Many of these passages, moreover, seem to identify money with
the things which money can buy, and financial power with the
size of the stock of the precious metals.®*

® Henry Home, Lord Kames, Sketches of the history of man, 1774, 1, 82 ff.
® Such is explicitly the argument in “Polices to reduce this realme” [1540],
T.ED., 111, 324; [J. Briscoe] A discourse of moncy, 1696, pp. 27-29; and
Henry Home, loc cit.
™ As representative passages, the following may be cited
it is his [the king of Spain’s] Indian gold that endangereth and dis-
turbeth all the nations of Europe; it purchaseth mtelligence, creepeth into
counsels, and setteth bound loyalty at liberty in the greatest monarchies of
Europe —Sir Walter Raleigh, A Voyage for the discovery of Guiana [1596],
in Works, 1751, 11, 149
[Restriction of the export of bullion] concerns the safety and well-being of
the army, the keeping of treasure within the nation, for they and the army
are like a ship at sea, which must be well-provided with anchors and cables,
and victuals; money is to them all this, nay, everything —Thomas Violet,
Mysteries and secrets of trade and mint-affarrs, 1653, p. 35
. since the wealth of the Indies came to be discovered and dispersed
more and more, wars are managed by much treasure and httle fighting, and
therefore with little hazard to the richer nation —Wilham Petyt, Britannia
languens [1680], in McCulloch ed., Early English tracts on commerce, p
293.
For, since the introduction of the new artillery of powder guns, &c., and
the discovery of the wealth of the Indies, &c, war is become rather an
expense of money than men, and success attends those that can most and
longest spend money: whence 1t is that princes’ armies 1n Europe are be-
come more proportionable to their purses than to the number of their people,
so that it uncontrollably follows that a foreign trade managed to the best
advantage will make our nation so strong and rich, that we may command the
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The Precious Metals as a Store of Wealth.—The really im-
portant bases of the mercantilist belief in the desirability of the
indefinite accumulation of the precious metals still remain to be
dealt with. They divide the mercantilist writers into two fairly
distinct groups, holding different and, to a large extent, conflicting
views as to the important functions of the precious metals. The
first group attached great significance to the precious metals be-
cause they held saving or the accumulation of wealth as the chief
objective of economic activity and, failing to understand the na-
ture of the process of productive investment, believed that the
only, or the most practicable, form in which wealth could be
accurmulated was in an increase in the national stock of the
precious metals.

The disparagement of consumption and the exaltation of fru-
gality and thrift were common doctrines of the period, not wholly
dependent upon economic reasoning but deriving much of their
vitality from moral and religious principles and class prejudices.
The Puritans disapproved of luxury and regarded thrift and sav-
ing as one of the major virtues on moral and theological, as well
as on economic, grounds. The landed gentry, on the other hand,
were typically not Puritans themselves either in their religion or
in their mode of life, but they tended to regard extravagance and
expensive display as the exclusive prerogatives of the hereditary
aristocracy, and thrift and frugality as the appropriate virtues of
the middle and lower classes. Eulogy of frugality and thrift and
condemnation of luxury are common throughout the mercantilist
literature, ard only a few instances need be cited. Sir William
Temple praises the Dutch and, following a custom which seems
already to have become established at the beginning of the seven-
teenth century and to have persisted until late in the eighteenth,
sets them up as a model to be followed by the English in economic
matters, because, among other virtues, “they furnish infinite
luxury, which they never practice, and traffic in pleasures, which
they never taste.””*® Petty stresses saving above all other means of
acquiring wealth:

But above all the particulars hitherto considered, that of superlu-

trade of the world, the riches of it, and consequently the world itself. . . —
James Whiston, A4 discourse of the decay of trade, 1603, pp. 2-3.
® Observations upon the United Provinces of the Netherlands [1668], Works,
1754, I, 131

TSN



English Theories of Foreign Trade, before Adam Smith 27

cration ought chiefly to be taken in; for if a prince have never so
many subjects, and his country be never so good, yet if either through
sloth, or extravagant expenses, or oppression and injustice, what-
ever is gained shall be spent as fast as gotten, that state must be
accounted poor; . . .38

The emphasis on saving is shown also by the frequent exclusion
of consumable goods, or goods destined for consumption instead
of for accumulation, from “riches,” the latter term being confined
to saved or accumulated goods. The following passages are repre-
sentative of such verbal usage:

The two great principles of riches are land and labor; . . . what-
ever they [i.e., the people] save of the effects of their labor, over
and above their consumption, is called riches. . . 37

And this increase of wages is the greatest tax on the nation,
though the receiver is made no richer, only sprucer and lazier.38

. . . By what is consumed at home, one loseth only what another
gets, and the nation in general is not at all the richer; . . .3?

The notion that saving consisted of the piling-up of valuable
goods led naturally to an identification of saved wealth or “riches”
with stored-up goods of a special kind suitable for accumulation
and not capable of, or destined for, current consumption. Com-
modities of high value and of great durability and not liable to
loss of value through change of fashion would be specially suit-
able as the constituent items of stored-up wealth. The exaltation
of saving led in turn to the attachment of superior importance to
such commodities than to more perishable commodities and those
destined for current consumption. The precious metals met these
tests of suitability as stores of wealth better than any other com-
modities. Here is an important element in the explanation of the

® Political Arithmetick [1600], Economic writings, 1, 254. The etymological
affinity of “superlucration,” which means, of course, saving, to the piling-up of
money, has bearing on the argument which I make here that for many of the
mercantilists that was what saving meant. The etymological relationships be-
tween the terms comnected with saving and those signifying money are much
closer in French than in English. See Charles Rist, “Quelques défimutions de
Pépargne,” Revue d’écomomie politiqgue, XXXV (1921), 734 ff.

¥ [Thomas Sheridan] A discourse on the rise and power of parliaments
[1677], reprint by Saxe Bannister, in Some revelations in Irish history, 1870,
pp. 182-83.

® Richard Lawrence, The interest of Ireland in its trade and wealth stated,
1682, Part I, p. 28.

* Davenant, “An essay on the East-India trade” [1696], Works, 1, 102.
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importance attributed to gold and silver by the mercantilists. There
follow a few quotations, illustrating the attachment of superior
importance to the precious metals than to other commodities be-
cause of their greater suitability as stores of wealth:

Also they [i.e., foreign merchants] bear the gold out of this land
And soak the thrift away out of our hand;

As the waffore sucketh honey from the bee,

So minceth our commodity.*°

... gold and silver are . . . the most necessary and lasting instru-
ments to procure all things that are, or shall be found useful, or
any ways serviceable to mankind, being portable and durable, when
most other goods are burthensome, subject to perish and decay. . . .
Silver and gold being preferable to house and land, and the only in-
struments that have increased and improved trade.!

The great and ultimate effect of trade is not wealth at large, but
particularly abundance of silver, gold, and jewels, which are not
perishable, nor so mutable as other commodities, but are wealth at
all times, and all places: whereas abundance of wine, corn, fowls,
flesh, etc., are riches but hic & nunc, so as the raising of such com-
modities, and the following of such trade, which does store the coun-
try with gold, silver, jewels, etc., is profitable before others. 42

All other commodities end with the consumer, but money still
lives, and the more hands it runs through the better; so that in a
sense the use doth not destroy it, as it doth other commodities, but
leaves it as it were immortal.4®

Gold and silver, for many reasons, are the fittest metals hitherto
known for hoarding: they are durable; convertible without damage
into any form; of great value in proportion to their bulk; and being

® The libelle of Englyshe polyce [ms. 1436] Sir George Warner ed., 1926,
p. 21. “Waffore” = predatory wasp; “minceth our commodity” = diminishes our
resources. This passage is cited here as apparently an instance of the identifica-
tion of thrift with the accumulation of the precious metals.

€ Thomas Houghton, The alteration of the coyn, with a feasible method to
do it, 1695, pp. 5, 15.

“ Petty, Political arithmetick [1600], in Ecomomic writings, I, 250-60. In a
recently published Petty manuscript, accumulation of gold, silver, and precious
stones is stated to be the best mode of saving, because they are durable and are
not dependent on time and place for their value, but are “morally speaking
perpetual and universal wealth.”—7he Petty papers, Marquis of Lansdowne ed.,
1927, 1, 214.

“Hugh Chamberlain, A collection of some papers, 1606, p. 9. The store
of wealth and the circulation functions of money are here brought into combi-
nation. Chamberlain remarked that money was more than tenfold as important
as other commodities, presumably of the same exchange valve. (Ibid.)
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the money of the world, they are the readiest exchange for all things,
and what most readily and surely command all kinds of services.4*

As gold is a treasure, because it decays not in keeping . . . no
other metals are a treasure, because they either decay in keeping, or
are in too great plenty 45

If the only possible or practicable means of saving is by the
accumulation of a hoard of the precious metals, it becomes obvious
that the accumulated wealth of a country is limited to its stock
of the precious metals and can increase only through an increase
in the latter. If that country is without gold or silver mines, it
can therefore add to its saved wealth only through a favorable
balance of trade payable in bullion. Reasoning such as this ex-
plains—and exposes—the balance-of-trade theories of an impor-
tant and numerous group of the English mercantilist writers.
There follow several representative passages in which the ideas
of riches as saved wealth, of saving as the piling-up of the
precious metals, and therefore of a favorable balance of trade as
necessary for an increase of riches, are stated or clearly implied:

... no trades carried on by the exportation of [our] own products
and manufactures, or those from our plantations, though what
brought back in return be all perishable commodities, can diminish
our riches, for all such goods of ours (unless some objection be
made as to tin and lead) would have perished by time, if had been
kept here; but a great distinction ought to be made, between trades
carried on by the exportation of our products, and trades carried on
by the exportation of our bullion, to purchase perishable commodi-
ties, because in such case we exchange what is durable, and most
useful, for what cannot long do us any service 8

That silks, woolen goods, wines, etc., may be esteemed riches be-
tween man and man, because may be converted into gold and silver,
yet do not deserve to be esteemed the riches of the nation, till by ex-
portation to foreign countries are converted into gold and silver, and
that brought hither, because are subject to corruption, and in a short
course of years will consume to nothing, and then of no value.#?

Now it falls out in the natural course of things, that whilst men

* Joseph Harris, An essay wpon money and coins, Part 1 (1757), 99.

“ An ingquiry concerning the trade, commerce, ond policy of Jamaica, 1759,
PD. 2-3.

“[Poliexten] England and East-India inconsistent in their manufactures, 1607,
P 49.

*Ibid., p. 7.
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are employed in searching after the necessaries of life, they find
riches : for the earth is grateful, and repays their labor, not only with
enough, but with abundance; and out of the plenty of these ma-
terials, plenty of things are formed to supply the wants of mankind.
Now the more of these things any nation has, the more comfortably
the people live; and whatever they have of them more than they
consume, the surplus is the riches of that nation, I mean, the in-
trinsic riches of it. This surplus is sent to other nations . . . and is
there exchanged or sold; and this is the trade of a nation. If the
nation, to which it is sent, cannot give goods in exchange to the
same value, they must pay for the remainder in money, which is
the balance of trade; and the nation that hath that balance in their
favor, must increase in wealth; for this is the only way to bring
money into any nation, that has no natural fund of it in mines in
its own bowels ; and the only way to keep it in any nation that has*®

The doctrine of thrift also led to emphasis on the importance
of a favorable balance of trade through another chain of reason-
ing. Throughout the mercantilist period, the imports into England
consisted largely of expensive luxuries and conveniences which
contributed more to the pleasures and comforts of life than to the
dull but virtuous process of enrichment through thrift. Also if
Englishmen were sparing in their consumption of even domestic
goods, there would result, it was claimed, either unemployment
or the piling-up of unsold and perishable commaodities, unless the
surplus stocks of domestic goods were exported abroad. Small
imports and large exports were therefore a necessary adjunct of
thrift and enrichment. These views were widely prevalent, and
they are sufficiently illustrated by passages cited in other con-
nections.

Protests against the importation of “apes and peacocks,” “toys
and banbles” recur throughoat the mercantilist period and were
already common in the sixteenth century. Thus Starkey makes
one of the participants in his dialogue reproach as “ill-occupied”
“all such merchants which . . . bring in . . . vain trifles and
conxeits, only for the foolish pastime and pleasure of man,” al-
ﬁwugb‘hisadvermydoessaysmmﬁﬁngin&fmofthefvys
of life.

@ fWilliam Hay] Rewnarksy on the lows relating to the poor [173s], o8 (¥}
eéi 1751.'@ 20, 21.

Thomas Starkey, England in the svign of King Hewry the Eightk fras. co.

1538}, Early English Text Society print, 1871, pp. 8o, 81. Cf. alse “Memworandum
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Money as Invested Capital—With only a few exceptions,
the merecantilists either identified or failed clearly to distinguish
between money, on the one hand, and capital or “stock” employed
by its owner or lent out at interest, on the other. They always
wrote of direct employment of capital and of loans at interest in
monetary terms, and as a rule they showed no signs that they had
penetrated in their analysis beneath the monetary surface. Ver-
bally, at least, they identified money with capital; much of their
argument can be explained only if they regarded money and capi-
tal as identical in fact as well as in name. This is most clearly
brought out in the important doctrines of the period : that interest
was paid for the use of money, that the rate of interest depended
on the quantity of money, and that high interest rates were proof
of the scarcity of money, doctrines which were questioned by
very few writers before Hume.® Several passages illustrating the
common confusion of money with capital follow:

That by the plenty of money [resulting from raising the nominal
value of English coin and thus keeping it from being exported] the
price of usury may of course decrease and the price of lands be im-
proved.5?

It is an infallible sign that money abounds, and is plentiful, when
the interest thereof is lowy for interest or forbearance is the price
of money. . . 52

Now, I think, the natural interest of money is raised two ways:
first, when the money of a country is but little, in proportion to the
debts of the inhabitants, one amongst another. . . . Secondly, that,
which constantly raises the natural interest of money, is, when money
is little, in proportion to the trade of a country. For in trade every-
body calls for money, according as he wants it, and this dispropor-
tion is always felt. For, if Englishmen owed in all but one million,
and there were a million of money in England, the money would be
well enough proportioned to the debts: but, if two millions were
necessary to carry on the trade, there would be a million wanting,
and the price of money would be raised, as it is of any other com-

... on the exdxangcs" {1564), T.E.D., 111, 353; “Memorandum by Cecil on
the export trade in cloth and wool” [15647], T.E.D., I, 4s.
® See infra, p. 80.
® John Gilbert, a mint official, in 1625, quoted by W. A. Shaw, Select tracts
. llusivative of Englisk monetary history, 1806, p. 7.
[Wilhkm Pm} A brief account of the intended Bank of England
{glﬁx m'mteds in Saxe Bamister, Thr writings of William Paterson, 2d ed.,
1 , 8s.
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modity in a market, where the merchandise will not serve half the
customers, and there are two buyers for one selier.®

This confusion of money with capital contributed directly to
the attachment of great importance to the size of the national
stock of money, and indirectly to emphasis on the importance of
a favorable balance of trade as the only way in which that stock
could be increased.

The Analogy from Personal Finance.—All the variants of
the mercantilist doctrine which rest on an identification of money
with wealth, or with accumulated and stored wealth, or with loan-
able capital, found support for their position in a superficially
plausible analogy with personal finance which with unimportant
modifications recurs repeatedly in the mercantilist literature from
the earliest to the latest writers, and is frequently supported by
citations from classical writers. Two early statements of the
analogy follow:

. . we must always take heed that we buy no more of strangers
than we sell them; (for so we should empoverish ourselves and en-
rich them). For he were no good husband that hath no other yearly
revenues but of husbandry to live on, that will buy more in the
market than he selleth again.®

The ordinary means therefore to increase our wealth and treasure
is by foreign trade, wherein we must ever cbserve this rule; to sell
more to strangers yearly than we consume of theirs in value. . . .
By this order duly kept in our trading, we may rest assured that
the kingdom shall be enriched yearly two hundred thousand pounds,
which must be brought to us in so much treasure; because that part
of our stock which is not returned to us in wares must necessarily
be brought home in treasure.

For in this case it cometh to pass in the stock of a kingdom, as
in the estate of a private man; who is supposed to have one thousand
pounds yearly revenue and two thousand pounds of ready money in

® John Locke, Some considerations [1601], in Works, 1823 ed, V. 9-10.

For additional statements to the same effect, see: Inierest of money mistaken,
1668, pp. 14, 18; John Asgill, on Severul assertions proved [1696], Hollander
ed., 1006, pp. 20 f.; [J. Briscoe] A discosurse of money, 1606, p. 21; James
Hodges, The present state of England, as to coin and publick charges, 1697,
p. 18; William Wood, 4 swrvey of trade, 1718, p. 335; A letter to the .
Cammmr:of‘l‘radcmd?lmm ukrmth:gvmd:mmdﬁuk
is asserted, 1747, Pp- 76, 86

;3[?1:&:} A discourse of the common weal [1581], Elizabeth Lamond ed.,
P
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his chest. If such a man through excess shall spend one thousand five
hundred pounds per annum, all his ready money will be gone in
four years; and in the like time his said money will be doubled if
he take a frugal course to spend but five hundred pounds per annum,
which rule never faileth likewise in the Commonwealth. . . 58

There was little contemporary criticism of this analogy, obvious
though its shortcomings seem to be both as an analogy and as an
interpretation of personal finance. Papillon pointed out that it was
foolish for a person managing a farm to buy less than he sells
in order to accumulate a stock of money.>® Barbon tried to meet
it by the argument that although the “‘stock” of a person is finite,
and therefore exhaustible, that of a country is infinite, and “what
is infinite can neither receive addition by parsimony nor suffer
diminution by prodigality.”®” Mandeville conceded that frugality
or “saving” was the most certain method to increase an estate,
but he denied, on “make-work” grounds, that this also held true
for a nation.®® Hume pointed out, on quantity theory of money
grounds, that while an individual would be richer if he had more
money, the same would not hold for a country.®®

More Money in Order to Have Higher Prices.—In the
modern literature on mercantilism, the desire of the mercantilists
for more money is sometimes explained as largely due to a pre-
vailing desire for higher prices, and the apologists find economic
justification for such a desire in the circumstances which they

* Thomas Mun, England’s treasure by forraign trade [1664], Ashley ed., pp.
7-8. For additional instances of the use of this analogy, see “Considerations for
the restraynte of transportinge gould out of the realme” [ms. reign of Eliza-
beth], in Schanz, op. cit., 11, 649; “Debate in House of Commons on subsi-
dies” [1593], T.E.D., II, 242; Misselden, Free trade, 2d ed., 1622, pp. 13-13;
ibid., The circle of commerce, 1623, p. 130; Samuel Lamb, Seasonal observa-
tions [1659], in Somers’ tracts, ad ed., VI, 465; Temple, Observations upon the
United Provinces [1668], in Works, 1, 130; Locke, Some considerations [1691],
in Works, V, 19 f,, 72; Davenant, An essay upon woys ond means [1605),
in Works, 1, 13; IS. Clement] A discourse of the general motions of money,
trade and exchanges, 1605, p. 11; Pollexfen, A discourse of trade, coym, and
ll”al’" credit, 1607, pp. 80 ff.; Steuart, Principles of political amcomomy, 1767,

421.

:Papillm.dmmm the East Indio trade {1677], 1696 od. p. 4.

A discourse of trade {1690}, Hollander ed,, p. 11. Ci. also, by the same
ym,ammmmwmﬂw, 1696, pp. 47-

= The fable of the bees T1714], Kaye ed, 1, 182,

J{M disconrses (1752}, in Essays, moral, political, and literary, 1875
¢ 3 w.
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allege then prevailed, for example, the necessity for increase in
the national stock of money if the period of transition from a
barter to a money economy were not to be accompanied by the
evils of falling prices. But even in the literature of the early
seventeenth century, barter is already referred to as a system
characteristic of a primitive economy from which England had
long since emerged. From early in the sixteenth century to late in
the eighteenth, the general trend of English commodity prices was
decidedly upward rather than downward, although the economic
historians do seem to be agreed that there were intervals of some
length during which prices were falling. But throughout the period
the complaints of scarcity of money were unintermittent. I can
find in any case very few mercantilists who wanted higher prices
and wanted more money as a means of obtaining a higher price
level. For such to have been the case, recognition of the depend-
ence of prices on the quantity of money would have been neces-
sary, and many mercantilists showed no trace of such recognition,
while others denied the existence of any such relationship between
the quantity of money artd the price level.®® Some mercantilists,
moreover, who shared in the general desire for more money, com-
plained of high prices and wanted lower instead of higher prices.
To them high prices were an evil which they did not associate
with the quantity of money, or which they thought could be reme-
died by more money, or which created a need for more money if
trade was to be carried on and the poor were to be able to buy
the necessaries of life. Two typical complaints that prices were
too high, made by writers who nevertheless were anxious that
England have a favorable balance of trade in order that bullion
should flow in, are cited below:

...thchighpﬁccofaﬂthingsisnotonlyﬁmgrmt&tmﬁerﬁm
the people grudge at; and one of the principal occasions of poverty
and famine; but also the chiefest cause that the king’s majesty can-
not without expense of wondedulgrutsumsofmomymmmam
his wars against his enemies. |

. cheap wares do increase trade, and dear wares do not only
mﬁmrlmsmumpum,butﬂmd&hmthemchahtsmde
impoverish the Kingdom of treasure, lessen his Majesty's customs

* Sec infra, pp. 40 . i
= “Pglices to reducé this realme of Englande” [1549], T.ED,, IIL, 315.
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and imposts, and abate the manufactures and employments of the
poor in shipping, clothing, and the like. . . .2

There were very few price inflationists among the English mer-
cantilists, and even the advocates of paper money did not want
higher prices. Many mercantilists claimed that if their projects
were adopted land values would rise, but such claims were made
in order to win the support or weaken the opposition of the landed
classes to their proposals. In any case, they were usually based on
the argument that more money meant lower interest rates, and
lower interest rates meant higher land values, or on the argument
that more money meant more trade and therefore a readier sale
for agricultural products, or more production and therefore
greater exports, and rarely made specific reference to higher com-
modity prices. Some mercantilists argued, on what would now
be called “terms-of-trade” considerations, that it was desirable that
export prices should be high and import prices low.®® But one of
these writers said that it did not matter what domestic prices
were,® and others argued that even with respect to exports low

®Decay of Trade. A treatise aganst the obating of interest, 1641, p. o.
For further references to high prices as an evil, see “How to reforme the
realme” {cs. 15351, in Pauli, op. cit., p. 64; Henry Brinklow, The complaynt
of Roderyck Mors [ms. ca. 15421, Early English Text Society, 1874, pp. 49-
50; Thomas Wilson, 4 discourse upon usury [1572], Tawney ed., pp. 258, 284,
312, 356; Thomas Milles, The customers replic, 1604, p. 13; Malynes, The
center of the circle of commerce, 1623, preface; Mun, England’s treasure by
forraign trade [1664], Ashley ed., p. 24; A. Vlickaris], An essay for regulating
of the coyn, 1606, pp. 23-24; An essay towards carrying on the present war
against France [ca. 1607], in The Harleian miscellany, X (1810), 380; Vander-
lint, Money answers all things [1734], Hollander ed., 1914, pp. 16, 05; Steuart,
Principles of political aeconomy, 1767, 1, 423.

Rice Vaughan, in 4 discourse of coin and coinage, 1675, pp. 68 . and chap.
xi, concedes that prices had risen in England, but wants more money neverthe-
less, because the quantity of money had not increased in as great a proportion
as prices and the rise in prices had therefore caused scarcity of money. Van-
derlmt (0p. cit,, pp. 15 B.), who complained about scarcity of money, spoke of
:;l increase in the supply of money or a lowering of prices as alternative reme-

es.

®Eg., Malynes, A treatise of the canker {1601}, T.E.D., III, 380; Locke,
Some comsiderations {1601], Works, 1oth ed., V. 50; Thomas Houghton, The
alieration of the coym, 1695, p. 4.

“Fortrey, Englands interest and improvement [1663], Hollander ed, 1907,
P. 29: % .. for what the price of any thing is amongst our selves, whether
dear or cheap it matters not; for as we pay, so we receive, and the country
& nothing dammified by it; but the art is when we deal with strangers, to sell
dear and to buy cheap; and this will increase our wealth.”
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prices were desirable if, or because, high prices would mean a
small volume of sales.®® I have found very few mercantilist writers
who unambiguously expressed a desire for higher prices in gen-
eral,®® although there were probably many mercantilists who
would not have regarded higher prices as an evil if accompanied
by at least an equal increase in money, stocks or incomes. Such
seems to have been Misselden’s position in his answer to the pos-
sible objection, against his proposal to raise the denomination of
English coin, that it would result in an increase in commodity
prices:

And for the dearness of things, which the raising of money
bringeth with it, that will be abundantly recompensed unto all in the
plenty of money, and quickening of trade in every man’s hand. And
that which is equal to all, when he that buys dear shall sell dear,
cannot be said to be injurious unto any. And it is much better for
the kingdom, to have things dear with plenty of money, whereby men
may live in their several callings, than to have things cheap with
want of money, which now makes every man complain.®”

More Money in Circulation Means More Trade.—Many
of the mercantilists, some of whom also used the arguments al-
ready discussed, wanted more money because they regarded
money, not merely as a passive medium of exchange, but as a
force acting through its circulation from hand to hand as an
active stimulus to trade. An increased amount of money in cir-
culation, they believed, meant (or caused) an increased volume

*E.g., Robinson, Englands safeiy; in trades encrease, 1641, pp. 55-56; Sam-
uel Lamb, Seasomal observations [1659], in Somers’ tracts, 2d ed., VI, 464;
{John Browne] An essay on trade in general, 1728 p. 31; [Mildmay] The laws
and policy of England reloting to trade, 1765, p.

*[Petyt] Britonnic longuens {1680}, Mchﬂoda ed, pp. 283, 290; Thomas
Houghton, The alteration of the coyn, 1693, p. 43; Browne, An essay on trade
in general, 1728, p. 18; Robert Wallace, Characteristics of the presemt political
state o; Great Britain, 1758, p. 35; Arthur Young, Political Arithmetic, 1774,
pp. 55 f.

® Free trade, 1622, pp. 106-07. Misselden advocated that landlords and credi-
tors should be protected from loss by a provision that contracts made before
the raising of the currency should be paid st the value of the money current
when the contracts were made. (Ibid.) 'l'lmmum;y({laryumm:m.,
1669, p. 67) borrows some of the above, without acknowledgment. Heckscher
(Mercontilism, 1935, 11, 224 £.) finds 2 much wider prevalence of the desire for
higher prices among the English -mercantilists than I have found. The specific
evidence which he presents is not sufficient to convince me that I am wrong,
but does weaken my conviction that I am right.
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of trade, and since men would produce only what they could sell
a quickening of trade meant an increase of production and there-
fore a wealthier country. Here, it should be noted, money is val-
ued as an instrument or stimulus of trade rather than for its own
sake. The writers who stressed “circulation” as the valuable serv-
ice of money often shifted, however, from the concept of money
circulating as a medium of exchange to money passing from the
hands of a lender to those of a borrower, and rarely distinguished
clearly between them. The underlying reasoning is often pre-
sented in the form of analogies, especially with the circulation of
the blood, which William Harvey had discovered not long be-
fore.®®

Stress on the importance of an abundance of money in cir-
culation if trade was to flourish is already to be found in very
early writers.® The most elaborate expositions of the “circula-
tion” argument were made by William Potter™ and John Law.™
Potter’s argument seems to reduce to this : The wealth of a country
is equal to the value of the goods of all sorts therein, money being
valuable only as it serves to bring about the production of more
goods.™ The more money men have, the more they spend and the

®“By the means of which measures [ie, the reduction, by “concoction” of
all commodities which are not immediately consumed, to money], all commeodi-
ties, moveable and immoveable, are made to accompany a man, to all places of
his resort, within and without the place of his ordinary residence; and the same
passeth from man to man, within the commonwealth; and goes round about,
nourishing (as it passeth) every part thereof; in so much as this concoction is
as it were the sanguification of the commonwealth; for natural blood is in like
manner made of the fruits of the earth; and circulating, nourisheth by the way,
every member of the body of man.”—Thomas Hobbes, Leviathan [1651], Every-
man’s Library ed, p. 133.

“And as money is the sinew of war, so doth it appear to be the life of trade,
all commodities being valued by it, and in both as useful in the body politic as
lemmmammm,mmmmmmwm
tion to every part thereof. . . .” (Samuel Lamb, Seasonal Observations {1659},
in Somers’ tracts, 2d ed, VI, 463.)

Cf. also Bernardo Davanzati, A discowrse wpon coins [1388), translated by
John Toland, 1696, pp. 18-19; Omnic comesta a bello, 1667, p. 11; R. Haines,
England's weal ond prosperity proposed, 1681, p. 12; Tazes no charge, 1600, .
11; Berkeley, The querist 11735371, in Works, Fraser ed., 1871, 111, 395.

.Cf.Sn'Themllwe,Um’ia[!sxél.A.W.Md,Mp.“

ﬂrhhﬂvfwn&&!@

«Money and trade conzidered [1705), 1750.

CL. Berkeley, The gquevist, Works, 111, 305: “Whether the public is not
more benefited by a shilling that circulates than a powund that lies dead?”; John
Smith, Chronicon rusticum-commerciale, or memoirs of wool, 1747, I, 414:
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faster they spend it. If men acquire more money and spend it as
fast as they receive it, the sales of merchants and manufacturers
will increase proportionately. If they sell five times as much in
money value, they will produce five times as much, and even
more, in physical quantities, since they can afford to charge lower
prices on the greater volume of sales.™

. .. in reference to a commonwealth, or any society of men, the
greater quantity there is amongst them, of money, credit, or that
which is taken by them for commodities, the more commodity they
sell, that is, the greater is their trade. For whatsoever is taken
amongst men for commodity, though it were ten times more than
now it is, yet if it be one way or other laid out by each man, as fast
as he receives it, it must needs come to pass, that (resting nowhere)
it doth occasion a quickness in the revolution of commodity from
hand to hand, that is trade, proportionable to the greatness of its
quantity.’™

John Law’s argument is essentially the same, although stated
more conservatively.”™ The most enthusiastic advocates of the
circulation argument, Potter and Law included, were advocates
of paper money. But if paper money were accepted as of equal
value to metallic money, the great reason for desiring a favorable
balance of trade, that it results in an inflow of bullion, should
lose its force. Such in fact was the case with some of them, as
the following extracts show:

. . . for whether a nation have any silver amongst them or no, yet
if they can trade as well without it, what need they care? for their
estates in vendible commodities (and consequently their credit) is
of as real value as if it were in money.™

Whatsoever quantity of credit shall be raised in this office, will
be as good, and of as much use, as if there were so much money

“And money itself is not properly riches, ie, it is not serviceable to a com-
munify, but as it is circulated”

® Key of wealth, pp. 1-20,

% Ibid., p. 7. Potter later makes his proposition even stronger : increase money
and “both trading and riches will increase amongst them, mmch more than
proportionable to such increase of money, and that without increasing the price
of commodity, as I shall prove in place convenient” (ibid, p. 10, incorrecily
paged 6). This, he explains, is due to the fact that when men have little money
they tend to keep it, but when they have much, they make it “revolve” much
more rapidly (ibid., p. 11).

® Money and trade considered (1705}, 1750, pp. 20 .

®William Potter, Key of wealth, p. 69.
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in specie added to the present stock of the nation . . . ’tis more pru-
dent and advantageous to a nation, to have the common standard
or medium of their trade within their power, and to arise from their
native product, than to be at the mercy of a foreign prince for his
gold and silver, which he may at pleasure behold. . . . Credit can
neither be hoarded up, nor transported to the nation’s disadvantage;
which consequently frees us from the care and necessity of making
laws to prevent exportation of bullion or coin, being always able to
command a credit of our own, . . . as useful, and as much as shall be
necessary.”

The only necessity of a foreign trade for England is because we
make a foreign commodity (gold and silver) the standard of all
ours, and the only medium of commerce, which (as long as it con-
tinues so) if we want, all trades must cease; but if we can find out
another and safer medium of exchange (as this credit) appropriated
to the place where we live and not subject to such obstruction as
the other, why should we not readily embrace it ?7®

And if the proprietors of the bank can circulate their 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 thousand pounds, or a
million of fresh money, brought into the nation. . . .7

Whether in any one year half a million is brought into a com-
mercial country by trade, or issued out by banks, in notes, upon
good security, it will serve for the same purposes.®®

Some advocates of paper money made little or no reference to
the balance of trade or to trade policy in their tracts. This free-
dom from the prevailing obsession with the state of the balance
of trade may have been due to a loss of interest in a policy of
securing laboriously through the complicated regulation of trade
the increase of money which could be secured more quickly, with
greater certainty, and with less effort, by means of the printing
press. But some of the advocates of paper money displayed loyalty
to the current belief in the importance of a favorable balance of

&Esgimds futerest or the great benefit to trade by banks or offices of credit,
t Pp. 12,

"‘Seoeml objections sometimes wmude against the office of credit, fully an-
swered, ca. 1682, p. 9.

”I’Wilhm%rm]dhdacmﬁthe intended bank of England [1604],
Bannister ed., The-writings of William Paterson, 111, 8.

'Mwmm:ofﬁewmmzwdermBm
ain, 1758, p. 37. Wallace, however, relapses at times into concern about the state
of the national stock of brdlion.
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trade, either because of blind acceptance of traditional doctrine,
or on the basis of the store of wealth argument or the analogy
from personal finance that one should buy less than one sells, and
these writers claimed that an increase of paper money would not
drive bullion out of the country, but on the contrary would make
the balance of trade more favorable through its beneficial effect
on production and trade.®

‘The Quantity Theory of Money.—Those mercantilists who
sought an increase in the supply of money because they wanted
more circulation or more invested capital clearly wanted genuine
physical increases in trade or capital and not merely nominal in-
creases in terms of a depreciated monetary unit. Their doctrines,
therefore, would seem to come into sharp conflict with any theory
of the value of money which makes it vary inversely with its quan-
tity, whether proportionately or not.%* Only for those mercantilists
who wanted an increase of money for use as hoards or stores
of wealth would acceptance of a quantity theory of money involve
no problem of reconciliation. Many of the mercantilist writers
gave no evidence of recognition of the dependence of the value of
money upon its quantity. A few of them, in fact, wanted more
money as a cure for the evils resulting from high prices. But,
although Locke is sometimes credited with the first clear English
formulation of the quantity theory, many of the mercantilists,
from the beginning of the seventeenth century on, did present, in
one connection or another, some simple version of the quantity

#E g., Samuel Lamb, Seasonal observations [1650], Somers’ iracis, 2d ed., VI,
455; Edward Forde, Esperimented proposals [1666], in The Haovrieion miscel-
lany, V11, 343; M. Lewis, Proposals to the King end Porliament, or a large
model of a bank, 1678, p. 20; Richard Lawrence, The interest of Ireland, 1682,
Part II, p. 11; An essay towards corrying on the present war against Framce
{ea. ¥6971, in The Harleian miscellany, X, 380; Proposals for restoring credit;
for making the Bonk of England more useful and profitable, 1731, p. 17; Robert
Wallace, Choracieristics of the present political siate of Great Britain, 1758, p.
30. See also pp. 44-45, infra, with respect to the views of Potter and Law.

A number of writers, however, disapproved of paper money, on the ground
that it made the balance of trade unfavorable and drove metallic money out of
the country; eg., Vanderlint, Mowey answers all things [1734], Hollander ed.,
p. 15; Patrick Murray (Lord Efibank), Essays, 1. on the public debt, I1. on
paper-money, banking, &c., I1I. an frugality, 1755, pp. 20-35; and surprisingly
enough, David Hume, Political discowrses [1753], in Essuys, moral, political,
and literary, 1875 ed,, 1, 311, 337 &.

* See also the discussion of the theory of the “self-regulsting mechanism” pp.
74 ., infra,
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theory,® although in most cases they failed to incorporate it as
an integral part of their foreign-trade doctrine and failed also to
show any concern about its consistency with the rest of their doc-
trine. There follow quotations from writings antedating Locke
by some forty to ninety years which present some form of quan-
tity theory of the value of money:

. . . plenty of money maketh generally things dear, and scarcity
of money maketh likewise generally things good cheap. Whereas
things particularly are also dear or good cheap according to plenty
or scarcity of the things themselves, or the use of them®

. . . even as plenty of money maketh things dear, and scarcity of
money maketh things good cheap: even so plenty or scarcity of
commodities maketh the price thereof to rise and fall according to
their use more or less®®

It is a common saying, that plenty or scarcity of money makes all
things dear or good or cheap. . . .*

Gold and silver . . . in the intrinsic . . . are commodities, valuing
each other according to the plenty or scarcity; and so all other com-
modities by them; and that is the sole power of trade.87

- . . money through want or plenty raises or diminishes the price
of all things. . ., 88

. . in those countries where monies are scarce, there the lands
and native wares are cheap, so likewise where money doth abound,
there the lands and wares are dear; .. .®

*J. W, Angell, The theory of international prices, 1926, pp. 13, 15, 18, etc,
dmagfspedﬁa!iymudmmduun,uﬂgmrmytoﬂlﬂm&glishm-
cantilists before Locke (1691) possession of any form of the quantity theory.
A E: Monroe, Monetary theory before Adam Swmith, 1923, gives the same im-
pression. For purposes of the theory of international trade, differences in the
mode of formulation of the quantity theory have as a rule little qualitative
significance, but as is shown in the text, several variants of the quantity theory
W:mmmmdbyﬁzgliﬁwﬁmspﬁorwlm

= Malynes, A treatise of the canker [1601], T.E.D., 111, 387.

Malynes, The center of the circle of commerce, 1623, p. 14.
al“ Mun, England’s treasure {1664—written about 1630], Ashley ed., p. 28. See

SO P, 24.

" Sir Robert Cotton, “A speech touching the alteration of coyne” [1626), in
Cottoni posthums, 1672, p. 303.

Henry Robinson, Englands safety; in irades encrease, 1641, p. 60. If inter-
pwm,mmmuﬁummmmmmm
shgwsinsnotintendzdtobemix&etm

Decay of trade, 1641, p. 2. See also, A discourse . . . for the enlorgement
and freedome of trade, 1645, p. 23. For the period after 1650 the following may

I De dited, in addition to the writers discussed in the text: Ralph

in Maddison,
Greot Britoins remembrancer [1640), 1655, p. 7; [William Paterson) A brief
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Several mercantilists faced squarely the apparent conflict be-
tween the quantity theory of money and their doctrines and
attempted to meet the issue either by arguing that they could
be reconciled or by denying the truth of the quantity theory.%
Apparently the first of these was William Potter, who has not
received the attention which he deserves in this connection.®
Potter, as has been shown,?® claimed that an increase of money
in circulation would result in an even more than proportionate
increase in trade and production, or in goods in circulation. In
order to refute it, he states a quantity theory of money in its
simplest one-sided form:

If then, in opposition to what is thus undertaken to be proved, it
should be objected, that an increase of money would occasion an
increase in the price of commodities, proportionable to such increase
of money, (that is, if the money were twice as much, commodity
would be twice as dear) consequently (going never the further in
commodity by the increase thereof) would not occasion any increase
in the sale of commodity: therefore not any increase of trade; and
yet (by causing the price of commodities to rise) incur an incon-
venience, contrary to what is before affirmed.®?

His answer is elaborate and not always intelligible. He assumes
the basis of the theory of money he is attacking to be that an
increase of money increases prices by increasing the (physical?)
volume of sales (by increasing the demand for commodities?).

account of the intended Bank of England [1694], in Bannister ed., Writings of
WiIEnﬂP:f!erm, 111, 85; John Briscoe, 4 discourse of money, 1696, pp. 47-58:
stock of money
m———-mteotmoneywags-pﬁmxavemgemdimome):
Vanderlint, Money onswers all things [1734], Hollander ed., pp. 13, 44; [Eras-
mus Philips] The state of the nation in respect to her commerce, 1725, pp. 40 ff.
After Hume (1753) the quantity theory was a commonplace.

*CL., however, Angell, op. cit,, p. 211: “In England no effort was ever made
to reconcile the two conflicting doctrines.”

@ Neither Dubois, Précis de Phistoire des docirines économigues, 1903, 1,
258 ff., who of all the commentators on mercantilism deals most acutely with
the difficulties created for the doctrine by the development of the quantity theory
of money, nor Angell (op. rit.) who follows Dubois, mentions Potter. Dubois
attaches great importance in this connection to Law and Verri, who were antic-
ipated on the points relevant here by Potter,

'SW-WN‘S&

" Key of wealth, 1650, p. 13.
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He replies that if, when money is doubled, the prices of com-
modities are also doubled, there will be no increase in the (physi-
cal?) amount of sales. The theory therefore involves a contra-
diction.®* He then attempts to meet it by another line of
reasoning. Quick trade permits of a small profit, and therefore
a lower price. Quick sales enable artisans and others to produce
more quickly, and if they sell more they can afford to charge a
lower price. The increase in the amount of commodities resulting
from the stimulus to trade of an increase in money, instead of
raising prices, will therefore lower them. Prices will rise only
if the increase in commodities is proportionately less than the
increase in money, which is not likely to be the case. But even if
prices should rise somewhat, it is better to have an abundance of
comforts, though dear, than a smaller amount thereof, though
never so cheap.®®

Another advocate of paper money, John Asgill, denied the
truth of the quantity theory of money on different and exceed-
ingly slender grounds: an increase in money would lower the rate
of interest and therefore raise land values, but not the prices of
commodities in general, because “the price of corn and cattle
don’t rise and fall with the interest of money.”* John Law at-
tacked it, partly by arguments closely resembling those of Potter,
partly on reasoning peculiarly his own. The stimulus to trade
and industry resulting from an increase in money would result
in an increase in commodities. Because money would be easier
to borrow, merchants would be able to increase the extent of their
operations and to sell at lower rates of profit, and therefore the
value of the money would not fall, i.e., prices would not rise.*
Money falls in value only when given to a people in greater
quantity than there is demand for; if the money is issued only
as there is demand for it, its value will not depreciate, “the

“Ibid., p. 13. Cf. also p. 15.

* Ibid., pp. 17-20:

* Several assertions proved [1696] Hollander ed., p. 20. This is, of course, an
unusually clear instance of the confusion between loanuble capital and money.

" Money and trade considered [1705] (Glasgow, 1750), pp. 141~42. CE. also,
Englands inierest or the great bemefit to trade by banks, 1682, p. 7: if & bank
were established, “All sorts of wares will be afforded at cheaper rates, without
mwuwmamuhmémmbmmﬁagwmbemmd
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quantity and demand increasing and decreasing together.”®® Law
concedes that if the quantity of money in any particular country
“should increase beyond the proportion that country bears to
Europe,” prices would rise there, but the rise of prices would
spread elsewhere, so that the value of money would become the
same, or about the same, everywhere. The country which had
acquired the increase of money would profit greatly thereby, “for
that country would have the whole benefit of the greater quantity,
and only bear a share of the lesser value, according to the pro-
portion its money had to the money of Europe.”*® What would
make the prices rise elsewhere, he does not explain.

Another writer, James Hodges, who complained of scarcity of
money, wanted plate called in and coined and the monetary value
of the English standard coin raised as a remedy for this scarcity,
He claimed that these measures would result in higher prices
only after they resulted in an increase in the number of coins
in circulation. The effect on prices would therefore be gradual,
and meanwhile there would be a stimulus to trade. After a short
time the value of the coin could be gradually lowered, and the
surplus bullion returned to be made into plate again if its owners
so desired. His argument is interesting as an anticipation of
Hume’s doctrine that rising prices are a stimulus to trade, and
for its endeavor to find a method of obtaining this stimulus with-
out involving a permanent increase in the price level. The diffi-
culty with the scheme, granting its logic, is, of course, that the
period of stimulus would be followed by a period of at least
corresponding depression.'®

Both Potter and Law claimed that an increase of (paper)
money would make the balance of trade more favorable and
would lead to an inflow of bullion. Potter argued that the bene-
ficial effects of .an increased quantity of money would enable

* John Law, op. cit., pp. 166-73, 221. This argument is an anticipation of the
doctrine of the nimteemh-century “banking school,” which applied it, however,
only to convertible, and denied its applicability to inconvertible paper money.

® Ibid., pp. 143-43. Law’s reasoning is reproduced at length and largely wer-
hatun,mthout acknowledgment, by Sir Humphrey Mackworth, 4 proposal
fwnymoflhpvﬂwkdzbtx 2d ed (ca. 1720), pp. 0-16. The quantity theory

is also attacked, in an obscure and ineffective way, by B-I.M.D. [William
TempleofTrowbndge},Amdscshoxdcwcewdﬁem {1758], Mc-
Culloch Eed., Select collection of scarce ond waluable tracis on commerce, 1859,
p. 817

M The present state of England, 1697, pp. 27 £, 122 &, 230 £., 333.
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England to outsell other countries, for “the greater trade of one
country hath a capacity of undermining and eating out the lesser
trade of other countries.”’® For reasons not explained, unless it
be the fall in English prices alleged to result from an increase in
the quantity of money, both foreign and English commodities
would fall in price in England, but not abroad. Exports would
therefore be paid for with bullion (and presumably imports would
be paid for with English commodity exports), and the bullion
could be coined into English money without loss. But with un-
usual consistency Potter admits that when paper money or credit
is available as a substitute, metallic money would be of little
importance to England.’® Law showed more concern than did
Potter about the state of the balance of trade, but he also claimed
that an increased amount of money through the issue of paper
money would make the balance favorable: “Most people think
scarcity of money is only the consequence of a balance due; but
'tis the cause as well as the consequence, and the effectual way
to bring the balance to our side, is to add to the money.”®®
More money, by employing more people, would make a surplus
of goods available for export, and if sufficient money was issued
production would reach a level at which more would be exported
than imported. Conversely, if the amount of money was reduced,
some of the laborers would be rendered idle, the domestic output
would shrink, exports would fall, and an unfavorable balance
would result.’® These results of a change in the quantity of money
he would apparently expect not to be transitory but to persist as
long as the new quantity of money persisted.

The Mercantilists on Hoards and Plate.—Because the mer-
cantilists differed among themselves as to the character of the
benefit which resnlted from an increase in the amount of bullion
in a country, they also differed in their attitudes toward the
miser, the collector of gold or silver plate, the usurer, and the
spendthrift. Those mercantilists for whom the chief virtue in an
increased supply of bullion lay in its stimulus to circulation con-
demried private hoards as an evil, and also regarded other prac-

* Key of wealih, p. 12.
~Mnmﬁﬁ.
:lpywmmtms},:mp.m.
Tbid., pp. 33-24. Sir Humphvey Mackworth plagiarized Law here as else-
where—A proposal for payment of the publick debts, cs. 1730, 1. 9.
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tices which kept bullion from circulating as money, such as its
use in the manufacture of plate, as objectionable.’® Vaughan con-
demned hoarding and the use of plate as contributing factors to
the scarcity of money, and recommended sumptuary legislation
to check the melting of money and its manufacture into plate.!%
An anonymous writer criticized the Established church on the
ground that it hoarded riches which should circulate, so that “the
money that before ran current in trading, is dammed up in their
coffers.”’” Another pamphlet, written as an answer to this one,
condemned the excess of silver plate for the same reason, but
claimed that there was no occasion for alarm about hoarding,
as there was not much of it, and urged in the defense of the
church that it could be charged with responsibility for the pre-
vailing scarcity of money only if the clerics kept “banks of money
dead by them,” which was not the case. Complaint against the
usurer as a hoarder of money was likewise without basis, since
“his money walks, though upon other legs, either serving the
tradesman or the gentleman, for preparing commodities to export,
or to buy what is imported for his expenses.”’*® Manley found
fault with the miser, because “money locked up in the miser’s
coffers is like dung in a heap, it does no good, but being dis-
persed, and orderly disposed abroad, enricheth the land.””’®® An
anonymous writer wanted misers’ hoards taxed, in order to draw
some of their money into circulation, especially in time of war
when trade was slack. “I know no difference,” he wrote, “be-
twixt bringing treasure out of an iron chest by a good law, and

¥ Ci. A discourse of the nature, use and odvantages of trade, 1603, p. 20:

It may likewise be comsidered, whether the advancement of trade is not
greatly prevented by the unaccountable humor of having so much plate in
every family, which if turned into coin would infinitely promote the general
trade, but while it remains in plate is of no more public beuefit than if it
were buried in the bowels of the earth, while 50 many other manufactures
are neglected that would otherwise be employed to supply the use and orna-
ment of plate.

¥ Rice Vaughan, A discourse of coin and coinage, 1675, p. 66.

W Omnia comesta a bello, 1667, p. 1o0.

¥ Et & dracone: Or, some reflections upon a discourse called Ommia & belo
comests, T668, pp. 5 ff. CL. Taxes no charge, 1690, pp. 13 .

* Thomas Manley, Usury at sis per cent. examined, 1669, p. 53. Manley bor-
rowed the analogy from Francis Bacon: “Money is Tike muck, not good except
it be spread.”—"Of seditions and troubles” f16as], in Works, 1833, I, 23. But
the context shows that Bacon meant more equal distribution of wealth and not




English Theories of Foreign Trade, before Adam Smith 47

plowing the seas by long and dangerous voyages” in order to
secure bullion through foreign trade.!'® One of Locke’s objec-
tions to the reduction of the interest rate by law was that it
would result in men keeping their money “dead” by them, instead
of lending it, with resultant loss to trade.! Petty expressed a
preference for money over plate, because it served trade better,''2
as did also Hugh Chamberlain: “Money is living riches, plate
but dead; that being capable of turning and improving trade,
when this is not.”"!®

Hodges’s scheme for a forced three-year surrender of plate in
return for ‘“raised” money, with prohibition of ownership of
plate in the interval, in order for a time to secure relief from
the prevailing scarcity of money, and to obtain the stimulus to
trade of slowly rising prices, has already been referred to.!™
Another writer urged a similar scheme for raising money § per
cent, in order to draw hoards of the old, and therefore under-
valued, coins into circulation.}*® One writer made the same sort
of contrast between hoarded and circulating credit which other
writers confined to hoarded and circulating money, hoarded credit
being the exchequer bills which, because of the high rate of inter-
est they carried, were held instead of being used as money:
“. . . in the frequent passing of credit from hand to hand, con-
sists its great usefulness in trade; for when either money or
credit is hoarded up, it may more properly be said to stagnate,
than to circulate.”*® Postlethwayt, in a curious argument, claimed
that lending of money at interest involved hoarding and there-
fore on circulation grounds was to be condemned. If some money
is hoarded, the volume of trade will fall. In order to bring the
hoarded money back into trade, those in great need of it will
offer interest (“profit”) for its loan. The result will be that other
moneyed men, instead of “circulating their money” in trade, will
“lock it up,” while awaiting the opportunity to lend it, preferring
to get their income by usury instead of by trade. Eventually the

¥ Taxes no charge, 1600, p. 17.

:Sou!{ considerations [1601], Works, 1623 ed.,, V, 12,
Political arithmetick {1600}, Ecomomic writings, I, 243.

2 4 collection of some papers, 1696, p. 4.

B Swupra, p. 44.

5 The circumstances of Scotland consider’d, 1705, P. 25
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money so withdrawn from trade would be lent and would thus
return to trade, but bearing an interest charge which would act
as a restraint on trade.!'’

Some writers objected, on similar grounds, to the establish-
ment of banks, holding that they monopolized money, and kept it
from circulating. Child, for example, maintained that “principally
this seeming scarcity of money proceeds from the trade of banker-
ing, which obstructs circulation.””’*® Strangely enough, consider-
ing his views on the effect of lending at interest on monetary
circulation referred to above, Postlethwayt made the most effec-
tive rejoinder to this argument which I have found:

It may be here requisite to take notice of that erroneous notion
entertained by some, that banks and bankers engross the money,
hoard it up, and hinder its circulation in trade; but, if such will
consider this matter in its true light, they will easily be convinced,
that the money lodged in banks, and in the hands of bankers, is the
most constantly employed of any; for, though the specie should lie
still till called for, yet the notes given out for its value, are con-
tinually circulating; whereby is done abundantly more service to
trade, than if the same lay dormant in private hands; and yet the
necessities of the depositors are effectually answered,?

Once hoarding and the use of coin or bullion in the making of
plate were attacked, there were few to come to their defense,
and the use of gold and silver in the making of thread or in
gilding met with almost general condemnation. Mun, however,
opposed restrictions on the melting-down of coin into plate on
the ground that gold and silver were more apt to be carried out
of the kingdom in payment of purchases of foreign goods if in

T Malachy Postlethwayt, Great-Britain's true system, 1757, pp. 337-42.

4 discourse about trade, 1690, author’s preface. Cf. also: Reasons offer'd
against the continuance of the Bank, 1707 ; A short view of the apparent dangers
and mischiefs from the Bonk of England. 1707, p. 12; Some queries, humbly
offer'd . . . relating to the Bank of England, 1707, p. 1; An enguiry into the
meloncholy circumstances of Great Britain (nd., ca. 1730), p. 36.

™ The universol dictionary of irade and commerce, 4th ed. 1774, Art. “Bank-
ing.” What some of the critics of the Bank really had in mind was the danger
that  great bank controlling a substantial proportion of the available loan funds
would be able to exercise a monapolistic control over credit, to charge excessive
interest rates, and to discrimindte between borrowers. Cf. Rewarks upon the
Bank of England, with regard more especially io onr trade and government,
1705 ; A short view of the apparent dangers, 1707, pp. 1o f.
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the form of coin than if kept in the form of plate,”*® and Mis-
selden before him, while conceding that too much plate in the
kingdom would cause scarcity of money, nevertheless held that
it was better to have bullion kept in the form of plate than to
turn it into coin and thus turn it out of the kingdom because of
the undervaluation of coin which he alleged then prevailed in
England.® A sixteenth-century writer condoned the use of bul-
lion for plate, because it resulted in the formation of a sort of
secondary national reserve for emergencies, upon which the king,
in case of a great war, could draw “without any grouching of
the Commons.”'*? The same argument is to be found occasionally
in the later literature, and is made by Briscoe to serve as a de-
fense of private hoards. Hoarded treasure, bullion and coin, is
part of the “capital stock of national treasure” and can be drawn
upon in a national emergency. Private hoarding is as good as
having treasure stored by the king.}*®

Toward the end of the seventeenth century there appeared a
new doctrine of the existence of a ‘‘due proportion” between
money and goods, and therefore of the possibility of excess of
money as far as trade needs were concerned. The quantity theory
of money also tended to lead to the conclusion that an increase in
the amount of money by increasing prices would reduce exports
and thus eventually be lost to the country. Writers who on “‘due
proportions of money to trade” or on quantity-theory grounds
conceded that there was under any given set of circumstances
2 maximum amount of money which could be kept in circulation,
and who still attached special importance to the precious metals,
were likely to approve of turning the money into plate or of its
hoarding as a means either of stimulating the further import of
bullion or of, checking an outflow. It was doubtless such reasoning
which led John Houghton to the conclusion that “if the King
should hoard up much money, it would for the present make it
dearer, that dearness would make it be brought in more plenti-
fully, and that would make it more plentiful than it was be-
fore.”** Petty wrote : “For there may be as well too much money

™ England’s treasure {1664}, Ashley ed., p. 28.

3 Free trade, 3d od., 1622, p. 11.

™ “Policies to reduce this realme” {1549}, T.E.D,, 111, 323-24

*® . Briscoe, A discotrse of money, 1696, pp. 27-29. Cf. wiso Henry Robin-

son, Englonds aufety; in trades encrease, 1641, 9. 9.
¥ A collection of letters, 1681-83, 11, 115.
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in a country, as too little. I mean, as to the best advantage of its
trade; only the remedy is very easy, it may be soon turned into
the magnificence of gold and silver vessels.””*?®

On similar grounds another writer would tolerate the increased
use of plate if there was more money than was necessary to carry
on trade and “defray the expense of living,”**® and Vanderlint,
who accepted the quantity theory and wanted low prices but at
the same time wanted a favorable balance of trade payable in
specie, recommended as a means of attaining these apparently
conflicting objectives that the private hoarding of gold and silver
and their use in plate, and even in gold and silver cloth and
gilding, be encouraged. He cited with approval the practice of
the East Indians of hoarding the silver they receive, with the
result that prices remained low there, exports continued to exceed
imports, and the balance was paid in still more silver.*** Harris
presents a similar solution of the same dilemma..If the inflow of
bullion resulting from a favorable balance of trade is kept:

as a dead stock, either by turning it into plate or by any other
method, so as to prevent its getting into trade as money ; it may con-
tinue to go on increasing in more bullion, which in this case will be
a real increase of wealth. . . . Let an increased stock of bullion get
out again into trade, and it will soon turn the balance the other
way.128

But gold and silver can be best stored up in the form of plate:

But people in general will not hoard up cash; all like to display
their wealth, and to lay out their superfluities in some costly things.
There seems then no method so effectual for the securing of a dead
stock of treasure in any country, as the encouraging the use of
plate, by making it fashionable, preferable to more brittle or more
perishable commodities. Plate would be a national resource in case
of emergency, and not the less so, because the precious metals had
not as yet received the shape of coins.'?®

Hume in 1752 claimed that state hoarding was the only ex-
pedient by which a country could raise its supply of the precious
metals above the equilibrium level, but commented that this was

™ The political anatomy of Ireland {1601, Economic writings, I, 193.
M The circumsiances of Scotland consider'd, 1705, p. 9.

= Money answers oll things [1734], Hollander ed., pp. 94 fI.

™ Toseph Harris, An essay wpos money and coins, Part 1 (1757), 8o

= Ibid., pp. 99-100.
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“a practice which we should all exclaim against as destructive,
namely, the gathering of large sums into a public treasure, lock-
ing them up, and absolutely preventing their circulation.”*%
Henry Home accepted so whole-heartedly the lesson of the
quantity theory of money that he looked upon an export surplus
alike with an import surplus as dangerous to the country. The
latter meant an outward drain of money, with a consequent fall
of prices and stoppage of industry. The former meant an influx
of specie, extravagance, rise in prices, and finally a fall in exports,
rise in imports, an unfayorable balance again, and a recurrence of
the drain of specie. What was to be desired was an even balance.
Therefore, “let the registers of foreign mints be carefully watched,
in order that our current coin may not exceed that of our indus-
trious neighbors.” But it was not the quantity of gold and silver
in a country that determined the price level, but the quantity of
money in circulation. Still retaining some traces of the mercan-
tilist attachment for the precious metals, he therefore advocated
the conversion of money into plate and even, under favorable
circumstances, the formation of a state treasure.13!

v. EMPLOYMENT AND THE BALANCE OF TRADE

The mercantilist arguments for a favorable balance of trade
so far considered all rest upon the desirability of more bullion.
But there was one mercantilist argument which was not dependent
upon the attachment of superior economic importance to the
precious metals than to other commodities of equal exchange
value, namely the “employment” argument. Exports were the
product of English labor whereas imports, especially if they con-
sisted of finished products and of commodities competitive with
home products, displaced English labor. The greater the exports,
and the smaller the imports, the greater, therefore, was the em-
ployment of English labor. This argument was not, as is some-
times supposed, of late seventeenth-century origin. It is to be
found in the very earliest mercantilist writings,' and it persists

*® Political discourses [1752], in Essoys, moral, political, and literary, 1875, 1,
340.

“‘.S"kncm of the history of man, 1774, 1, 82. See also Postlethwayt, Greas-
Britain's irue system, 1757, p. 357,

‘Eg. [Starkey), England in the reign of King Henry the Eighth [ca. 1538],
1871 reprint, p. 94; “How the comen people may be set to worke” [ca. 13301,
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without break throughout the literature of the seventeenth and
eighteenth centuries. It is not even clear that it was more empha-
sized in the eighteenth- than in the seventeenth-century mercan-
tilist literature, and it could even be argued that the sixteenth-
century writers stressed it most of all. Of all the mercantilist
reasoning, it withstood criticism most successfully, and persisted
into the nineteenth and twentieth centuries as an important ele-
ment in the protectionist doctrine.

The stress on employment led to an appraisal of exports not
merely in terms of their value, or of their value relative to
imports, but in terms of the amount of labor they represented.
Exports of manufactured articles were rated more highly than
exports to the same value of raw materials, because the former
embodied a larger proportion of labor. The stress on employment
sometimes took the form of measuring the gain from trade by
the exports alone, and in a few cases the argument even went
to the extreme of recommending production of goods simply to
employ labor, even though the product of their labor were burnt
upon their completion.® In the case of a few later writers, the
employment argument gave rise to a new balance-of-trade concept,
in which the amounts weighed against each other were not the
values respectively of the exports and the imports, but the re-
spective amounts of labor or employment they represented, i.e.,
the “balance of labor” or the “balance of employment.” Barbon
seems to have been the first to come close to this concept. The
measure of benefit from different exports is the amount of em-
ployment they had given to English labor, and, similarly, the
measure of benefit from imports is the amount of employment to
which they will give rise in their further manufacture. His em-
ployment test leads him at times to liberal conclusions. Imports of

Pauli ed., Drei volkswirthschaftliche Denkschriften, p. 56: “How to reforme the
realme” [ca. 1535], ibid., p. 76; “Polices to reduce this realme of England”
{rs549], T.E.D., 111, 333; [John Hales] A discourse of the common weal [1581],
Elizabeth Lamond ed., pp. 63 ff.; Malynes, Treatise of the canker [1601}, TED,,
111, 309; Misselden, The circle of commerce, 1623, p. 35. Mun is one of the few
earlymterswhoéaltmthttadenmttersu&nsivdywbomh:mmof
the employment argument. Reliance upon Mun as adequately representative of
mewﬁaﬁmmmyhnbmmmﬁefw&mmm&
argnmmt first appesred in the later period.

¥ Petty, dew[xﬁﬁz},m&mm Hull ed, 1, _6o;
{Sheridan] A4 discowrse on the vize and power of porlioments {36771,
ed,, p- 200; Taxes no charge, 1690, p. 16.



English Theories of Foreign Trade, before Adam Smith 53

raw silkk are more profitable than imports of gold and silver,
because more hands are employed in the manufacture of the first
than in working the latter. If woolen goods are exported for
Westphalian bacon and then the import of the latter is prohibited,
England would lose even if the consumption of English bacon
increased, because woolen cloth employs more hands in its pro-
duction than does bacon.®

Tucker stated the argument somewhat differently. The balance
of trade for country A is the excess of the number of laborers
working up manufactures for country B in A as compared to
the number of laborers working up manufactures for A in B:

. . when two countries are exchanging their produce or manu-
factures with each other, that nation which has the greatest number
employed in this reciprocal trade, is said to receive a balance from
the other; because the price of the overplus labor must be paid in
gold and silver. . . . This is the clearest and justest method of de-
termining the balance between nation and nation: for though a dif-
ference in the value of the respective commodities may make some
difference in the sum actually paid to balance accounts, yet the gen-
eral principle, that labor (not money) is the riches of a people, will
always prove, that the advantage is on the side of that nation which
has most hands employed in labor.*

A closely similar doctrine is presented also by Harris, Steuart,
and Arthur Young:

- . . a nation that pays ultimately upon its trade a balance in bul-
lion, is a loser of so much of its dead stock; and a loser also, if its
exports maintained fewer of its own inhabitants, than its imports did
of those foreign nations.®

In all trade two things are to be considered in the commodity
sold. The first is the matter; the second is the labor employed to
render this matter useful. The matter exported from a country is
what the country loses; the price of the labor exported is what it

_*Nicholas Barbon, 4 discourse of trade [16g0], Hollander reprint, pp. 23, 37;
shid., A discourse concerning coining the new money lighter, 1696, pp. 50-51.

¢ Josiah Tucker, A brief essay on the advantages and disadvantages which re-
Spectively attend France and Great Britain, with regard to trade {3d ed. 1753},
McCulloch ed., Select collection of . . . tracts on commerce, p. 315 This pas-
sage first appeared in the third edition. See also Tucker, Reflections on the ex-
pediency of a lew for the natwralization of foreign protestawmts, 1751, Part II,
P 25 .
* Joseph Harris] An emsay upon money ond coins, Part I (1757), 8. See
also p. 24
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gains. If the value of the matter imported be greater than the value
of what is exported the country gains. If a greater value of labor be
imported, than exported, the country loses. Why? Because in the
first case, strangers must have paid, 7n smatter, the surplus of labor
exported; and in the second case, because the country must have
paid to strangers, in matter, the surplus of labor imported. It is
therefore a general maxim, to discourage the importation of work,
and to encourage the exportation of it.%

A balance in our favor is a proof that foreigners take more prod-
ucts and fabrics from us than we do from them, which is an ad-
vantage of the highest consequence, because it suggests at least a
strong probability that they employ more of our poor than we do of
theirs.?

These writers apparently would compare the amount of English
labor embodied in the exports with the amount of foreign labor
represented by the imports in computing the English “balance of
labor.” On this basis, a given trade balance measured in money
would have to be regarded as more favorable the lower the prices
at which English exports were sold and the lower the wages
earned by English labor engaged in their production, although
it is not evident that these writers saw this implication of their
doctrine. The objective they had in mind, to the exclusion of
other considerations, was employment of English labor, and in
the case of Young the assumption is fairly clear that the labor
engaged in the production of exported goods would in the absence
of such exports remain idle. He states that “whatever is paid to
other countries in bullion, as a balance upon the year’s trade, is
just so much loss to any nation that has unemployed poor or
unpurchased commodities,” but he concedes to Hume that the
loss of the bullion is important only as it is a sign “that we do not
export a due quantity of products and labor.”®

*Sir James Steuart, Principles of ﬁolmcci @conomy, 1767, 11, 336. (Italics in
original text.)

Y Arthur Young, Political essays concerning the present siote of the British
Ewmgpire, 1772, p. 538.

¢ Ibid., p. 533. Although they both stress employment, this “balance-of-labor”
argument differs from the earlier argument that an excess of the wmailue of ex-
ports over the value of imports results in an inflow of bullion, which mcreases
trade and therefore employment. (Cf. Malynes, Treotise of the conker {1601},
T.ED, 111, 399: “&wmrerudymonw . that our merchants should make
ﬂmrretnmby thememploymmtww&dtbeymhemourm
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The balance-of-labor doctrine is of course absurd and probably
even more absurd than the earlier and at the time still dominant
balance-of-trade doctrine. It nevertheless can be regarded as a
stage of some importance in the evolution toward more sensible
doctrine. In the first case, any criticism of or substitution for the
dominant balance-of-trade doctrine helped to promote the dis-
integration of the mercantilist errors, and thus was a service even
if it proposed an even less satisfactory alternative doctrine, pro-
vided the criticism survived and the proposed substitute did not
survive. Secondly, the balance-of-labor doctrine reversed the roles
of employment and foreign trade as compared to the conventional
balance-of-trade doctrine. In conventional mercantilism increased
population, increased employment, improvement in the arts, in
roads, canals, in the energy and skill of labor, were all welcomed
because they would make possible increased production of goods
for export or in lieu of imports from abroad, and would thus
promote a favorable balance of trade. In the balance-of-labor doc-
trine the end was employment, and the favorable balance was the
means, and even if its exponents did not themselves see clearly
that income and consumption were in turn the rational ends of
employment, and of economic activity in general, they at least
made it easy for Adam Smith and later writers to take the next
step and thus to bring about a revolutionary change in the orienta-
tion of economic thought.

One student of English mercantilism, E. A. Johnson, noting
the indisputable—and undisputed—fact that the mercantilists ap-
proved of a large working population, hard work on the part of
laborers, the progress of skill in the application of labor, improve-
ments in transportation and industry, and so forth, has concluded
that serious injustice has been done to them by accounts such as
presumably the present one of their doctrines:

All of which should prove that the ultimate concern of the mer-
cantilists was the creation of effective factors of production. Not ten
per cent of English mercantilist literature is devoted to the ill-fated
doctrine of the balance of trade. [Let anyone who doubts this asser-
tion turn through the pages of the English mercantilist literature
and be convinced!] Their ardent passion for productive efficiency is
shown by their advocacy of improvement of lands, mines and fish-

iti::ﬂxgdimeﬁoctef&eemumemplaymuw}n’chisstreswd,mdmt
the indiract effect consequent upon the inflow or outflow of specie.
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eries, and by their encouragement of inland communication and canal
building. Industry was to be encouraged, idleness to be re-
pressed. . . ®

But evidence that the mercantilists desired efficient production,
be it piled up mountain high, of itself proves nothing as to their
“ultimate concern.” They may have desired, and did desire, in-
creased production, because they thought that it would promote
a favorable balance of trade, even though they also desired it for
other reasons. Such quantitative propositions have an unearned
air of precision, but on the basis of my turning of the pages of
English mercantilist literature I venture the conclusion that not
ten per cent of it was free from concern, expressed or clearly
implied, in the state of the balance of trade and in the means
whereby it could be improved.

The labor doctrines of the English mercantilists need not be
examined at length here, since they have been ably dealt with by
other writers.’® On only one point, it seems to me, is critical com-
ment on their exposition called for. The mercantilists, as they
point out, were led by their obsession with the balance of trade
and also, perhaps, by unconscious class sympathies, to deal with
questions affecting labor as if laborers were a set of somewhat
troublesome tools rather than human beings whose own comfort
and happiness were a proper and primary object of concern for
statesmen. The dominant doctrine, in consequence, advocated low
wages, as a means of stimulating the worker to greater effort
and of increasing England’s competitive strength in foreign trade
by lowering the money costs of English products. Sir James
Steuart was merely expressing in blunter fashion than was com-
mon the position implicit in much of the mercantilist treatment
of the labor question when he stated that “the lowest classes of
a people, in a country of trade, must be restrained to their
physical-necessary.”** But Furniss and Gregory fail to do full

* “The mercantilist concept of ‘art’ and ‘ingenious labour,’ " Economic History,
II (1931), a51-52. The sentence placed here in brackets is a footnote in the
original text.

“E. 8. Furnigs, The position of the laborer in o system of nationalisws, 19203
T. E. Gregory, “The econoniics of employment in England, 1660-1713," Eco-
nomica, I (1921), 37-51.

2 An inguiry into the principles of politicel cecomomy, 1767, 1, Soe, Cf. ibid.:
“It is therefore a principle, to encourage competition umiversally until it has had
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justice to the size and importance of the dissenting group, who
on grounds either of economic analysis or humanitarian sentiment
opposed the dominant doctrine that low wages were desirable.
Such important writers as Cary, Coke, Davenant, and Defoe be-
longed to this group, and in the latter part of the eighteenth
century the growth of humanitarianism operated to give even
stronger challenge to the prevailing views.’* Representative of the
opposition on humanitarian grounds was the complaint of an
anonymous writer : “it is a great pity the laboring poor have not
better encouragement, the cries of those unskillful men, who made
a clamor of labor being too high, is a doctrine propagated more
by theory than practice.””® Hume conceded that high wages re-
sulted in some d:sadvanmge in foreign trade, but insisted that

“as forexgn trade is not the most material circumstance, it is not
to be put in competition with the happiness of so many millions.””**
Since Hume was an enlightened critic of mercantilism, this is
not of great significance, but Wallace, who was a mercantilist,
agreed with Hume’s doctrine, as “a maxim . . . suitable to a
humane disposition. Agreeably to such a benevolent sentiment,
we ought to extend our notions of trade, and consider not only
how much money it gains to a nation, but how far it is conducive
to the happiness of the people.”®

theeﬁecttoreducepeopleofmdtatrytothephyuulnecusary and to prevent
it ever from brmgmg them lower. .

¥ Cf. the citations in Lujo Brenuno Hours and wages in relation to prodsc-
tion (translated from the German), 1894, pp. 2-5, to which many additions
should be made.

B An enquiry into the melancholy circumsiances of Great Britoin, co. 1730,
PP. 19-20,
L * Potitical discourses [1752], in Essays, moral, political and literary, 1875 ed.,

297.

' [Robert Walhce] Characteristics of the present political state of Great
Britain, 1758, p. 46




Chapter 11

ENGLISH THEORIES OF FOREIGN TRADE,
BEFORE ADAM SMITH: II

He shewed me o very excellent argument to prove, that our importing
lesse [gold?) than we export, do not smpoverish the kingdom, accord-
ing to the recevved opinion: which, though it be a paradox, and that
I do not remember the argument, yet methought there was a great
deal in what he said—Samuel Pepys, Memoirs, February 29, 1663/4.

1. LEGISLATIVE ProPOSALS OF MERCANTILISTS

Introductory.—The mercantilist writers were often critics of
the prevailing legislation, and they cannot be understood unless
this is constantly borne in mind. The actual body of statutes and
proclamations in force at any one time was always an uncoordi-
nated accumulation of measures adopted at various periods and
for various reasons, and was far from conforming to any self-
coherent set of ideas or principles with respect to trade policy.
Of these laws and proclamations there were always a number
which were non-enforced or were only spasmodically enforced,
either because their legal status was questionable or because
change of circumstances or of official or public opinion made
their strict enforcement inconvenient or impossible. There were
others which were flagrantly violated, sometimes in spite of ef-
forts to enforce them, sometimes with the connivance of corrupt
or unsympathetic officials.

The laws and proclamations were not all, as some modern
admirers of the virtues of mercantilism would have us believe,
the outcome of a noble zeal for a strong and glorious nation,
directed against the selfishness of the profit-seeking merchant,
but were the product of conflicting interests of varying degrees of
respectability. Each group, economic, social, or religious, pressed
constantly for legislation in conformity with its special interest.

58
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The fiscal needs of the crown were always an important and
generally a determining influence on the course of trade legisla-
tion. Diplomatic considerations also played their part in influenc-
ing legislation, as did the desire of the crown to award special
privileges, con amore, to its favorites, or to sell them, or to be
bribed into giving them, to the highest bidders. After the Revo-
lution the crown’s authority in matters of trade regulation was
largely shorn away, and factional jealousies and party rivalries
replaced the vagaries of monarchical whim as a controlling factor
in trade policy.

The mercantilist literature, on the other hand, consisted in the
main of writings by or on behalf of “merchants” or businessmen,
who had the usual capacity for identifying their own with the
national welfare. Disinterested exposition of trade doctrine was
by no means totally absent from the mercantilist literature, and
in the eighteenth century many of the tracts were written to serve
party rather than self. But the great bulk of the mercantilist
literature consisted of tracts which were partly or wholly, frankly
or disguisedly, special pleas for special economic interests. Free-
dom for themselves, restrictions for others, such was the essence
of the usual program of legislation of the mercantilist tracts of
merchant authorship.

There follows a survey of the specific legislative proposals of
the mercantilist writers with respect to the regulation of foreign
trade proper. A complete survey would require consideration also
of their recommendations for dealing with the fisheries, the col-
onial trade, the interest rate, and poor relief, as well as with the
monopolies and the internal regulation of manufacture, for all
of these subjects were approached more or less in terms of their
bearing on the balance of trade. Space limitations, however, pre-
vent such extension of this essay as would be necessary to deal
with these even sketchily, and in any case the mercantilist doc-
trines with respect to most of these topics have been ably and
comprehensively dealt with in their special literatures and in
Heckscher’s masterly treatise. Sufficient has already been said to
make clear the relationship to mercantilist trade doctrine of
proposals for restricting hoarding or the conversion of bullion
mto plate, for prohibiting or subjecting to heavy taxation use of
the precious metals for making thread or cloth or for gilding, and
for increasing the monetary circulation through the introduction
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of paper money, to make unnecessary further discussion of such
proposals.

Bullionist Proposals.—Following the common usage, the
term “bullionist” will be applied to the measures intended to pro-
mote the mercantilist objectives through direct regulation of trans-
actions in the exchanges and in the precious metals. Even prior
to 1600 opinion in support of the policy of controlling specie
movements indirectly through control of trade, instead of directly
by regulation of exchange and specie transactions, seems already
to have been fairly common. As early as 1381, Aylesbury said
that the way to prevent a drain of specie was to prevent more
merchandise from coming into England than was exported from
it.! An anonymous writer in 1549 stated that regulation of trade
so as to bring about a surplus of exports over imports was the only
means of securing an influx of bullion.? An official memorandum
of 1559, justifying the restoration of the currency to its former
metallic content, denied the efficacy of raising the nominal value
of the standard coin as a means of preventing its export.? In the
sixteenth-century manuscripts discovered by Pauli there are to
be found both bullionist and non-bullionist proposals. Revival of
the staples and enforcement of the Statutes of Employment are
recommended. The acceptance by English sellers of wool of ex-
change in lieu of specie in payment for their -wool should be
prohibited. English coin should be overvalued in exchange for
foreign coin, so as to attract foreign gold and silver. But imports
of unnecessary foreign goods are to be restrained.* Hales had
made one of the participants in his dialogue urge that some
English commodity be made salable to foreigners only in exchange
for specie in whole or in part, but in the course of the discussion
heavy export duties on wool, the prohibition of the export of
unwrought goods, and either prohibition of import of competitive

*Bland, Brown, and Tawney, English economic history, select documents,
¥
9’!?,‘1’%!3 to reduce this realme of Englande” {15491, T.E.D., IH, 321:
“Mnﬂymmmmhbuﬂmwbebrwﬁnmdothumm

dww;wmsummthnagmtqmtyoiwmmybewmd
mﬂymbeymdthemanﬂlenqmmyo!tharmbemmw

again. .
‘“Mmmdmm&emmﬁmmmhmhmmmhw
* [15%0], T.E.D., Il,xgs.(}.also[ldm}hlu] A disconrse of the com-
muvdilsi!ﬂ,mumumﬂ, . P. 79.
¢ Pauli, Drei volkswirthschaftlicke Denkschrifien, pp. 12, 33, 56, 64, 66, 71, 75.
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foreign goods or duties high enough to make them more costly
than similar domestic goods, are recommended.®

Bullionist proposals, on the other hand, are still to be en-
countered in the seventeenth century. Malynes advocated the re-
vival of the Royal Exchanger, with a monopoly over exchange
transactions, the maintenance of the mint par by royal proclama-
tion as the actual rate of exchange, and prohibition of the export
of bullion.® Revival of the official regulation of exchange rates
was urged also by Milles,” Maddison,® and Robinson;® and Rowe,
following Malynes, suggested that exchange rates be fixed by
treaty with foreign governments.!®* Mun in his first book!
(though not in his second),”* Rowe,® and Violet'* wanted en-
forcement of the old Statutes of Employment. Many writers
until late in the seventeenth century urged the enforcement of the
prohibitions of the export of coin and bullion, or after 1663,
when the export of bullion and of foreign coin was legalized,
their revival’® But with the exception of a minor lapse by

* A discourse of the common weal, pp. 66, 87-88.

%4 treatise of the canker [1601), T.E.D., 111, 308 ff.; The center of the
circle of commerce, 1623, pp. 70 ff., 121 ff.

* The customers replie, 1604, passim.

* Great Britains remembrancer {1640}, 1655, pp. 16 ff.

® Certain proposals in order io the peoples freedome, 1653, p. 14.

* Sir Thomas Rowe, The cause of the decay of coin and trade in this land
[1641], Harleian miscellany, 1809 ed., IV, 457.

f‘A discourse of trade, from England unto the East-Indies [1621], 1930 re-

print, p. 54

B In Englond’s treasure by forraign trode, chaps. VIII-X1V, Mun presents a
detailed and able criticism of the whole gamut of bullionist devices, including
the Statutes of Employment.

BOPp. cit. p. 458.

1 An humble declaration . . . touching the tronsporiation of gold and silver,
x&s.gﬂ(advmmwﬂoium I11, ¢. 21, requiring exporters to bring
mﬁnclmﬂaproporumofﬂmrrecexptsmgdd) A true discoverie o the
commons of England, hotw they have been cheated of almost all the gold and
silver coin of this nation {1651], 1653 reprint, p. 83 (advocates revival of 3 Hy.
VIL, c. 8 one of the Statutes of Employment proper, applying to merchant-
strangers and requiring them to employ the money they receive through the sale
of foreign goods in the purchase of English merchandise). Cf. the article on
Violet in Palgrave’s Dictionary of political economy.

'E{,VMA‘MJ:W « «» Y643, pp. 30 ff.; ibid,, A true dis-
coverie . . ., 1653, pussim; ibid., Mysteries and secrets . . ., 1653, pp. 35 39,
et.; B¢ & dracone, 1668, p. 4; |Petyt] Britansia Languens {1680], in Mc-
MM&,M&MM«W@WM{E Hodges, The pres-
ent state of England, as to coin ond publick cherges, 1697, p. 105; [Pollexfen)
WM&#—MW&;MW@W P 48
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Steuart,'® there does not appear to have been any support of any
of the bullionist devices among the prominent eighteenth-century
writers.

Prohibitions vs. Duties.—The principal non-bullionist meas-
ures proposed by the mercantilists as means to secure a favorable
balance of trade consisted of : restraints on the importation of
foreign goods, especially manufactured goods and luxuries; en-
couragements to the export of English manufactured products;
restraints on the export of raw materials; encouragements to the
reexport trade; and restrictions on English industries which in-
terfered with other industries or with trades which, on mercan-
tilist or other grounds, were regarded as of greater importance.

Imports could be restricted either by the imposition of duties or
by absolute prohibitions. Both methods were used and advocated,
and many writers revealed no clear preference as between them.
But they were more different in appearance than in fact. When
writers asked for duties rather than prohibitions, they often
wanted duties high enough to be prohibitive of import, or nearly
so. When the government imposed prohibitions rather than duties,
it often granted to particular trading companies or individuals
special licenses to import. Many of the prohibitions were un-
doubtedly established primarily to obtain revenue by the sale of
licenses to import rather than to promote a favorable balance of
trade.’” Some writers expressed a preference for import duties
rather than prohibitions without stating their reasons, but prob-
ably because duties seemed less severe.?® Other writers recom-

® Principles of political econamy 1767, II, 320: “But when the balance turns
agmnstthemmtheregularmurseofbunmss notfromatemporary cause,
then he [ie, ‘the statesman’] may lay restraints upon the exportation of specie,
as a concomitant restriction, together with others, in order to diminish the
gemralmassofimpcﬂaﬁom,andthmbytosettlxbalanceem"ctxlso
[George Blewitt] An enguiry whether a gemeval practice of virtue iends to
the wealth or poverty of a people? 1728, p. 60,

i, Thomas Violet, Mysteries ond secrets, 1653, pp. 8-9: “But there are
govcmmentswhmharefortheynmeadnm:geofakvmen,pmmnngpro-
hibition of importation of several commodities but only by particular men, and
exportation of our mative commodities, but only by particular men, and only
for some ports, and at some seasons of the year.” Violet is not objecting here
to the restrictions, but to the special exemptions therefrom.

#E g, Petty, Trentise of tases [!ﬁﬁn}, Ecmmr Writings, Hull ed, 1, 6o.
Petty recommended finished

much exceeded the exports he would support absolute prohibitions.
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mended moderate duties rather than high duties or prohibitions,
because the latter were too severe and would lead to fraud,
whereas duties could be enforced and would at least produce
revenue.’® But other writers objected to the sacrifice of trade
interests to fiscal considerations,?® while Steuart suggested that
prohibitions could be more effectively enforced than duties if the
latter would have to be high.*

Some writers advised that restrictions on imports should not
be carried too far, lest they excite foreign retaliation against
English exports.?® Other writers replied, however, that there was
little or no danger of foreign retaliation. England exported neces-
saries and imported “toys,” and therefore had nothing to fear.?®
Other countries already restricted the imports of things they
could produce themselves; other things must be got somewhere,
and they would hurt themselves if they refused to buy them
where they could best be got. Most-favored-nation clauses in com-
mercial treaties, moreover, prevented them from discriminating
against England in their trade regulations.>* “No wise nation
takes from another what they can be without; and what they
cannot be without, they must take, prohibit what you please.”®

®Eg., “Polices to reduce this realme of Englande” [1540}, T.E.D., III,
332; Fortrey, Englands interest and improvement [1663], Hollander ed., p. 28;
[Sheridan] A discourse on the rise and power of parliaments [1677], Bannister
ed, pp. 210-11; Barbon, 4 discourse of trade [1690], Hollander ed., p. 37:
Arthur Dobbs, An essay on the trade and improvement of Ireland, 1729, p. 30.

® See infra, p. 69.

= Principles of political @conomy, 1767, 1, 338.

*E.g., Robinson, Englands safety; tn trades encrease, 1641, p. 9; Barbon, 4
discourse of trade [1690], Hollander ed., p. 37.

* [Hales] A discourse of the common weal [1581], Elizabeth Lamond ed.,
p- 67; anon., The present state of Ireland consider'd, 1730, p. 29 (the reference
here is to Ireland, however, and not England).

* [David Bindon] A letter from a merchant who has left off trade, 1738, p.
47. Mildmay, in another commection, claimed that countries carried out their
obligations under most-favored-nation treaties only when it suited their con-
venience. (The laws and policy of England, 1765, p. 78.)

*4On the neglect of trade and manufactures,” Scofs magasine, IL (1740),
476. Ci. also [Simon Clement] The interest of England, as it stands with relo-
tion {0 the trade of Ireland, considered, 1608, pp. 13-14: “And though this cau-
tion {ie., the danger of foreign retaliation] hath been often urged in discourses
of trade, yet I never knew one instance of any nations being piqued at another
to such a degree as to break off their commerce ; though I have known several
instances of such occasions given. Some prevailing regard, either to the benefit
of the customs, the profit of the merchants, or the like, is always had; so that
governments seem to be steered by this principle, that if they cannot vend in
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One argument made repeatedly by the opponents of the French
treaty of 1713 in support of treating Portuguese wines more
favorably than French wines was that the balance of trade was
more favorable with Portugal than with France, and that lighter
duties should be imposed on the imports of the former, either
because retaliation would therefore be more injurious to England
in the case of Portugal,®® or because Portugal’s capacity to buy
English goods would be reduced if England did not take her
wine 2

Those who urged restraints on the exportation of raw mate-
rials—especially wool-—almost invariably advocated prohibitions,
probably because on mercantilist grounds a stronger case could
be made for shutting-off access of foreigners to English raw
materials than for completely shutting-out foreign imports, with
the resultant danger of foreign retaliation, loss of shipping traffic,
and so forth. It was always assumed by advocates of export pro-
hibitions on raw materials that if foreigners could not take them
unmanufactured they would be forced to buy them in manu-
factured form, so that trade would gain instead of lose thereby*®
Tucker, consistently with his balance-of-labor doctrine, recom-
mended that taxes on exports should vary inversely with their
completeness of manufacture, even to the extent of absolute pro-
hibitions of export for raw materials, while the taxes on imports
should vary directly with their completeness of manufacture.®

There were few criticisms of the absolute prohibition of export
of raw materials, and especially wool, and these came chiefly from
spokesmen for the agricultural interest.® But the objection was
sometimes made that the Continental weavers were not as de-

get
‘Esqmmmmnm].addnxm.n,s-
®E.g., Joseph Massie, Woys and meons for raising the extraordinory sup-
plies, 1757, p. 27 (cited from Br. Suviramta, Theory of the balance of trade in
England, 1923, p. 30, note 1).
® The export of wool was first prohibited in 16¢7. Other commodities whose
export was prohibited were fuller’s ecarth, pipe clay, hides, lead, and knitting

mmachinery.

* Instructions iormltm 1757, PP 38-30.

®Cf., Reasons for o limited exporiation of wool, 1677, p. 4; Davenaut, HAn
raeay on the Egst-India irode [1697], Works, 1, 9B £ ,a-lmsm,am-'-
con vusticune-commerciale, 1747, pazrim. - -
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pendent on English wool as the advocates of the prohibition
claimed, and that the prohibition would not be effective, there-
fore, in preventing the development of a continental wool indus-
try. Sheridan also recommended *vast” duties on the export of
raw material, especially wool, with additional duties when attempt
was made to export without paying the tax, in preference to the
absolute prohibition then in force, infraction of which was a
felony punishable by death. If the penalty for violation were a
fine, instead of death, many would turn informers “who now out
of tenderness of men’s lives forbear the discovering this injurious
practice.”®! Petty asked whether when English clothiers could not
sell all the woolens that were already produced, it would not be
better to lessen sheep-raising and transfer the labor to tillage.
If additional corn was not needed, and there were no idle hands
and more wool than could be worked up, it would be proper to
permit the export of wool. But if the advantages of the Dutch
in making woolens exceeded those of the English by only a little,
so that it would be easy to turn the scale in favor of English
woolens, he favored the prohibition of export of wool.* Brewster
opposed the prohibition of the export of wool on the ground that
England had an oversupply of it.3® Henry Home urged that the
export of wool should be made subject to a moderate duty instead
of to an outright prohibition. The French had alternative sources
of supply, and absolute prohibitions stimulated smuggling. Free-
dom to export would result in an increased output of wool, and
therefore in lower prices to English woolen manufacturers. The
export could be prohibited at times of high prices, and thus
difficulties created for the foreign rivals of English woolen manu-
facturers at critical times when the raw material was scarce. The
revenue from export taxes on wool could be used to pay an
export bounty on wool cloth.® In general, Home favored the
restriction of the export of raw materials only when free export

%A discourse on the rise and power of parliaments [1677], Bannister ed,
Pp. 198-99.

* Treatise of taxes [1662], Economic Writings, Hull ed, 1, 59. Cf. also simi-
larly moderate views with respect to leather, but a much more extreme attitude
with respect to the export of wool, Jobn Cary, An essay ox the state of England,
in rdanoa fo its trade, xﬁgs, PD. 21, 37-40.

* New essays, 1703, p.
" Sketches oftluludaryofm, 1774, 1, 494 £,
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would not lead to increased output and therefore to a lower price
for English manufacturers.3®

Discriminatory Treatment of Domestic Industries.—The
argument for international specialization in industries is, of
course, the central point in free-trade doctrine. There were some
instances, however, of writers who were so anxious that England
specialize in some particular industry or industries that they pro-
ceeded to the length of a sort of inverted protectionism, and pro-
posed that other domestic industries which competed with the
ones they regarded as of special importance to England should
be suppressed or limited. As early as 1564 Cecil suggested that
it would be good for England to make and export less cloth, so
that corn should not have to be imported, because clothmakers
were harder to govern than farmers, and because so many were
employed in making cloth that labor had become scarce for other
occupations.®® One writer would have suppressed stagecoaches,
because they led to less drinking in inns, fewer privately-owned
horses, and other similarly objectionable consequences®” An
anonymous writer in 1691 opposed any attempt to set up a linen
industry in England, because it would interfere with the woolen
industry by causing an increase in spinning wages.®® Another
writer argued that:

. . . the woolen and silk manufacturers of this kingdom being the
staple of our trade, and the most considerable and essential part of
our wealth, . . . it is therefore the common interest of the whole
kingdom to discourage every other manufacture, whether foreign
or assumed [i.e., domestic?] so far as those manufactures are ruin-
ous to and inconsistent with the prosperity of the said British manu-
factures of wool and silk.3®

% Ibid., 1, 493. Home apparently failed to see that increased production for
export would not, of itself, lead to lower English prices.

»Memorandum by Cecil on the export trade in cloth and wool” 156471,
TED,II, 45 £,

® The ancient trades decayed, repaired agasn, 1678, pp. 26-27.

® The linen and wwoollen manufactory discoursed . . . [1691], in John Smith,
Chronicon rusticum-commerciale, 1, 383-88.

“Amfdatcvfthcqumbdmmtbemedwmdmamm,ad
the woollen and silk manufacture, 2d ed. x719,mhodmﬁm,p.4,‘l‘hlspzmphlet
was directed against the calico industry. In answer to it, Asgill
Wu’!hmrulmm“ﬂpleomodmes, ﬂntmhcouempmui
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Defoe approved of encouraging all manufactures that could be
set up in England, but “with this one exception only, namely,
that they do not interfere with, and tend to the prejudice of the
woolen manufacture, which is the main and essential manufacture
of England.”* Arthur Young argued that because agriculture
was more valuable to England than manufactures, no encourage-
ment should be given to the increase of manufactures until Eng-
land was completely cultivated, “it being proved that, until such
cultivation is complete, the generality of them [i.e., manufactures]
are a prejudice to the state, in that circumstance of not being
employed about the most important concern of it.””*!

Those who presented such arguments were usually, of course,
special advocates of some particular industry rather than dis-
interested students of the general welfare, but it is of interest
that they should have thought it possible to appeal to the public
by such reasoning. There was, in fact, some actual legislation
based on the principle of discouraging industries which interfered
with other industries regarded as of superior importance. Defoe
cited the prohibition of the cultivation of tobacco on the ground
that it would use land useful for raising wool,*? and alleged
(apparently without basis in fact) that the mining of inland coal
was not permitted in certain localities because it would injure
the shipping trade, as examples of actual measures based on this
principle. From 1699 to 1720 a series of acts was passed pro-
hibiting covering buttons with wool, or with silk or mohair
imported from other countries than Turkey, in order to promote
the English silk industry and the trade with Turkey, with which
country the balance of trade was favorable. Further examination
of the trade legislation would no doubt reveal additional measures
involving the deliberate discouragement of one English industry
in order to benefit another,

* I Daniel Defoe] An humble proposal to the people of England [1729), The

novels and miscellaneous works, 1841 ed., XVIII, s0.
[ Arthur Young] The farmer's letters to the people of England, 2d ed., 1768,

P 42.

“Ci.Anmprehibm»g the planting of tobacco in England, 1652: “Whereas
divers great quantities of tobacco have been of late years and now are planted
in divers parts of this nation, tending to the decay of husbandry and tillage,
the prejudice and hindrance of the English Plantations abroad, and of the trad-

ing, commerce, navigation, and shipping of this nation. . . . Be it enacted and
ww&uuwmmpetmwmw hut,ut.zrow,mﬂ:e,or
mmytohewmmﬁe!d,ﬂaceorplmm&mﬁmmhm
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The Reexport Trade.—To foster the reexport or entrepot
trade, and to win the carrying trade away from the Dutch without
opening the domestic market to foreign goods, free ports, draw-
backs, and bonded warehouses were generally approved by even
the extreme mercantilists,*® but some writers approved of the
prevailing restriction of drawbacks of import duties to com-
modities which could not be conveniently manufactured at home.*

A more important and radical proposal, however, was that all
import and export duties be abolished, and that there be substi-
tuted, both for fiscal and for trade regulatory purposes, internal
excises on the consumption of foreign manufactured products.
This would free the merchants engaged in reexport trade from
the inconveniences and expense of the drawback system, and thus
enable them to compete more effectively with their foreign rivals.*

 Mun, England’s treasure by forraign trade [1668], Ashley ed., p. 16, advocated
specially favorable customs treatment of the reexport trade. The establishment
of free ports was specifically recommended by B. W., Free ports, 1652 (not
available for examination); Maddison, Great Britains remembrancer [1640],
1655, pp. 37 ff.; Violet, Mysteries and secrets, 1653, pp. 22 ff.; [Sheridan] 4
discourse on the rise and power of parliaments [1677], Bamnister ed., p. 214;
[Petyt] Britannia languens [1680], McCulloch ed., Early English tracts on com-
merce, p. 359; Gee, The trade and navigation of Great Britain considered (1729},
1767, pp. 180 ff. Petty apparently opposed free ports, because they would facili-
tate evasion of duties on imports for consumption—A treatise of tares [1662], in
Economic Writings, Hull ed,, I, 61. Some steps toward the establishment of a
dmwbackandbondedwarehousesystanmuhenin&eseventemthcmwry
(e.g., 16 Car. I, cs. 25, 29, 31; 14 Car. II, cs. 11, 25, 27) and further extensions
were introduced in the eighteenth century, but England has never had any free

ports.

“ E.g. Mildmay, The lows and policy of England, 1765,

S Eg. [Petyt]l, Britannia langxens [1680], McCullor, ed., Early English
tracis on commerce, pp. 317, 497; Davenant, Reports to the commissioners
{x712/13], Works, V, 379; Dobbs, An essay on the trade and improvement of
Irelond, 1729, Part 11, pp. 30, 31: “Since all duties inwards, besides being dis-
advantageous to trade, are found to lie at last upon the consumer; and the
landedmteresgﬂwnchmdluxmwspaythemum,thenﬂﬁcm

venting the frauds in running them clandestinely, would be to take off all port
duties and place the taxes upon land, moveables and inland excises. . . . Where
the intention is to discourage the importation of foreign goods prejudicial to
the public, there to put high licenses and excises upon them in the retailers’ or
consumers’ hands; and if they are entirely prohibited, then to lay the penalty
upon the consumer or wherever found” Cf. also John Collins, 4 plea for the
bringing in of Irish cattel, 1680, p. 21, where the Dutch use of excises not levied
until the goods were sold for consumption is credited with being “the prime
cause of the greatness of the Dutch trade, wealth, and power at sea.”
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It would at the same time get rid of the customs duties imposed
oni English goods for fiscal reasons and inconsistently with mer-
cantilist doctrine.*® Walpole was sympathetic to such a policy, and
under his administration the customs system was overhauled in
the direction of freeing imports of raw materials from duty and
abolishing export taxes except on commodities such as lead, tin,
and leather, with respect to which it was supposed that the de-
pendence on English supplies would force the foreigner to bear
the tax. On several foreign commodities, also, import duties were
replaced by excises on domestic consumption. In 1733, Walpole
proposed to move farther in the same direction by substituting
internal excises for the import duties on tobacco and wine. In
support of his proposal, he pointed out that it would leave the
reexport trade in those commodities wholly free from taxation
and from the inconveniences and expense of the drawback sys-
tem.*" The proposal has not appeared objectionable to later com-
mentators, but Walpole’s political opponents, appealing to the
traditional connection of excises with the exercise of arbitrary
power by the government against the people, and stressing the
inconveniences which would result if, as alleged, acceptance of
this limited excise would quickly lead to its wide extension, suc-
ceeded in arousing violent opposition to the measure, and in
forcing its abandonment.

Export Bounties.**—In 1673, an export bounty was granted
on corn. It remained in effect, however, only for some five

* The mercantilists complained repeatedly against the duties laid on English
exports for fiscal reasons, and Misselden, in 1623, cited the Dutch as a model
to follow in this respect because in Holland “their own commodities [were]
eased of charge, the foreign imposed.”—The circle of comsmerce, p. 135. CL.
also Robinson, Englands safety; ¢ trades encrease, 1641, pp. 8-9; Violet, Mys-
teries and secrets, 1653, p. 14; Reynel, The true English interest, 1679, pp. 10-
11: “No customs, or very smali, should be paid for exportation of cur own
manufactures. It were better to advance the king’s revenue any other way than
by gaining custom on our own commodities, which hinders exportation, or to
encourage foreign commodities that we can make here, to advance the customs” ;
Mildmay, The lows and policy of England, 1765, p. 73: “It must give us the
utmeost concern to find several duties at our ports imposed to satisfy rather the
public exigency of our government, than to regulate the interest of our foreign
commerce.”

“ [Robert Walpole] 4 letter from o member of pariiament to his friends in
the country, concerning the duties on wine and tobacco, 1733, pp. 21 K.

“On the history of the export bounties on corn, see D. G. Barnes, 4 history
of the English corn laws, from 1660-1845, 1930. See also Jacob Viner's review
of this book, Journal of political economy, XXXVIII (1930), 710-12.
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years, but a new bounty was established by the famous corn
law of 1689, and continued in effect, except for temporary sus-
pensions, until 1814. Later, other export bounties were granted
on linen and silk manufactures, sailcloth, beef, salt pork, and
other commodities, and these were not repealed until the nine-
teenth century.

Until the second half of the eighteenth century the export
bounties do not appear to have aroused much comment, favorable
or unfavorable, in the contemporary literature, perhaps because
the circumstances were then such that they had little practical
importance. After 1750, however, there was considerable opposi-
tion to the corn bounties, especially in periods of short harvests,
and the poorer classes repeatedly engaged in violent rioting in
protest.

In so far as the export bounties stimulated the production and
export of the bounty-fed commodities, the mercantilist would of
course be predisposed to favor them, and on these simple grounds
John Houghton defended the first corn bounty;*® and later
writers,® not all of whom were frank partisans of the agricul-
tural interest, defended the later bounties. Henry Home supported
the export bounty on corn both on these grounds and on the
grounds that it had hurt French agriculture and therefore weak-
ened France in case of war. In the same spirit he recommended
a bounty on exports of manufactures to the colonies, “which by
underselling them in their own markets, would quash every at-
tempt to rivalship.”®!

The corn bounties were attacked on the grounds that by making
corn dearer in England they resulted in a raising of wages and
in the general cost of living, and thus impaired the capacity of
the English to compete with other countries in non-subsidized

® 4 collection of letters, 1681-83, 11, 182,

®E g, Gee, The trade and navigation of Great Britain considered [1729],
1767 ed., p. 245; [Charles Smith] Three tracts on the corn trade ond corn lavws,
ad ed., 1766, passim; [Mildmay] The lows and policy of England, 1763, pp.
56 ff.; [Arthur Young] The farmer's letters, 2d ed,, 1768, pp. 44 ., and Political
arithmetic, 1774, pp. 20 €. Cf. also The monufaciurer’s plea for the bounty on
corn ot exporiation, 1754, p. 6: “It canuot, I think, be denied that the real pro-
ceeds of every quarter of corn, 1 mean so many at least as the exporter would
be disabled from carrying to market without the aid of this bounty, add to the
public at least the exceeds of this bounty™ Also, ibid., p. 8.

® Skeiches of the history of man, 1774, 1, 491 .
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commodities, and especially manufactures.®® But some of the sup-
porters of the corn bounties denied that they had in fact made
the price of corn higher in England or lower abroad than it
would otherwise have been.®

Infant Industry Protection.—Modern writers usually credit
Alexander Hamilton or Friedrich List, or even John Stuart Mill,
with the first presentation of the “infant industry” argument for
protection to young industries. It is of much earlier origin, how-
ever, and is closely related both in principle and in its history to
the monopoly privileges granted to trading companies opening up
new and hazardous trades and to inventions (the “patents of
monopoly”). A complaint of 16435, that the circumstances which
originally justified the grant of trading monopolies were no
longer present, reveals the probable origin of the infant industry
argument for bounties or import duties:

Those immunities which were granted in the infancy of trade, to
incite people to the increase and improvement of it, are not so proper
for these times, when the trade is come to that height of perfection,
and that the mystery of it is so well known. . . 5*

Some early presentations of the argument for temporary pro-
tection or bounties to “infant industries” follow :

And that the linen and iron manufactures may be so encouraged
here by a public law, as that we may draw these trades solely to us,
which now foreign nations receive the benefit of, there ought in the
first place to be a tax or custom at deast of four shillings in the
pound put on all linen yarn, threads, tapes, and twines for cordage
that shall be imported into England, and three shillings in the pound
upon all linen cloths under four shillings the ell; and this law to
continue and be for seven years. And by virtue of this tax or im-
position, there will be such advantage given to the linen manufac-

® Ci. Brewster, New essays on trade, 1702, p. 54; Dobbs, An essoy on the
irade and smprovement of Irelawd, 1729, Part II, p. G4; Decker, An essay on
the causes of the decline of the foreign trade [1744], 1756, pp. 65 fF.; [Josiah
Tucker] The casuses of the dearmess of provisions assigned, 1766, p. 24, and
Considerations on the policy, commerce and circumstonces of the kingdom,

1771, p. 124.
* Malachy The wniversal dictionary of trade and commerce,
&E”QM“M"maMWdﬁnwwm

A discowrse . . . for the enlorgement and freedome of trade, 1643, p. 22,
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ture in its infancy, that thereby 1t will take deep rooting and get a
good foundation on a sudden. .

[1 am] fully convinced . that all wise nations are so fond of
encouraging manufactures in their infancy, that they not only burden
foreign manufactures of the like kind with high impositions, but
often totally condemn and prohibit the consumption of them. . . ¢

Upon the whole, premiums are only to be given to encourage
manufactures or other improvements in their infancy, to usher them
into the world, and to give an encouragement to begin a commerce
abroad; and if after their improvement they can’t push their own
way, by being wrought so cheap as to sell at par with others of the
same kind, it is in vain to force it.57

I have now, I think, shewn, Sir, that the linen manufacture . . .
is but in its infancy in Britain and Ireland; that therefore it is im-
possible for our people to sell so cheap, or to meet with such a ready
sale even here at home, as those who have had this manufacture
long established among them, and that for this reason, we cannot
propose to make any great or quick progress in this manufacture,
without some public encouragement.’s

. . it must be ridiculous to say to an infant manufacture, or while
it is in its progress toward maturity, you have no occasion for any
public encouragement, because as soon as you can make the quantities
and qualities wanted, and sell them as cheap as those who have been
long in possession of the manufacture, you will certainly find a vent
for all you can make.5®

All manufactures in their infancy require not only care, but con-
siderable expense, to nurse them up to a state of strength and vigor.
The original undertakers and proprietors are seldom able to lay down
at once the necessary sums; but are obliged to take time, struggle
with difficulties, and enlarge their bottoms by degrees.®

® Andrew Yarranton, England’'s improvement by sea ond lond {[1677], as
cited by Patrick Dove, “Account of Andrew Yarranton,” appended to his The
elements of political science, 1854, pp. 450-51.

" William Wood, 4 swrvey of trade, 1718, pp. 224-35.

¥ Arthur Dobbs, An eszay on the' ivade and improvement of Ireland, 1729,
Part II, p. 63. See also shid, pp. 62 &.

:MMM&& A letier from o merchant who has left off trade, 1738, p. 24.
-mwmdmmm Scoti magasine, XI (1749),
477. The infant-industry argument is to be found also in Stenart, Principles of
political wcomomy, 1267, 1, 303 €., 381, and in Josish Tucker, Insiructions for
sravellers, 1757, p. 33. Adam Smith deals with the argument somewhat over-
critically (W ealth of nalions, Cannan ed, 1, 422 i£.).
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Mercantilism and Protectionism.—It is not easy to make a
sharp distinction between mercantilism as commercial policy and
the modern doctrine of protection, for they differ more in their
distribution of emphasis than in their actual content. The modern
protectionist urges the importance of restricting the imports of
foreign goods of a kind which can be produced at home in order
that domestic production and employment may be fostered. He
does not stress as much as did the mercantilist, and he may refrain
from discussing, and may even reject, the balance-of-trade doc-
trine. Except in its more popular manifestations, modern pro-
tectionism does not lay special stress on the desirability of increas-
ing or maintaining the national stock of bullion. But most of the
arguments commonly used by modern protectionists were already
current in the mercantilist period. Even during the seventeenth
century, and frequently during the eighteenth century, tracts were
written which made no reference to the balance of trade or to
monetary considerations, and dealt only with the desirability of
protecting domestic industries in order to increase employment
and production.® Usually, however, the balance-of-trade argu-
ment was invoked to reinforce the employment-production argu-
ment for import restrictions. Few writers, apparently, saw any
possibility of conflict between these arguments. But the “balance-
of-employment” argument, when it asserts that the “balance of
work” is a better test than the balance of trade of whether trade
is beneficial or not, can be interpreted as a plea for the greater
importance of the protectionist than the monetary phases of mer-
cantilist doctrine, and one author condemned the East India Com-
pany because it brought in silks to be consumed in England in
place of English silks and woolens even if its activities did result
in more gold coming into England than it took out.®? There are
no important differences, also, between the legislative devices of
the mercantilist and those of modern protectionism. The chief
differences appear to be that: absolute prohibitions of import are
less common, and commercial treaties and tariff bargaining rela-
tively more important, now than then; export prohibitions have
almost completely disappeared; rates of duty are generally much

= The first use of the term “protection” in the modern sense that I have
noticed is in Asgill’s A brief answer 0 a brief state of the guestion, 1719, pp.
1o ff.

®A. N, BEnglond’s advocate, Europe’s monitor, 1699, p. 20.
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higher now than then (although a contrary impression is prev-
alent); and there has been a substitution for some of the old
arguments of new or partially new ones of comparable intellectual

quality.
1. THE CoLLAPSE OF MERCANTILIST DOCTRINE

The Self-regulating Mechanism of Specie Distribution.!—
After Hume and Smith had written, mercantilism was definitely
on the defensive and was wholly or largely rejected by the lead-
ing English economists. That their victory was as great as it was,
was due largely, of course, to the force of their reasoning and the
brilliance of their exposition, but it was due also in large part to
the fact that, even before they wrote, mercantilism as a body of
economic doctrine had already been disintegrating because of
dissension within the ranks of its adherents and attacks by earlier
critics. An important element in its collapse, especially in its
monetary phases, was the development of the theory of the self-
regulating mechanism of international specie distribution. The
most influential formulation of this theory in England® prior to
the nineteenth century was by Hume. But its most important con-
stituent elements had been stated long before Hume, and several
earlier writers had brought them together much as he did.

Stated briefly, the theory is that a country with a metallic cur-
rency will automatically get the amount of bullion it needs to
maintain its prices at such a level relative to the prices prevailing
abroad as to maintain an even balance between its exports and
imports. Should more money than this happen to come into that
country, its prices would rise relatively to those of other coun-
tries; its exports, consequently, would fall, and its imports in-
crease; the resultant adverse balance of payments would have to
be met in specie; and the excess of money would thus be drained

‘Ontb:smdAngeﬂ,ThetkmofntemMmes,lm chap.n

*In Richard Cantillon, Essai sur Ia nature du commerce en général, written
ca. 1730, but not published until 1755, the self-regulating tnechanism is clearly
and sbly expounded. See especially pp. 150-00 in the 1931 reprint, edited by
Henry Higgs. mmmmmmmﬂw;mmwmmw
French and English writers before its publication, I have found no evidence
Mmmﬁhmmm&msﬁwhmmwm
print before 1752, or that Hume was influenced, directly or indirectly, by




English Theories of Foreign Trade, before Adam Smith 75

off. If, on the other hand, a country’s monetary supply should
happen to fall below the amount necessary to maintain equilib-
rium, its prices would fall relative to those abroad, exports would
rise and imports fall, and the resultant favorable balance of pay-
ments would bring in an amount of specie from abroad sufficient
to restore equilibrium. For its formulation and its use as a basis
for repudiation of certain of the monetary phases of mercantilist
doctrine, five stages had to be achieved:

1. Recognition that net international balances of payments must
be paid in specie.

2. Recognition that the quantity of money is a determinant of
the level of prices.

3. Recognition that the volume of exports and the volume of
imports depend on the relative levels of prices at home and
abroad. °

4. Integration of the three preceding propositions into a coher-
ent theory of a self-regulating international distribution of
the money metal.

5. Realization that this theory destroyed the basis for the tra-
ditional concern about the adequacy of the amount of money
in circulation in a country, at least as a long-run matter.

The first proposition was an important element in the mercan-
tilist doctrine, and was universally accepted. A quantity theory of
the value of money, as has already been shown, was held by
many of the mercantilists, and there were few who rejected it
once they became aware of it. There remains to be examined only
the progress made toward attainment of the last three stages.
Vague statements suggestive of the existence of a self-regulating
mechanism of specie distribution but not specific as to its character
will be disregarded.®

Recognition that low prices were conducive to large exports and
high prices to large imports was fairly common even, in the early
mercantilist literature, but I have not been able to find any gen-

*One very early instance may be quoted: “But 1 say confidently you need not
fear this penury or scarceness of money; the intercourse of things being so
established throughout the whole world, that there is a perpetual circulation of
all that can be necessary to mankind. Thus your commeodities will ever find out

money.”—Sir Thomas More in the House of Commons, 1523, cited in White

Kma,AcaspkteMoryafEnylmd 1706, I, 55. Cf also the quotation
from John Houghton (1681), p. 49, supra.
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eralized statement setting forth the dependence of the trade
balance on the comparative level of prices until the end of the
seventeenth century. Malynes at one point approached surpris-
ingly close to a grasp of the self-regulating mechanism, especially
if one considers his general obtuseness and obscurantism. He
argues that if the manipulations of exchange dealers forced Eng-
lish currency below its mint par, coin would be exported, home
prices would consequently fall, and foreign commodities would
rise in price because of the increase of money abroad.* Had he
proceeded to consider the effect of these price changes on the
balance of trade and on the flow of specie, he would have pre-
sented a complete formulation of a full cycle of the self-regulating
mechanism. He proceeded, instead, to denunciation of the ex-
changers. Except for the development of the quantity theory of
money, I can find no real traces of further progress in this con-
nection until the last decade of the seventeenth century.®

Locke is sometimes credited, wrongly I believe, with having
come close to a satisfactory statement of the self-regulating
mechanism, although he did make some advance in that direction.
He states that a country in commercial relations with, and using
the same metal for currency as, the rest of the world requires
under given circumstances a certain (presumably minimum)
amount of money if a certain volume of trade is to be carried on
at all, or is to be carried on without loss:

That in a country, that hath open commerce with the rest of the
world, and uses money, made of the same materials with their
nenghbors any quantity of that money will not serve to drive any
quantity of trade; but there must be a certain proportion between
their money and trade The reason whereof is this, because to keep
your trade going without loss, your commodities amongst you must
keep an equal, or at least near the price of the same species of com-
modities in the neighboring countries ; which they cannot do, if your
money be far less than in other countries: for then either your com-
modities must be sold very cheap, or a great part of your trade must

* A treatise of the casker {1601}, T.E.D., 111, 302-93.

’Awmww(ﬂmyofmmap 14) as gquoted
by Malynes in 1622 from an unidentified contemporary author, does appear to
state with adequate clearness the dependence of specie movements on the rela-
mmdmammwm&ewdmm«d
money on its quantity. But the quotation is from the nenlightened Edward
Misselden (Free trade, 2d ed., 1622, p. 104) who by 2 low value of money means
abuhmatmofbu&mnthermmwmmmm
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stand still, there not being money enough in the country to pay for
them (in their shifting of hands) at that high price, which the plenty,
and consequently low value of money, makes them at in another
country. . . .8

He proceeds to illustrate by imagining that England loses half
its money, other things there and elsewhere remaining unaltered.
Either half the trade, employment, etc., would cease, or prices,
wages, rents would be cut in half. If the latter should result, do-
mestic commodities would be sold abroad cheap and foreign com-
modities would be bought dear, to the loss of the country,” and
labor might emigrate to where wages were high. Eventually, be-
cause of the relatively high foreign prices, foreign goods would
become scarce (i.e., imports would fall?). He says nothing as to
the necessary as distinguished from the possible and the desirable
relations between prices at home and abroad, and he gives not
even a hint that the departure from the initial and desirable situa-
tion will breed its own correctives, through its influence on price
levels, commodity balances, and specie flows.® All that Locke had
of the elements of the self-regulating mechanism was the quan-
tity theory of money, with even here the defect that at the critical
point he failed to make use of it and implied instead that a serious
maladjustment between prices and the quantity of money was as
likely to be corrected, presumably permanently, by a consequent
change in the volume of trade as by a change in prices.

In dealing with the factors determining the exchange rates,
Locke was much more penetrating. He explains the exchange rate
between two countries as due to: (1) “the overbalance of the
trade,” which, the context shows, means the balance of payments

'Smcmamofthciomgufmm {1601], Works, 1823 ed., V,

'Inmobmtatmolqy the “terms of trade” would be less favorable. Ibid.,
PP49-S°-

*Angell (op. cit., pp. 19-20) gives 2 much more favorsble interpretation of
wwmmm“ﬂummmumwaam
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resulting from past transactions; and (2) the relative plenty of
money (identified with liquid capital) which affects inversely the
opportunities for profitable investment of surplus funds, and
therefore determines to what country they will flow. He states
fairly clearly the limits beyond which exchange rates cannot move
without leading to specie flows.®

North, in 1691, presented a concise formulation of an auto-
matic and self-regulating mechanism, which provides a country
with the “‘determinate sum of specific money” required for carry-
ing on the trade of the nation.' It is not, however, the mechanism
described in the modern theory, and is not, explicitly at least, an
explanation of the international distribution of money** The
mechanism which he presents consists of an automatic ebb and
flow of money into and out of circulation according to the unex-
plained specific requirements of trade. When because of troubled
conditions money is hoarded, the mints coin more bullion, whose
source is not explained. When peace returns, money cames out of
the hoards, the mints cease to coin bullion, and the excess of
money is melted down “either to supply the home trades or for
transportation abroad. Thus the buckets work alternately; when
money is scarce, bullion is coined; when bullion is scarce, money

* Ibid., pp. 50-51. Locke explains both (1) the specie-import point (mint par
minus insurance between Holland and England minus additional cost of ship-
ment because of an assumed penalty on the exportation of bullion from Holland)
and (2) the point at which an English merchant having funds in one country
will decide to transfer them to another, which will be determined by the rela-
tive opportunities for profitable use in the two countries, the cost of trans-
mission, and the risk connected with investment in a foreign country.

Angell (op. cit,, p. 21) finds the first clear statement of the specie-point
mechanism in Clement (1696). The specie points must be clear to merchants
as soon as they actually engage in bullion and exchange transactions, and
Gresham gives an adequate statement of the specie-import point in 1558. Cf.
J. W. Burgon, The life and times of Sir Thomas Gresham, 1830, I, 485. Cf. also
Petty, Treatise of taxes [1662], Economic writings, Hull ed., I, 48: “As for
the natural measures of exchange, I say, that in times of peace, the greatest
exchange can be but the labor of carrying the money in specie, but where are
hazards [and] emergent uses for money more in ove place than anmother, etc.,
moﬁ:ﬁemoithmtruemh&n,thewdmewiﬁb:gowmd_bythm”
Cf. also, ibid., The political anatomy of Ireland {1691}, in Economic writings,
Hull od, I, 185-86: “Exchange can never be naturally more than the land
and water-carriage of money between the two kingdoms, mdﬂwmurmoi
the same upon the way, if the money be alike in both places”

* Discourses upon trade [1691], Hollander ed, pp. 35-36. 3

nCE Angell (op. cit, p. 17) for a slightly more favorable interpretation.
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is melted.” He fails to relate this process either to price move-
ments or to movements in the balance of trade.

Samuel Pratt, in 1696, urged that funds be voted to the king to
meet the expenses of his Continental armies and denied that the
consequent remittances to the Continent would drain England of
its silver by an argument which not only corrects the “sinews-of-
war” emphasis on money but, in spite of its compactness, is a
satisfactory statement of the self-regulating mechanism if, as
seems to me reasonable, “cheapness of silver” may be interpreted
as meaning high commodity prices :*?

Which uncoined silver will for the most part find its way back
again, because the carrying over so much every year will glut that
place to which 'tis carried so that silver will become cheap there, and
they must disgorge at the best market; which England, in all prob-
ability, will be. And the effect of that overbalance which foreigners
must, as cases now stand, get by us, cannot be carried out of the
naticn but in other commodities besides silver.!s

William Wood supposes that by accident forty-odd millions of
public money were to be found in specie under the ruins of White-
hall, and were paid out to the public creditors, and proceeds to
trace the consequences. Interest would fall; either the added bul-
lion would be hoarded or converted into plate, or else prices and
wages would rise and exports consequently fall. If the free export
of money were not pérmitteq, England, since it now had smaller
exports and high prices, would therefore now be worse off instead
of better, with the implication that if it were permitted money
would be exported in consequence of an unfavorable balance of
payments. From zwhich he concludes that a favorable balance of
trade is the only way to keep Bullion at home ™

In 1720, there appeared a remarkable essay of some thirty-odd
Pages by one Isaac Gervaise, apparently his only publication, in
which there is presented an elaborate and closely-reasoned exposi-
tion of the nature of international equilibrium and of the self-

* Heckscher regards this as too favorable an interpretation, on the ground
that Pratt was referring to the cheapness of silver solely in terms of other
coins, not of commodities in general. (Mercanislism, 1935, 11, 251, note.)

" [Samuel Pratt] The regulating silver coin, wmade practicable and egsie,
1606, p. 303. See also ibid., p. 104. Cf. also Hugh Chamberlain, 4 collection of
Some papers, 1696, p. 13: “when more can be got by our English commodities
d‘:ﬂbyw,mwinexportmy."

A swrvey of trade, 1718, pp. 335 ff.
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regulating mechanism whereby specie obtained its “natural” or
proper international distribution.!® In spite of the peculiarities of
terminology and the occasional obscurities of exposition by which
it is marred, the essay marks a great advance over earlier doc-
trine in this field. The brilliance of its contents, and its complete
oversight by other scholars, due presumably to its rarity, warrant
its being dealt with in some detail.

Gervaise starts out with the proposition that gold and silver,
which he calls “the grand real measure or denominator of the real
value of all things,” tend to be distributed internationally in pro-
portion to population, on the ground that only labor (i.e., the
product of labor) can attract specie. He proceeds immediately to
qualify this proposition in a manner which indicates that he be-
lieves that it is in proportion to national value productivity or
real income, and fo population only as that is an index of real
income, that specie tends to be distributed : -

Whenever 1 mention the quantity of inhabitants, I always suppose
that regard which ought to be had to the situation and disposition
of the different countries of the world ; the same quantity of inhabi-
tants not producing the same effect in all countries, according as
their dispositions differ. . . .2®

If a country should for a time have more than its proportion
of specie, this would break the balance between consumption and
production. Consumption would exceed production, the excess
being met by increased imports or decreased exports. An unfavor-
able balance of payments would result, which would continue until
the proper proportion was restored :

When a nation has attracted a greater proportion of the grand
denominator of the world than its proper share, and the cause of that
attraction ceases, that nation cannot retain the overplus of its proper
proportion of the grand denominator, because in that case the pro-
portion of poor and rich of that nation [ie., of producers and con-
sumers] is broken ; that is to say, the number of rich is too great, in
proportion to the poor, so as that nation cannot furnish unto the

®Isaac Gervaise, The systrm or theory of the trade of the world, 1720,
Gervaise was of French Huguenot birth, and was taken by his parents to
Ireland az & child, upon the revocation of the Edict of Nantes. He became an
Anglicm clevgyman and a friend of Bishop Berkeley. Cf A, C. Fraser, Life
and Ietters of George Berbdey, D.D., v871, 355, sote.

®0p. cit., pp. 4. CL alvo pp. 24-25, wikere it is made clear that this is a
correct interpretation of his reasoming,

g gs EIET 4 -
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world that share of labor which is proportioned to that part of the
grand denominator it possesses: in which case all the labor of the
poor will not balance the expense of the rich. So that there enters
in that nation more labor than goes out of it, to balance its want of
poor: and as the end of trade is the attracting gold and silver, all
that difference of labor is paid in gold and silver, until the denomi-
nator be lessened, in proportion to other nations; which also, and at
the same time, proportions the number of poor to that of rich.?

Gervaise then proceeds to consider the effects of “credit,” or
“that time which is allowed in trade.” “As all men one with the
other are equally subject to the same passions,” the ‘“‘denomina-
tors,” or currencies, of all the countries are increased in amount
by credit in equal proportions : “Credit increases the denominator,
and adds unto all things an increase of denomination of value
proportioned to the increase of the denominator by credit,” i.e.,
prices rise in proportion to the increase in currency through
credit.’® If a country should, however, add to its currency by
credit in more than due proportion, that increase of credit will act
on that nation as if it had drawn an equal sum from a gold or
silver mine. It will retain only its proportion of the increase; “so
that the rest thereof will in time be drawn off by the labor of
other nations, in gold or silver.” The mechanism whereby this
will be brought about is explained as follows: the increase in the
holdings of currency will lead the holders to increase their con-
sumption of goods; less goods will therefore be available for
export; the adverse trade balance will be met by an export of
specie. The reverse happens when a country decreases the amount
of credit below its due proportion; by a corresponding process
gold and silver will be drawn from abroad until its “denomina-
tor,” including “credit,” has recovered its proper proportion to
that of other countries.’® Gervaise concedes, however, another
temporary possibility : an even balance may be maintained in the
foreign trade even though there is increased consumption at home
through the surrender (whether for domestic consumption or for
export is not indicated) of the nation’s “‘store or capital of ex-
portable labor,” by which Gervaise apparently means that the
normal stocks of materials and finished goods may be allowed to
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run down. Baut once the available specie and stores of goods had
been exhausted, credit would have to be contracted until the “de-
nominator” was again in due proportion.®

A relative excess of the “denominator,” or of currency, on the
part of a particular country results, through its effect on the
trade balance, in a decline in the foreign exchange value of its
currency. If its excess of currency is great, so that coin becomes
scarce and the exchange value of its currency is low, foreigners
having claims for payment against that country in terms of its
currency try to reduce their losses by accepting payment in goods
and disposing of them abroad for specie. But this results in a rise
in the wages of its labor and therefore also (by implication) in
the prices of its commodities in terms of that country’s currency,
and the foreign creditors find that wages and prices abroad are
relatively lower, and must therefore dispose of these commedities
at a loss. They therefore “cease to credit this nation, by importing
into it no more labor than they are sure to export out of it.” In
the meanwhile, foreign manufacturers find that because of the
reduced value on the foreign exchanges of the currency of the
country which has expanded its currency they can afford to pay
a high price in its own currency for that country’s materials, until
the prices of those materials rise more than sufficiently to offset
the discount on the exchanges. At this point, where he seems to
be well embarked upon an explanation of the manner in which
equilibrium is established between a country with a depreciated
‘“credit” currency and a metallic standard outside world, Gervaise
unfortunately stops short.®

This summary of Gervaise’s analysis, which does not do full
justice to it, should nevertheless be sufficient to indicate how
striking an advance he had made toward a satisfactory exposition
of international equilibrium. Although Hume’s exposition was
superior in its freedom from obsolete terminology and much
clearer in its exposition, not until the nineteenth century was
there to be a match for the comprehensiveness of Gervaise’s ac-
count, with its specific provision for the necessity, under equilib-
rium, of balance between a country’s exports and its imports and
between its production and its consumption, and with its descrip-
tion of the role of wage rates and exchange rates in the mecha-

® Ibid., p. 13.

= Ibid., pp. 15-17.
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nism whereby a disturbed equilibrium is restored.?® Gervaise, in
fact, in approaching the problem from the income rather than
from the price angle, proceeded in a manner which many recent
writers have found more to their liking than that adopted by
Hume and predominantly followed by the classical school, and
in this sense was more “modern” than his successors of a century
or so later.

Prior, in 1730, expounds one-half of the self-regulating mecha-
nism unobjectionably. After pointing out that the East India
trade draws silver from Europe, and thereby creates a scarcity of
it in Europe, apparently in relation to both gold and commodities,
he says:

And if so much treasure shall flow for any considerable time in the
same channel, it ‘thay put an end to that trade: for such large re-
mittances in silver must in time make this metal plenty in those parts,
and as its quantity increases, its value will lessen; so that by degrees
silver may come to bear the same proportion to gold in the East
Indies as it does in Europe, and their commodities will rise in pro-
portion.®®

Jacob Vanderlint, in 1734, states the mechanism well, although
his exposition of it is so scattered through his book that it is not
possible to quote a compact statement of it. In the following

passage, he comes closest to a unified exposition of the mecha-
nism :

But no inconvenience can arise by an unrestrained trade, but very
great advantage ; since if the cash of the nation be decreased by it,
which prohibitions are designed to prevent, those nations that get
the cash will certainly find every thing advance in price, as the cash
increases among them. And if we, who part with the money, make
our plenty great enough to make labor sufficiently cheap, which is
always constituted of the price of victuals and drink, our manufac-
tures, and everything else, will soon become so moderate as to turn
thc.bal:meoftradeinourfzvor,mdﬂaerebyfctchthemoneyback
again,

Vanderlint does not approve of this automatic mechanism when

* He slso later (pp. 32-34) qualifies his conclusions with respect to the pro-
portions in which specie can be distributed in the case where there is inter-
nations! jending or tribute.

'Iﬁmﬁm}m”mmm 730, p. I13.

* Money susewers all things [1734], Hollander o, pp. 4849
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it operates to raise prices, and advocates the encouragement of the
use of gold and silver in the arts as a means of preventing a rise
of prices when the balance of trade is favorable.?®

When Hume published his Political Discourses, in 1752, there-
fore, all the essential elements of the theory of the self-regulating
mechanism were already available in previous literature, and
several fairly satisfactory attempts to bring them together into a
coherent theory had been made. Hume, however, stated the theory
with a degree of clarity, ability of exposition, emphasis on its
importance, and consistent incorporation with the remainder of
his economic views, which most of these earlier writers did not
even distantly approach.?® Since his account of the mechanism is
reexamined in a later chapter, attention need be called here only
to some particular phases of his analysis. He includes in the gen-
eral mechanism as an additional equilibrating factor the influence
of variations in the exchange rates on commodity trade,* a point
which apparently no one had hitherto brought directly into an
exposition of the larger mechanism of adjustment. He remarks
that the mechanism is not peculiar to international trade, but also
operates internally between the districts of a single country.?® He
does not quite follow out the consequences of his analysis to what
later exponents of it regard as its logical significance for long-run
policy, namely, lack of concern about the quantity of money in a
country; for without stating the qualifications which would pos-
sibly justify his position, he disapproves of paper money which is
not merely a certificate of deposit of an equivalent amount of
metallic money, because it drives hard money out of the country;*®
he concedes that for wars conducted on foreign soil, and in nego-
tiations with foreign nations, a country derives benefit from
an abundance of metallic money at home;® and he concedes

* Ibid., pp. 93-95. See swpra, p. 50.

® Political discourses [1752], in Essays, moral, political, and literary, 1875
ed, I, 330 £, )

* Ibid., p. 333, note.

* Ibid.,, 1, 334-35.

= Ibid, 1, 337 f£.; 1, 311 &, Cf, however, ibid,, 1, 339 .

*Ibid., 1, 337. Adam Smith found fault with Hume for having “gone a
little into the notion that public opulence consists in money,” presumably with
these passages in mind-—Leciures on jusiice, police, revenue, and ayms (given
about 1763), Cannan ed., 1806, p. 197. To Hunw's objection to paper money
that it drove out bullion, Heary Lloyd replied that “money cannot go ot of
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that an increasing amount of money acts as a stimulus to in-
dustry.®

After Hume, the self-regulating mechanism was much more
frequently and more clearly stated than before. Patrick Murray
(Lord Elibank) disapproves of paper money because, on quantity-
theory grounds, it results in a rise of prices, a check to exports,
and consequent depression, but:

These inconveniencies, when arising from a plenty of real money,
are fully compensated by the riches which occasioned them, and the
above stagnation of trade will last no longer than other states con-
tinue to undersell us, which cannot be very long; for the trade of any
state will be an inlet to riches, and money will flow in upon it till that
state be likewise full, and its entrance be stopped by the same reple-
tion ; from that state it will go to another, and so on, till it becomes
on a perfect level and equality throughout the whole.??

Harris presents an excellent statement of the self-regulating
meéchanism.®® Like Vanderlint, however, Harris is too much of a
mercantilist to accept with equanimity the consequences of the
mechanism when it results in an outward drain of money, and
recommends hoarding and conversion of bullion into plate as
means of withdrawing bullion from circulation when otherwise
an outward drain would ensue.® A good statement of the mecha-

nism, in this case free from any mercantilist qualification, is to be
found also in Whatley.®

a kingdom without receiving an equivalent, which is either consumed at home,
or resold with advantage.” An essay on the theory of money, 1771, p. 16.

®In this, as in some of his other economic essays, Hume was apparently
replying to arguments in Montesquieu's L’esprit des lois which he could not
accept. Hume had already stated the doctrine of the self-regulating mechanism
in much the same terms in a letter to Montesquieu, April 10, 1749, cited in
J. Y. T. Greig, The letters of David Hume, 1932, I, 136-37. In a letter of
Nov. 1, 1750, to James Oswald, who had apparently already seen a manuscript
of the essay and had raised objections against its thesis, Hume made a con-
cession along the Potter-John Law lines: “I agree with you, that the increase
of money, if not too sudden, naturally increases people and industry, and by
that means may retain itself; but if it do not produce such an increase, nothing
will retain it except hoarding.” (Jbid., I, 143.)

™ Essays, 1 on the public debt; 11. on paper-money, bonking, &c., 1755, p. 21.

“An essay upom momey and coins, Part 1 (1757), 90-93. Harris does not
mention Hume, but in his preface he states that the main part of his essay
hﬂg been written many years before.

.Ibld., Part 1, pp. 90, 100,

[Gec Whatley] Principles of Trode, 24 ed, 1774, note, pp. 15-16.

Benjamin Franklin helped in the preparation of this book, and the notes, which
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Vanderlint, Wood, and Harris, as has been shown, accepted the
automatic regulation of the amount of money in circulation, but
still retained the mercantilist preoccupation with the amount of
bullion in the country, as did Hume also to some extent. A few
mercantilists after Hume tried to find a basis for rejecting the
automatic mechanism, but with meager results. Wallace replies to
Hume that if the amount of paper money increases, trade will
increase. Making an unconscious substitution of “‘export trade”
for “trade,” he concludes: “And, as they don’t take paper in pay-
ment from foreign nations, if they are gainers by trade, they
must receive the balance in silver and gold.”*® Steuart rejects the
quantity theory of money, on the ground that prices depend on
the demand for, and supply of, commodities, and not on the quan-
tity of specie. He tries half-heartedly to meet Hume’s exposition
of the self-regulating mechanism by stressing the transitory ef-
fects, with reference to hoarding and the volume of production,
of the sudden change posited by Hume in the quantity of money.
The removal of four-fifths of the money in circulation would
annihilate both industry and the industrious. If as a result of the
lower prices (all of ?) the stock of English goods were to be
exported, it would mean the starvation of the English people.?”
If the quantity of money increases, on the other hand, hoarding
will prevent this increase from acting on prices. In any case “rea-
son and experience” refute the quantity theory.®® At one point he
suggests a self-regulating mechanism, whereby money goes into
hoards when in excess and comes out when there is scarcity, essen-
tially like North’s except that Steuart explains the movement of
specie into and out of hoards as governed by the possibility of
lending it at interest :

While there is found a sufficient quantity of money for carrying

are generally superior to the text, have especially been attributed to him. See
Jared Sparks, The works of Benjpmin Franklin, 1840, X, 148.

An interesting and able discussion of the effect on exchange rates and specic
flows of the credit operations of banks is to be found in “Considerations relating
to the late order of the two banks,” Scots magasgine, XXIV (1762), 39-41,
89-04. Its general argument is that the existing adverse exchange on London
was due to temporary circumstances amd should be corrected by borrowing in
London rather than by contraction of bank credit in Scotland.

* [Robert Wallace] Charocteristics of the present political siote of Great
Britain, xgs&m:n-;p.

& Principles of political aconomy, 1767, 1, 408 &, 515-36

®lbid, 1, 422.
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on reciprocal alienations, those money gatherers will not be able to
employ their stagnated wealth within the nation; but so soon as this
gathering has had the effect of diminishing the specie below the pro-
portion found necessary to carry on the circulation, it will begin to
be lent out, and so it will return to circulate for a time, until by the

operation of the same causes it will fall back again into its former
repositories.3?

Tucker, in the course of an attempt to refute Hume’s argu-
ment, follows Hume’s ambiguous terminology too closely, and in
consequence shifts unconsciously from a discussion of the effects
on trade of more money to the effects of more wealth, and pro-
ceeds to a discussion of whether a rich country can compete suc-
cessfully with a poor one,*® and Hume, in an unsatisfactory reply,
himself follows this shift in issues.*!

One of the mysteries of the history of economic thought is that
Adam Smith, although he was intimately acquainted with Hume
and with his writings, should have made no reference in the
W ealth of Nations to the self-regulating mechanism in terms of
price levels and trade balances, and should have been content with
an exposition of the international distribution of specie in the
already obsolete terms of the requirement by each country, with-
out specific reference to its relative price level, of a definite amount
of money to circulate trade. When a country has more money
than it needs to circulate its trade, the ‘‘channels of circulation”
will overflow, and the surplus money will be sent abroad “to seek
that profitable employment which it cannot find at home.”** What
adds to the mystery is that Smith had in his earlier Lectures pre-
sented approvingly a good summary of Hume’s analysis.*®

Scarcity of Money.—It was the constant complaint of the
mercantilists that England was suffering from “scarcity of
money,” and the main objective of the mercantilist proposals, at
least during the earlier period, was to relieve this scarcity. Many
modern writers accept these complaints at their face value, and
cte dubious historical facts as the cause of this scarcity, without

*Ibid., T, 1315,

® Four tracts on political and commercial subjects, 2d ed., 1774, pp. 34 1.

“In a letter of March 4, 1758, to Lord Kames: The letters of David Hume,
J. Y. T. Greig ed., 1932, 1, 143 #.

“Wealth of nations [1776], Cannan ed., 11, 277.

“ Lectures on justice, police, revenne and orms {given about 1763}, Cannan
ed, 1806, p. 1g7.
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either investigating what those who complained meant by
“scarcity of money” or analyzing the notion for themselves. The
mercantilists who voiced such complaints rarely made clear pre-
cisely what they had in mind. But where the context reveals what
they were thinking of, they meant by scarcity of money some one
or some combination of the following things: men not having
enough “money” to buy the things they wanted—i.e., general
poverty ; merchants not being able to sell their goods in adequate
volume—i.e,, “‘slack trade’”; merchants not having, or not being
able to borrow at moderate rates of interest, enough “money”
adequately to finance their operations—i.e., shortage of capital;
high interest rates—i.e., scarcity of capital; money of some de-
nominations scarce relative to other denominations—i.e., either a
mismanaged currency, or the ordinary condition of a bimetallic
currency whenever the market ratios of gold and silver diverge
from the mint ratios; low prices; prices too high for the existing
supply of money—an impossibility as a continuing phenomenon.

Even contemporary writers saw that these complaints rested
on confused or inadequate economic analysis and heaped ridicule
upon them. More criticized the notion of scarcity of money as
early as 1523;* Starkey makes one of the participants in his
dialogue deal disrespectfully with it; and Mun and Child, among
others, refused to take it seriously:

Lupset: “For, as touching wool and lead, tin, iron, silver and
gold, yea, and all things necessary for the life of man, in the abun-
dance whereof standeth very true riches, I think our country may be
compared with any other.”

Pole: “. . . All with one voice cry they lack money, . . . and it is
nothing like that all should complain without a cause.”

Lupset: “. . . Men so esteem riches and money, that if they had
thereof mever so great abundance and plenty, yet they would com-
plain. . . .)"¥

And first concerning the evil or want of silver, I think it hath
been, and is a general disease of all nations, and so will continue
until the end of the world; for poor and rich complain they never
have enough; but it seemeth the malady is grown mortal here with
us, and therefore it cries out for remedy. Well, I hope it is but im-

“ See supra, p. 75
“Thomas Starkey, England in the reign of King Hewry the Eighth {ca.
1538}, 1871, py. 88-00.
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agination maketh us sick, when all our parts be sound and strong
)

. . . money seems to vulgar observers most plentiful when there
is least occasion for it; and on the contrary, more scarce, as the oc-
casions for the employment thereof are more numerous and advan-
tageous; . . . from the same reason it is, that a high rate of usury
makes money seem scarce. . . .47

I can say in truth, upon my own memory, that men did complain
as much of the scarcity of money ever since I knew the world as
they do now ; nay, the very same persons that now complain of this,
and commend that time ¥

The common confusion between money and what could be
bought with money or was valued in terms of money, which was
usually the explanation of complaints of scarcity of money, was
pointed out by North*® and by the author of Considerations on
the East-India Trade™ At least two writers before Hume ex-
plained the process of saving, to show that it need not consist
merely of the piling-up of a stock of actual money.®! As has al-

# T[homas] M[un], 4 discourse of irade, from England unto the East-Indies
[1621), 1930 reprint, p. 46.

 Josiah Child, Discourse about trade, 1690, p. 152.

“ Ibid,, preface. See also North, Discourses upon trade [1601], Hollander ed.,
p. 36; Harris, An essay upon money and coins, Part 1 (1757), 93-94. Another
wiiter, in 1710, said that explanation of the decline in trade as due to scarcity
of money was “a vulgar error,” and that the real cause was not a decrease in
its quantity but a decrease in its circulation owing to unfavorable prospects.
(A vindication of the faults om both sides [1710] in Somers’ tracts, 2d ed.,
XIII (1815), 6-7.)

“ North, op. cit., pp. 24 fI.

® Early Englisk tracts on commerce [1701], McCulloch ed., p. 558.

® Barbon, A discourse of trade [1690], Hollander ed., p, 30; Joseph Massie,
An essay om the governing couses of the natural rate of interest [1750}, Hol-
lander ed, 1912, passim; Hume, Political discowrses [1753), in Essays moral,
political, and Uiterary, 1875, 1, 320 ff. Ci. also Davenant, Discowrses on publick
revenses [1698}, Works, 11, 106.

The ing guotation illustrates an intermediate stage in the evolution of
mmummdmmmammd
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ready been shown, arguments for the need of more money for the
building-up of a state treasure had become wholly academic after
Henry VIII squandered his inheritance, and played little part in
later mercantilist discussion. The advocates of paper money and
of credit banking helped to undermine the prestige of the precious
metals, especially when they claimed that credit and paper money
could perform all the functions of metallic money. These con-
siderations, combined with the development of the doctrine of an
automatic regulation of monetary supplies, left the monetary doc-
trines of the mercantilists in a sad state of disrepair, and pre-
pared the way for their definitive exposure by Hume and Smith.

Thrift.">—The prevailing glorification of thrift and the accept-
ance of the accumulation of wealth as the end of production
operated in a twofold way to strengthen the hold of the mercan-
tilist doctrines on public opinion. On the one hand, identification
of the saving process with the accumulation of the precious
metals made acquisition of a greater supply of themi the positive
side of thrift. The stress on frugality, on the other hand, helped
to create a prejudice against imports, which then consisted largely
of luxuries. But the force of these considerations was weakened
by counter-arguments justifying consumption of luxuries, either
for their own sake, on the ground that the end of economic activ-
ity was neither production, nor the accumulation of wealth, but
consumption, or enjoyment of the good things of life;® or as a

improving and increasing their treasure by purchasing lands, lending at
interest, and employing it in trade, but how oft soever these ways of culti-
vation are iterated, still the acquiring of treasure is proposed as the
ultimate end. (A vindication of the feults om both sides. . . . [1710] in
Somers’ Tracts, 2d ed., 1815, X111, 5-6.)

Locke had argued that it was only the existence of money which created
any incentive for the accumulation of physical capital, since without the possi-
bility of exchanging physical goods for something not perishable and which
could be hoarded men would have no motive to acquire possession of land,
amgemmmtaamudmﬁmymﬂdﬂmdvummm
{Two treatises of civil government [1600], in Works, 1823 od., V, 365-66.)

‘Ci.mﬁnssectmn,E.A.] Iﬁm‘ﬂm@aymandmnmm'
the mertantilist view,” Quarterly journal of economicy, XLVI (1932), 708-19.

R Eg. {Starkey], England in the reign of King Hm&c&yﬁth fea. 1338],
1878, p. 81; Potter, Key of wenlth, 1650, p. 17: “To have a plentiful share of
outward comforts, though dear, is an advantage above that of enjoying a less
proportion thereof, though never so cheap, as mmch every whit as the end is
more excellent than that means, which without such end serveth to no purpose
at all”; Barbon, A discourse of trade {1600], Hollander ed, p. 22; }melyn,
Aamamy&bﬂiwn 1718, pp. 17-18: the East India Company, in
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stimulus to productive activity, whether because free spending
quickens trade and circulation,™ or because the prospect of enjoy-
ment is an incentive to labor and to risk-taking.%®

Laissez-Faire and Free Trade.—The antecedents of Smith’s
laissez-faire and free-trade views are probably rightly to be sought
mainly in the philosophic literature, and perhaps also in the writ-
ings of the physiocrats, rather than in the earlier English eco-
nomic literature. Hume, no doubt, was an important influence on
Adam Smith. But Hume was primarily a philosopher, rather than
an economist, and although he must have helped Smith to develop

return for bullion, brings in commodities “both to adorn and entertain our
ladies. Are not these riches? ... The produce of the East-Indies enriches
Europe . . . more than all the bulhon, which comes from the West”; Some
considerations on the nature and importance of the East-India trade, 1728 p.71:
“Providence in its infinite goodness designed to make life as easy and as
pleasurable to mankind as possible, and gave us reason to find out arts, and to
make them subservient to our delight and happiness”; Lindsay, The interest of
Scotland considered, 1733, p. 63; Vanderlint, Money answers all things [1734],
Hollander ed., p. 134: “For trade terminates ultimately in the consumption of
things, to which end alone trade is carried on.” Cf. Thomas Fuller, The holy
state, and the profane state [1642], Nicholas ed., 1841, p. 109: “God is not so
hard a Master, but that He alloweth His servants sauce (besides hunger) to eat
with their meat.” Cf., however, Steuart, Principles of political aconomy, 1767,
I, 25: “The duty and business of man is not to feed; he is fed in order to do
his duty, and to become useful.”

“E.g., Houghton, Collection of letters, 1681-83, 1, 52; Barbon, A discourse
of trade [1690], Hollander ed., p. 32; Child, A discourse about trade, 1690,

pp. 72 ff.; Tazxes no charge, 1690, pp. 11 ff.; Vanderlint, Money answers all
thmgs [1734], Hollander ed, p. 29. Sir Wlll:am Temple claimed that the
argument that extravagance was advantageous was erroneous, even when the
spending was confined to domestic goods, because it reduced the amount of
goods available for export, and cited the frugality of the Dutch as a model for
the English to follow.—Observations upon the United Provinces of the Nether-
lands [1668], Works, 1754, 1, 132. But Davenant, Discourses on publick vevenues
[1608]1, Works, I, 300-91, and Mandeville, Fable of the bees [1714], Kaye ed.,
I, 186, later claimed that the Dutch were frugal through necessity rather than
ice.

® North, Discourses upon trade [1601], Hollander ed., p. 27; Davenant,
loc. ut Mandeville, loc. cit.; Vanderlint, loc. cit.; 'Impart:al essay concerning
the aatnrc and use of specie and paper-credit in any country,” Scois magoezimne,
XXIV (1762), 134; Harris, An essay wpon money and coins, Part 1 (1757),
30: “The word hursury hath usually annexed to it a kind of opprobrious idea;
butsafaras:tencouragcsd:earts,whetsthexmermonso{men,and finds
employments for more of our own people, its influence is benign, and beneficial
to the whole society.” CL also B-I-, M.D. [Wdham Temple of Trowbridge],
A vindication of cammerce and the arts [1758], in McCulloch ed., Scarce and
waluable tracts on commerce, 1859, pp. 551 ff. Arthur Young, Political arithmetic,
!ﬁmﬂﬁﬁwﬁmmy,hmmhamsamwagmm
4
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his free-trade views, he remained a moderate protectionist him-
self. But if Adam Smith had carefully surveyed the earlier Eng-
lish economic literature, including, however, tracts apparently
always obscure and already scarce by his time, he would have
been able to find very nearly all the materials which he actually
used in his attack on the protectionist aspects of the mercantilist
doctrine. He would, however, have found them scattered, often
imbedded in crudely mercantilist analysis, and often consisting
only of stray and vague anticipations of later doctrine of whose
full significance their authors showed little or no awareness. Cau-
tion is necessary lest more be read into such passages than was
really intended by their authors, and there has been great exag-
geration of the extent to which free-trade views already prevailed
in the English literature before Adam Smith. North, Paterson,
the author of Considerations on the East-India trade (1701),
Isaac Gervaise, and Whatley are the only writers prior to Adam
Smith whom I have found who seem really to have been free
traders.®® But certain elements of doctrine tending to lead to
free-trade views were fairly widely prevalent before the publica-
tion of the Wealth of Nations. Some of these have already been
discussed, for the mercantilist doctrines with respect to the im-
portance of money and of a favorable balance of trade were incon-
sistent with the principles upon which a free-trade argument could
be based, and their refutation was a necessary preliminary to suc-
cessful formulation of a free-trade doctrine. The formulation of
the quantity theory of money and the criticisms and qualifications
of the balance-of-trade doctrine prepared the way, therefore, for
the emergence of a comprehensive free-trade doctrine. There
were other ideas, more immediately related to Adam Smith’s
argument for free trade, which had attained some degree of
currency before he wrote.

There was general agreement that the profit motive was the
controlling factor in economic behavior, especially of merchants:
“No man in England never secketh for no common weal, but all
and every for his single weal” ;* “For merchants travail for gain

* Perhaps also Jocelyn, who would lay “as few taxes and prohibitions as
possibly can be upon any export or import in trade” (An sy on money &
bullion, 1718, p. 30.)

* {Clement Armstrong] A treatise concerning the staple {ce. 1330}, in Pasli,

op. cit., p. 42.
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and when gain ceaseth they travail no more” ;% “Every man will
sell his wares at the highest price he may”;*® “And where it is
said that he is a merchant, and that he ought to have the sea
open and free for him, and that trades of merchants and mer-
chandise are necessary to export the surplus of our commodities,
and then to import other necessaries, and so is favorably to be
respected, as to that it is well known that the end of every private
merchant is not the common good, but his particular profit, which
is only the means which induceth him to trade and traffic” ;%
“Every man almost is taken with the attention to profit. Love
doth much, but money doth all” ;%! “Men in trade, more especially
than the rest of mankind, are bound by their interest; gain is the
end of commerce” ;* “I am afraid there are but few men in any
country who ‘will prefer the public good to their private interest,
when they happen to be inconsistent with one another.”®

The concept of the “economic man,” instead of being, as is
often alleged, an invention of the nineteenth-century classical
school, was an important element in the mercantilist doctrine. Be-
tween the attitudes of the two schools toward the “economic
man,” if the extreme positions of both may be taken for purposes
of contrast, there was this important difference, however, that
the classical economists argued that men in pursuing their selfish
interests were at the same time, by a providential harmony of
interests, either rendering the best service of which they were
capable to the common good or at least rendering better service
than if their activities were closely regulated by government,
whereas the mercantilists deplored the selfishness of the mer-
chant and insisted that to prevent it from ruining the nation it was
necessary to subject it to rigorous control. When Malynes made
the title of one of his tracts read The center of the circle of com-
merce, or, a refutation of a treatise, intituled the circle of com-
merce, he did so in order to emphasize his thesis that “gain” was

* John Hales, “On the unwisdom of a new imposition on cloth” [1550],
TED, 1, 224

* “Polices to reduce this realme . . .” [1540], T.E.D., II1, 317.

® Fleming, J., “The case of impositions” [1606], in Howell ed., 4 complete
collection of state trials, 11 (1809), 390.

“Robert Keale, The trade’s increase {1615}, in Horleion miscellony, III
(1809), 307.

* [Defoe?] An essay supon loans, 1710, p. 14.

* David Bindon, £ letter from o merchant who has left off trade, 1738, p. 12.
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the “center” or objective of those engaged in economic activities,
and that the only way to prevent merchants from bringing ruin
to the commonwealth by their selfish pursuit of gain was to elimi-
nate by restrictions or penalties the profitability to individuals of
certain types of transactions which were opposed to the common
interest.®* In extreme cases this attitude tended to lead to whole-
sale denunciation of the merchant,®® and the belief that mer-
chants were governed only by self-interest underlay the funda-
mental mercantilist doctrine of the need for state regulation of
commerce. As Fortrey put it, “the public profits should be in a
single power to direct, whose interest is only the benefit of the
whole,” i.e., the statesman.®

There was nobody to deny that merchants were governed only
or predominantly by self-interest, but some spokesmen for the
merchants replied that so were the other classes, and asked the
old question : quis custodiet custodes? or “warned that those who
counseled interference by government with the operations of mer-
chants, especially if they were merchants themselves, probably had
some private ax to grind. There follow a few citations illustrating
these points of view:

And in general all those who are lazy, and do not, or are not
active enough, and cannot look out, to vent the product of their
estates, or to trade with it themselves, would have all traders forced
by laws, to bring home to them sufficient prices, whether they gain
or lose by it.%7

There is hardly a commerce, but the dealers in it will affirm, we

% See pp. 51, 139, of this tract.
® Cf. the scathing indictment of the merchant by James I, in the course of an
exposition of the duties of a monarch:

The merchants think the whole commonweal ordained for making them
up; and accounting it their lawful gain and trade, to enrich themselves
upon the loss of all the rest of the people, they transport from us things
necessary, bringing back sometimes umnecessary things, and at other times
nothing at all. They buy for us the worst wares, and sefl them at the dear-
est prices; and albeit the victuals fall or rise of their prices according to
the abundance or scantiness thereof, yet the prices of their wares ever rise,
but never fall, being as constant in that their evil custom as if it were a
settled law for them. They are also the special cause of the corruption of
ﬁgmmmzﬂmommdmmmmm
price they please to set on it. . . . (Basilikon doron, in The workes of .
James, 1616, p. 163.)

® Englands interest and improvement [1663], Hollander ed., p. 13.

* North, Discourses upon trade [1691], Hollander ed,, p. 12.
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lose by all the rest; and yet it is evident that in time of peace the
kingdom gets by trade in general.®

. . . most of the laws that have been made relating to trade, since
the Act of Navigation, may be presumed were calculated rather for

particular interests than public good ; more to advance some trades-
men than the trade of the nation.%®

. . . only to manage a little conceit or selfish intrigue, to encourage
and procure a monopoly, exclusion, pre-emption, and restraints or
prohibitions; . . . to restrain, prohibit, and disjoin, not {only] the
industry of His Majesty’s subjects with other nations, but even
with and respect to one another. They will find that all these and
many more pretended encouragements are so far from the things
they are called, that they are not only intrigues to make private ad-
vantage from the ruin of the public, and arise from the mistaken
notions and conceits of unthinking men, who neither have temper
nor allow themselves time or opportunity to consider things as they
are,~—but only take them as they seem to be,—a sort of presumptu-
ous meddlers, who are continually apt to confound effects with
causes, and causes with effects,—and not to measure the trade, or
improvement of house, family, or country, and even that of the
universe, by the nature and extent of the thing, but only by their own
narrow and mistaken and mein conceptions thereof. . . .

Most of the statutes . . . for regulating, directing, or restraining
of trade have, we think, been either political blunders, or jobs ob-
tained by artful men, for private advantage, under pretense of public
good.™

Conflicting counsel was offered as to how to solve this familiar
dilerama of public administration, namely, how to regulate in the
public interest the selfish activities of individuals while averting
the danger lest the regulations themselves be the product of advice
or pressure from interested groups. The problem was made to
appear even more serious by the general agreement among mer-
chants of all shades of opinion that politicians and landed gentle-
men were not competent to regulate trade on the basis of their
own judgment. To the solution offered by some that the states-

= Duvenant, Discowrses on publick revennes [1698), Works, 1, 146.

® Pollexfen, A discowrse of trade, coyn, and paper credit, 1697, p. 149.

* William Paterson, “A proposal to plant a colony in Darien” [ms. 1yo01], in
Bassiistor v3., The switings of Williom Paterson, 1, 133-34.

" {Goorge Whatiey) Principles of trade, ad ed., 1774, p. 33, note.
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man should take the advice of the merchant,™ others replied that
the merchant was a bad councilor because he always had private
interests to serve. Child advised that neither merchants, shop-
keepers, nor manufacturers should be accepted as guides until
they had become rich, retired from trade, and “by the purchase of
lands, become of the same common interest with most of their
countrymen.”™ But this was an argument to suit the occasion of
the moment, and intended to discredit particular types of pro-
posals by merchants which Jid not fit in with his own commercial
ambitions. Child had no high opinion of the sort of regulation of
trade which would result from the unaided wisdom of the land-
owner. To a subordinate in the East India Company, who had
objected against certain instructions that they seemed to be in
violation of the law, Child is reported to have replied:

that he expected his orders were to be his rules, and not the laws of
England, which were a heap of nonsense, compiled by a few ignor-
ant country gentlemen, who hardly knew how to make laws for the
good government of their own private families, much less for the
regulating of companies and foreign commerce.™

The general effect of this common discrediting of all advice ex-
cept such as emanated from one’s self must have been to weaken
confidence in the possibility of obtaining sound and disinterested
advice as to the regulation of trade from any source.

Tending further to weaken confidence in the possibility of the
beneficial regulation of trade by government was the frequently
repeated argument that such regulation went counter to human
nature, and could not succeed as against the power of the profit
motive.”™ Some representative instances follow :

“E.g., Lewes Roberts, Treaswre of trafike [1643], McCulloch ed., Early
English tracts on commerce, p. $8: “So when a country is properly seated for
mmwmmwmmmm@mm

the price of cheese and butter, on the ground that it was attempting the impos-
sible: “Namwmhnhumckmafwmerm and never
shall her to consent that a pemyy-worth of new shall be sold for
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. . the trade cf the world will not be forced, but will find or
make its own way free to all appearance of profit. . . .78

. if the matter in England, is so prepared for an abatement of
interest, that it can not be long obstructed, as he [ie., “L.C.,” the
author of an unnamed contemporary tract—probably Josiah Child]
saith it is, we need no law for stating it, for nature will have its
course with us, as well as in other countries, and he cannot instance,
in any country, where by a law, interest is set under 6 per cent and
nature is best let alone unforced.”

To pretend after this, that parties shall govern mankind against
their gain, is to philosophize wisely upon what may be, and what
would be politic to bring to pass; but what no man can say was ever
put in practice to any perfection; or can be so by the common prin-
ciples that govern mankind in the world. . . . That tradesmen should
cease to seek gain and usurers to love large interests; that men that
have gain’d money should leave off desiring to get more; and that
zeal to a party should prevail over zeal to their families; that men
should forfeit their interest for their humor, and serve their politics
at the price of their interest. . . . No, no, it is not to be done; the
stream of desire after gain runs too strong in mankind, to bring any
thing of that kind to perfection in this age. The thing is so imprac-
ticable in its nature, that it seems a token of great ignorance in the
humor of the age to suggest it; and a man would be tempted to
think those people that do suggest it, do not themselves believe what
they say about it.”™

There is nothing weaker, than pretending to offer particular rules
how a country may thrive by foreign traffic. Trade must be suffered
to take its own course, and will find its own channel.™

. . » unless our own manufactures are as good of their kinds,
and as low in their prices as the same goods of other nations are,
they will not sell either abroad or at home. Trade cannot be forced,
but manufactuse may be improved.®

™ “Advice of His Majesty's Council of Trade, concerning the exportation of
gold and silver . . .” [1660], in McCulloch ed., Tracts on money, pp. 148-49.
The argument is made here to support a recommendation that the exportation
of bullion and foreign coin be permitted without restriction.

¥ Intevest of money mistaken, 1668, p. 10.

® [Defoc] An essay upon loans, 1710, pp. 15-17. This is in answer to a
ﬂﬂeﬂt&atxfthegomnmd:duotmxtspohqﬁmmomyedmm
would, on party grounds, refuse to lend to it. :

™ Davepant, Report to the commissioners for stating the publick accounis
I!7Izl Works, V, 432.

Lmb:y T&:mof&otludcmtd 1733, preface, p. il
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The objections so far considered against government regula-
tion, in the public interest, of the selfish activities of the merchant
rested on the incompetence of the regulators, or the unavailability
of unbiased advisers, or the inability of government to cope with
the strength of the profit motive.’! A few writers, however, an-
ticipated Adam Smith more or less clearly in formulating his
fundamental principle that man in pursuing his own ends was at
the same time usually serving the general good, and that unregu-
lated trade was therefore desirable, not merely because it was the
lesser of two evils, but because it was positively the servant of
the public welfare.®? The idea of the natural harmony of interests
appears already to be present in the following passage from Mis-
selden:

And is it not lawful for merchants to seek their Privatum Com-
modum in the exercise of their calling? Is not gain the end of trade?
Is not the public involved in the private, and the private-in the pub-
lic? What else makes a common wealth, but the private-wealth, if I
may say so, of the members thereof in the exercise of commerce
amongst themselves, and with foreign nations 3

”'Cf Vanderlint, Money enswers all things [1734], Hollander ed, p. 58:

. Tam eutu'ely for preventing the importation of all foreign eommodmes,
asmucha.spossxble but not by acts of parliament, which never can do any
good to trade; but by raising such goods ourselves, so cheap as to make it
impossible for other nations to find their account in bringing them to us. . . .”
®Few traces are to be found in the literature of the period of the inter-
mediate doctrine, which concedes that self-interest is a powerful force for good,
and should not be reviled or crushed, but maintains that it is also capable of
doing harm to the commonwealth, and therefore needs to be watched and
rqnlawd.ltxsperlupsmplmdmﬂaearg\mmofm the moderat
mercantilists, and may be what Petty had in mind in the following passage:
"Wemustconsxdermgenerzl,thmaswherphysimns not excessively
with their patients, rather observing and complying with the motions of nature
than contradicting it with vehement adwministrations of their own, so in politics
andmommdwsmmmheused,meﬂwme:ﬂMW&cﬁm
recurrit” (Treatise of tazes [1662], Economic writings, I, 60.) Tucker gives
apresmmtoxtatonepomt,alﬂmnghdsewhereheapsmﬂxmtn&ctory
doetrme. In hs Eleumm of comrce, 1755, he asserts that seli-love is an

=X
o

Mdabm&apommdmmmwmmwlhnm“m
[Naﬁumei Forster] An énguiry into the couses of the presems
provisions, 1767, pp. 17-22. The relevant passages are too long for quotation,
N%m&eamofﬂ:mmwemdm&emydﬂtm-
faire i

® The circle of commerce, 1623, p. 17,
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North states it clearly: “That there can be no trade unprofitable
to the public; for if any prove so, men leave it off ; and wherever
the traders thrive, the public, of which they are a part, thrives
also.”’® It is implied in a tract attributed to Child: “. . . trade is
a free agent, and must not be limited or bounded; if it be so in
any nation, it will never prosper.”’®® Davenant subscribed to it,
although not- wholly unqualifiedly :

Trade is in its nature free, finds its own channel and best directeth
its own course; and all laws to give it rules and directions, and to
limit and circumscribe it, may serve the particular ends of private
men, but are seldom advantageous to the public.8¢

More important, in preparing the way for Adam Smith, was
Mandeville’s more elaborate reasoning in support of individualism
and laissez faire, resting on his famous argument that “private
vices” such as “avarice” and luxury were “public benefits.”®" In
Hume’s economic writings the laissez-faire doctrine is to be found
only by implication if at all. Tucker, although in the field of
foreign trade policy he continued to be a protectionist of a some-
what extreme type, at one point vigorously asserted the identity
of private and public interests and drew laissez-faire conclusions
therefrom :

For let the legislature but take care not to make bad laws, and then
as to good ones, they will make themselves: that is, the self-love and
self-interest of each individual will prompt him to seek such ways
of gain, trades, and occupations of life, as by serving himself, will
promote the public welfare at the same time. The only thing neces-
sary to be done by positive institutions is, to enforce the observance
of voluntary contracts by legal penalties speedily levied. . . .

Indeed, it must be acknowledged with gratitude and pleasure that
the legislature of late years hath enacted many excellent laws which

"chouru: supon trade [1691], Hollander ed., p. 13. Cf. also ibid., p. 37:
. 1o people ever yet grew rich by policies; butntxsmce,mdmtryand
freedomtbatbrmgsuademdwuldn,mdmdung se.”
™ The humble answer of the Govermor ... of the East-India Company
[1602] in Somers’ tracts, 2d ed,, X, 622, Child is here objecting to a proposal,
directed against himself, tohnnttheamonntofstockmthcwmpanywhmh
euddhzheldbymym
Aatmymmm-lndum:[x@ﬂ,len,Lg&Cf also ibid., p. 104:
“Wisdom is most commonly in the wrong, when it pretends to ectnature.
¥ Foble of the bees, passim. Mandeville deliberately stated his conclusions
mchmuhmdcdmoﬁamvctomahm,bmsmw
in substance while finding a more palatable form for their expression.
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have promoted commerce, increased industry, and extended manu-
factures . . . but then the laws in question are such, whose true ex-
cellence consists rather in the repeal of absurd and bad laws formerly
made, than in any particular positions or maxims of commerce.3®

But shortly before the publication of the Wealth of Nations,
Whatley, obviously under physiocratic influence, made a specific
plea for laissez faire on the basis, in part, of the existence of an
identity of interest between the individual traders and the state:

ow, though it is hardly to be expected, as above hinted, that
princes should allow of a general free trade or intercourse, because
they seldom know their own true interest. . . .5
Perhaps, in general, it would be better if government meddled no
farther with trade, than to protect it, and let it take its course. . . .
It were therefore to be wished, that commerce were as free between
all the nations of the world, as it is between the several counties of
England : so would all, by mutual communication, obtain more enjoy-
ments. ¥

In the ancient Greek and Roman classics is to be found the
doctrine that differences in natural conditions in different coun-
tries made trade between these countries mutually profitable. The
early Christian philosophers took over this doctrine and gave it a
theological flavor. God had endowed different regions with limited
but varied products in order to give mankind an incentive to
trade, so that through a world economy they would become united
in a world society, and as children of one God they would learn
to love each other.® This was apparently common doctrine among
the English theological writers of the sixteenth century and later.*
This doctrine was taken over to some extent by the lay writers

® Instructions for travellers, 1757, pp. 31-32.

® Principles of trade, 2d ed., 1774, p. 10

® Ibid., note, pp. 33-34. This note may have been a contribution by Benjamin
Frankiin. It mentions with approval the, demand reputed to have been made
of Colbert by the French merchants, “Loistes nons faire (Let us alone)”—
whmﬁeﬁrnmmd&emmm&ew&m

CL Heinrich Dietzel, de&rhﬁft snd VMM 1900, p. 6,
"{Cf. Gmentmmﬂ A m mmmg the :taﬂe {ca. 1530], in

mmmknmmwhnbymﬂm 5 2 R. H. Tawney,
“mwmmlwmmmﬂnumﬂamdm
teenth centuries,” Jowrsal of political ecomomy, XXXI (1923), 478.



English Theories of Foreign Trade, before Adam Smith 101

on commercial matters, but they managed ingeniously to adapt the
intent of Providence to their own particular views. Extreme mer-
cantilists, who in general were pleading for new or added restric-
tions on trade, used the doctrine either to justify the restriction
of certain products to Englishmen, on the ground that Providence
had assigned them to this country, or appealed to the doctrine in
support of that branch or type of trade which they wished to have
fostered, while conveniently forgetting the doctrine when attack-
ing other branches or types of trades. William Cholmeley at first
states the doctrine fairly, bringing out clearly its implication that
a tolerant attitude toward imports and raw material exports was
proper:

But when 1 considered how the unsearchable purpose of God
hath, by the lack of necessary commodities, driven all the nations
of the earth to seek one upon another, and thereby to be knit to-
gether in amity and love, I thought, that as this realm lacketh (and
that naturally) things necessarily required to the perfecting of our
commodities, it might also be a thing natural to the English nation,
to be so imperfect of wit that we could never be able to attain to the
knowledge of true and perfect workmanship, because God would
drive us thereby to suffer other nations to have a commodity by
making our commodities [im?]perfect 7

Since his main concern, however, was that English wool should
be exported only in the form of finished cloth, instead of as raw
wool or as undyed cloth, he found a means of reconciling his
theology and his patriotism. It would be ingratitude to God to
attribute to him the intention of withholding from Englishmen
“the aptness of wytt” to become perfect workmen in the weaving
and dyeing of cloth, and their failure to do so was not because
God intended England to supply foreign weavers and dyers with
the necessary wool, but because the English craftsmen were selfish
and indolent : “we being beastly minded, and seeking to gain much
by doing little, every man secking his own private commodity,
without regard of the weal public, do not diligently apply our
good wits to the searching out of good knowledge, but to the
inMagofmb&dmeit(whuciawecmdaﬂoﬂnrmﬁms),
S Willisn Cholmeley, The reguest and site of a trwe-denrted Englichumen
mmm;mmmmn(m %
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to our private advancement, but the decay of the public weal of
our country.”®

Misselden similarly expounded the benevolent attitude of God
toward trade between nations, in the course of a defense of the
trading activities of the Merchant Adventurers, of which he was
an employed official, but did not let it trouble him in his advocacy
of stringent restrictions on branches of trade in which the Mer-
chant Adventurers were not directly concerned.® Another writer
derived from the doctrine the lesson that Providence had assigned
wool-raising and the woolen industry to England, and therefore
that England should concentrate her efforts on it,*® and several
later writers did call upon it for support of their more liberal
views with respect to freedom of trade as against the more ex-
treme mercantilists, much as did Adam Smith in his two famous
references to the “invisible hand.”

For it is not the having all things of our own growth on the one
hand, and the saving of our money on the other, can make us rich;
neither can our increase and plenty in some sense be said to be our
wealth, if we have not a suitable vend and consumption thereof ; be-
sides, nature hath otherwise provided, and so furnished each particu-
far part of the world with something which the rest want, whereby
to preserve a friendship and commerce together.®”

The various products of different soils and countries is an indica-
tion that Providence intended they should be helpful to each other,
and mutually supply the necessities of one another%®

By the wise appointment of divine Providence, 2 mutual inter-
course and commerce amongst men is both conducive and necessary
to their well being. Every man stands in need of the aid of others;
and every country may reap advantages by exchanging some of its

persons, 2
'Am#ndaduud.i@? >3
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superfluous products, natural or artificial, for those which it wants
of foreign growth.%®

In a remarkable passage, Henry Home gives credit to Provi-
dence for the self-regulating mechanism of international specie
flows, as the means by which it is provided that commerce shall be
mutually profitable:

It appears the intention of Providence that all nations should
benefit by commerce as by sunshine; and it is so ordered, that an
unequal balance is prejudicial to the gainers as well as to the losers;
the latter are immediate sufferers; but not less so ultimately are the
former. This is one remarkable instance, among many, of providen-
tial wisdom in conducting human affairs, independent of the will of
man, and frequently against his will. The commercial balance held
by the hand of Providence is never permitted to preponderate much
to one side; and every mation partakes, or may partake, of all the
comforts of life. Engrossing is bad policy; and men are prompted,
both by interest and duty, to second the plan of Providence, and
to preserve, as near as possible, equality in the balance of trade.!®

International Division of Labor.—A few writers prior to
Adam Smith stated or approached closely some of the specific
economic arguments for unrestricted trade which were later to
serve as the core of the free-trade doctrine of Adam Smith and
the English classical school. John Houghton, in 1677, in a tract of
free-trade flavor, argued that the same sort of reasoning should
be applied to foreign as to domestic trade, since both alike con-
sisted of a mutual exchange of goods, presumably to mutual
advantage.’® Barbon claimed that a reduction of imports as a
result of prohibitions would cut off an equivalent amount of ex-
ports.*® Davenant made explicitly a point vital to the free-trade

" Harris, An essay upow momey ond coins, Part 1 (1757), 14 Cf. also
Qlarles Molloy, A treatise of affairs maritime, and of commerce [1676],

!769. 1, preface, p. iv.
' Sketches of the history of man, 1774, I, $1-82.

™ Joln Houghton, Esgland’s greut happimess [1677], in McCalloch ed., Early
English trocts on commerce, p. 261 In his A collection of letteys, 1681-83, I,
&Hmdmmmmmmmmm”mmmm

Times on a sumber of points. Houghton adheres to the monetary phases
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doctrine, but which the nineteenth-century economists often as-
sumed implicitly, namely, that labor had adequate occupational
mobility. He claimed that if domestic labor is displaced as a con-
sequence of imports of foreign commodities “‘these hands can
shift from one work to another, without any great prejudice to
themselves, or the public.”*%®
Several writers presented arguments in support of the inter-

national division of labor, and it requires only mildly generous
interpretation to justify the conclusion that they approached more
closely than did Adam Smith the high point of free-trade reason-
ing, the statement of the benefit of regional specialization in terms
of comparative advantage. Davenant maintained that the arti-
ficially stimulated production of goods for which neither the soil
nor the general bent of the people were adapted is never wise, and
that the silk and linen industries were suitable only for countries
where wages were low. “It is the prudence of a state to see that
this industry, and stock, be not diverted from things profitable to
the whole, and turned upon objects unprofitable, and perhaps dan-
gerous to the public.””*®* The unknown author of Considerations
on the East-India Trade (1701), who has been rightly praised
by a number of modern writers, reveals almost no trace of the
mercantilist or protectionist fallacies. He meets all objections
against ithe export of bullion or the import of foreign commod-
ities by regarding trade as a voluntary exchange of considerations.
If bullion is voluntarily exchanged for Indian manufactures, it
must be because the latter are of more value. “To exchange bullion
for cloth is to exchange the less for the greater value.” Cheap
imports, he asserts, are the valid objective of foreign trade. He
even draws an analogy between foreign trade and labor-saving
devices. The fact that Indian wares can be gotten through trade
with less expenditure of labor than their production at home
would require means that labor is saved and made available for
other purposes :
being a free trader. Maadeville, Fable of the bees [r714], Kaye od, I, iii,
also claimed that reducing imports involved a reduction of cxports as well.

= Essay on the East-India trade {1697), Works, 1, 95,

™ Ibid., 1, r05-re. Ci. also, Gardner, Some reflections on & pomphlet, intitsled,
England and Esst India inconsistent i their monsfaciures, 3696, pp. 9 £., for
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1f nine cannot produce above three bushels of wheat in England,
if by equal labor they might procure nine bushels from another
country, to employ these in agriculture at home, is to employ nine
to do no more work than might be done as well by three; . . . is
the loss of six bushels of wheat; is therefore the loss of so much
value.195

Isaac Gervaise claimed that for each country, according to the
“disposition” or productive capacities of its people and their
geographical situation, there was a ‘“natural”’ apportionment
among different industries of its productive resources. If con-
sumption demands were such that with this “natural” apportion-
ment of production some commodities would not be produced in
adequate quantities to satisfy the demand, it was best to meet
such deficiencies of production by permitting free importation of
such commodities from abroad:

Taxes on imports being no more than a degree of prohibition, and
prohibition only forcing those manufactures to extend themselves
beyond their natural proportions, to the prejudice of those which
are, according to the disposition of the country, natural beyond the
entire demand of the inhabitants; which lessens or hinders their
exportation, in proportion to the prejudice they receive by the in-
crease of those manufactures which are but in part natural, and
whereof the importation is prohibited.

This considered, we may conclude, that trade is never in a better
condition than when it’s natural and free; the forcing it either by
laws or taxes being always dangerous: because though the intended
benefit or advantage be perceived, it is difficult to perceive its coun-
tercoup, whichever is at least in full proportion to the intended
benefit: nature not yielding at once, sharpens those countercoups,
and commonly causes a greater evil than the intended benefit can
balance. Moreover, trade being a tacit and natural agreement to give
or furnish a proportion of certain denominations of labor, to be drawn
back in like proportion in such other depominations as best suits
necessity or fancy, man naturally seeks, and finds, the most easy

"fIn_ McCulloch ed., Early English tracts om commerce, pp. 556-59, 578-85.
(Citation from p. 583.) The original tract is extremely rare, and does not
appear to have exerted any influence on contemporary writers. Halkett and
Laing attribute its authorship to Dudley North, and they have been followed
by @ number of economists. This seems, however, clearly to be a mistake.
North died in 16p1, whereas this tract was not published until 1701. Chapter iii
;ﬁ_ﬂnm&cu:at:‘:ecﬁmdhmdﬂnmmpaﬁsm
ivileged to trade with India, which definitely locates its time of writing as
not earlier than 1698,
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and natural means of attaining his ends, and cannot be diverted from
those means but by force and against his will 29

Similar reasoning was presented by Patrick Lindsay. Scotland
should discourage rather than encourage industries, such as
woolens, which would interfere with the progress of the only
“staple,” linen. These other industries had no chance of success
in Scotland, and it was better to buy their products from abroad
than to attempt to make them at home:

We may then reasonably suppose, on the lowest computation, that
we can buy . . . those woolen goods 10 and 15 per cent cheaper in
England, than we can make them at home ; and if we can make linen
cloth, and sell it in England from 5 to 10 per cent profit, and pur-
chase, in exchange for it, woolen goods 10 and 15 per cent cheaper
than we can make them at home, then are we gainers by this trade
from 15 to 20 per cent, and of consequence, so many hands as are
employed in the woolen, who might be employed in the linen, just
so much does the country lose by their labor.297

A few writers were in the rather paradoxical position of adher-
ing to crudely mercantilistic doctrines with respect to the balance
of trade, the superiority of exports over imports, or the impor-
tance of money, while advocating complete or very nearly com-
plete free trade. Houghton'® and Vanderlint'® appear to belong
to this group, and also Decker, who advocated free trade as a
means of procuring a more favorable balance of trade.®® Roger
Coke was an out-and-out mercantilist in his general analysis, but
he nevertheless disapproved of monopolies, the Navigation acts,
the restriction of import of cattle from Scotland, and the restric-

¥ The system or theory of the trade of the world, 1720, pp. 22-23.

W The inierest of Scotland comsidered, 1733, pp. 111-12. Cf. also for similar
reasoning, Vanderlint, Money answers all things [1734], Hollander ed., pp.
06-98; anon., Reflections and considerations occasiomed by the petition . . . for
taktng off the drawback on foreign linens, &c., 1738, p. 26; Nicholas Magens,
Farther explanations of some particular .mb;:ct:, 1756, p. 6.

18 England’s great hapm.n 1677 ; Collection of letters, 1681-83.

~5eeum.wss-s4,

™ But Decker, after advocating the removal of all restrictions on trade except
&exmm.mmﬁmammichmx, concedes that if duties were
taken off some sort of regulation would be necessary for some goods, lest they
mﬁerem&hmmﬁuﬁ:mmﬁm:m&mmmtkmmi
duties, 3d ed, 1744, . 31. Massie pointed out the inconsistency between
W.mwmmmmmmmm
Joseph Massie, The proposel, commonly called Sir Moithew Decker's scheme,
Jor one geneval tax upon houses, laid open, 1757, p. 3 )
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tions on the Irish trade, and did not give explicit support to any
trade restrictions in any of his writings that were available for
examination.!'? There were other writers who adhered to the
mercantilist doctrines without revealing their attitude toward
trade regulation.

A constant note in the writings of the merchants was the in-
sistence upon the usefulness to the community of trade and the
dignity and social value of the trader, and in the eighteenth cen-
tury it appears to have become common for others than the traders
themselves to accept them at their own valuation.™*? Very often
“trade” is not more definitely specifled, but no doubt most of the
writers who argued for the value of trade meant foreign trade, or
even only export trade. But in the general glorification of trade,
some of the tracts made no reference to the quantity of money,
the balance of trade, or other phases of the mercantilist doctrines.
In some cases there was explicit inclusion of imports on a parity
with exports as deserving of encouragement, and support of low
customs, without explicit discrimination between export and im-
port duties, as a means of fostering trade.!’® The general tendency
of such discussion must have been to weaken faith in legislative
restriction of trade, and to prepare the way for the acceptance of
free-trade views on explicitly stated economic grounds, although
on the other side it is to be said that the chief advocates of par-
ticular restrictions were merchants.!**

2 4 discourse of trade, 1670; A treatise wherein is demonsirvaied, that the
Church and State of England, are in equal danger with the trade of it, 1671;
Reflections upon the East-Indy and Royal African companies, 1695; A treatise
concerning the regulation of the coyn of England, 1696.

¥ See, e.g., the eulogy of the merchant in Lillo’s play, The London merchant,
od ed, 1731, Act 1, scene i, and Act III, scene i.

‘“Cf., ¢g., Jolm Smith, Advertisemenis for the inesperienced planu'r: of

New England {16311 in Works, Edward Arber ed, 1884, pp. 961-62; anon.,
discourse concerning the East-India trade [ca. 1692], in Somers’ tracf:, 2d

X, 642: “The more goods are exported and imported, . . . the nation in
Mwiﬂhveﬂnnﬂvmhaetbmght!wmdeﬂmymt . ”; William
Wood, A letter . dmythe,nshteaiameeqndaﬂdm)aﬂmlwea—
mmm,m,p. 19; anon., C‘Mmaccwoudbytkebih’for
enabling the South-Sea Compony to increase their cagztal stock, 1720, p. 14:
“Whether upon the whole, if more of our own product and manufactures are
exported, and of foreign commodities imported, more of our ships and seamen,
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Free-trade doctrine, however, continued to be a rank heresy,
and there were probably some who subscribed to it but who did
not dare to expose their peculiar views in print. Violet relates
with horror that some men in high positions held such views:

. . some men are of an opinion, that they would have trade free,
to import all commodities, and export all without any restraint, not
for leather, fuller’s earth, corn, wool, ammunition, gold and silver,
horses, and all other things that are staff and stay of this nation. I
would not write it, but I have it affirmed by men of great quality,
that this is the opinion of some men that are in place and power 118

I believe I have succeeded in showing that all the important
elements in Adam Smith’s free-trade doctrine had been presented
prior to the Wealth of Nations. These were often, however, to
be found only in isolated passages not wholly consistent with the
views expounded in the surrounding text. There is little evidence
that these early expositions had much influence on' public opinion
in the mass, or even on Hume and Smith. Hume himself dis-
carded the monetary and balance-of-trade doctrines of his time
while adhering to protectionism,!*® and Adam Smith both in his
Lectures and in the Wealth of Nations relapsed at times into
rather crude versions of the mercantilist monetary and balance-of-
trade doctrines, as well as into protectionism.*® In so far as

sufficiently encouraged, when he meant the trade of ale-draping and smoking-

%—Smmmcmwm#mhm (ca. 1720),

Pp. 65

2= Mysieries and secrete, 1653, B 34 L

MWt Political discowrses [1752], in Essays npn!,mm,_and liderary, 1875
taxes,

ed, I, 343-44: “All , upon are not to be
as prejudicial or useless, but those only which are founded on the jeal-
ousy 3 A tax on German linen encourages X
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Hume and Smith did not develop their foreign-trade doctrines
for themselves, it seems likely that their chief indebtedness was
to the philosophers, rather than to the earlier English economic
literature. In the literature before Hume there is scarcely any dis-
cussion of the anticipations of free-trade doctrine examined in
the foregoing, even for purposes of refutation,'*® and most of the
controversy is between exponents of rival schemes of regulation,
or between extreme and moderate mercantilists, rather than be-
tween mercantilists and free traders.

In many respects, indeed, as the mercantilist argument became
more elaborate and involved, it became more objectionable from
the point of view of modern doctrine, and, except with reference
to the bullionist.doctrines, a strong argument could be presented
in defense of the thesis that the mass of ordinary tracts on trade
of the first half of the eighteenth century showed a more extreme
and confused adherence to the fallacies of mercantilism than did
the writings of the sixteenth and early seventeenth centuries. The
simplicity and brevity of the early analysis at least resulted in
fallacies of comparable simplicity, but the later writers were able
to assemble a greater variety of fallacies into an elaborate system
of confused and self-contradictory argument. In so far as trade
theory was concerned, such progress as occurred was due almost
solely to a small group of capable writers, able to analyze eco-
nomic problems more acutely and logically than their predecessors,
but not able to make a marked impression upon their contempo-
raries or even to attract their attention. Even Hume made few
converts in England, and his influence on the physiocrats was
more apparent than on the English writers of his own generation.
On legislation, it is not evident that the critics of mercantilism
had much influence, and it could be seriously argued that, with
the exception of the disappearance of the bultionist regulations,
taining an army in a distant war it is the same thing whether we pay them in
goods or money, because the consumption is the same at any rate” For the
hlstmyeiahteAmmofthuiﬂkcy see F. W. Taussig, “Abra-
ham Lincoln on the teriff; a myth,” in Free trade, the toriff and reciprocity,
1920, pp. 34-47. Foranurher&gluhmmmmdmdl{m The pre-
vention of poverty, 1674, n 1L

" The ouly exceptions of any importance that 1 hawe noticed are [David
W&rmummhkﬂﬁm 1738, pp. 31-32, where

wwwmmxmﬂsuc
ﬁﬁMMMG@,ﬂ:MMWa}MBm
considered {17p], Ty67 od, pp. 133 &.




110 Studies in the Theory of mernational Trade

the general course of foreign-trade legislation from 1600 to after
Adam Smith-was, without important exceptien, away from, rather
than toward, conformity with the doctrines of the critics of mer-

1. SomE MODERN INTERPRETATIONS OF ENGLISH
MERCANTILISM

There thas been a marked tendency in recent years, more espe-
cially perhaps on the part of German economists and of economic
historians, toward a more favorable appraisal of English mer-
cantilist doctrine than has prevailed among the econamic theorists
of the English classical tradition. Much of this tendency can be
explained away as due to participation in the interventionist, pro-
tectionist, or aggressively nationalistic sentiments of the mercan-
tilist writers, to misconceptions of what the economic doctrines
of the English mercantilists really were, or to absence of knowl-
edge of, or interest in, the grounds for rejecting the mercantilist
doctrines afforded by modern monetary and trade theory. To
those apologists who defend the mercantilist doctrines on the
ground either that they were not what their critics allege them
to have been, -or that the theoretical objections of the critics can
be successfully refuted, the foregoing presentation of the mer-
cantilist reasoning must suffice as an answer.

The modern apologies for mercantilism, however, are also sup-
pomdhyseveralargumcntswhmhdamdashduecﬂymﬂ:the
propositions of modern trade and monetary theery, and these
argumreuts are entifled to more respectiul treatment. The eco-
nomic historians, for instance, seem to derive from their valid
doctrine, that if sufficient information were available the preva-
lence in any period of particular ¢heories could be explained in
the fipht of the circumstances then prevailing, the curious corol-
lary that they can also be justified by appeal to these special
circumstamces, There are some cbvious ebstacles o acoeptance of
this peint of view. It would lead to the condusion that no age,
except apparently the present ane, is capable of serious doctrinal
error. It overivoks the fact that one of the historical circom-
stances which has been imdergoing an evolution has been the
capacity for economic analysis. More specifically, #o be invoked
successhullly i dedense of mercantilist doctrine it needs to be sup-
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ported by demonstration that the typical behavior of merchants,
the nature of the gains or losses from trade, the nature of the
monetary processes, and the economic significance of territorial
division of labor have changed sufficiently since 1550, or 1650,
or 1750, to make what was sound reasoning for these earlier
periods unsound for the present-day world.

It has been claimed also for the mercantilists that they were
presenting short-run doctrines and proposals, whereas their later
critics had only long-run considerations in mind. It must be con-
ceded that some of the mercantilist doctrine would not be quite
so absurd if appraised from the short-run peint of view. But I
have found no evidence that the mercantilists intended their
analysis and proposals to be regarded as holding true for the short
run only, and there is abundant evidence that they were ordi-
narily not aware of any distinction between what was desirable
monetary or trade practice, to meet a temporary situation, on the
one hand, and as permanent policy, on the other.

It has been argued also, in answer to the criticisms of mer-
cantilist doctrine by economic theorists, that the primary objec-
tive of mercantilist policy was not economic prosperity but na-
tional unity and power. In dealing with this interpretation of
mercantilism, it is important to distinguish between the official
and the unofficial expositions of the doctrine, between the actual
policies and the reasoning by which they were supported, and
between Continental and English mercantilism. In each case, it is
only the latter with which this essay is concerned. Government
policy, no doubt, was never governed solely by economic consider-
ations, but for the unofficial writers this was a subject for com-
plaint rather than for approval. Even in the unofficial literature,
however, political and religious considerations were mingled with
the economic to a degree without parallel in modern economic
literature. But in England a strong and centralized government
and an aggressive national spirit had been established long before
the appearance of an important mercantilist literature, and what-
emphasis of the English mercantilist writers- was on the means
by which England’s wealthi could be augmented. Many writers,
it is true, urged in support of the measures which they advocated
that they wonld not only contribute to England’s prosperity but
would alse promote her prestige and power, injure her rivals,
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and protect her national faith against its enemies, internal and
external. But the appeal to political and religious considerations
seems often to have been intended to win the support of the less
commercial-minded official and landed classes for the proposals
of the “merchants” or businessmen, and seems only rarely to
have expressed what was really the primary concern of their
authors, Especially important as a safeguard against applying
erroneously to the English mercantilist literature generalizations
which may be true of the Continental writers, it should be borne
in mind that English mercantilist doctrine was the product of
merchants to an extent without parallel on the Continent. On
economic matters even the landed classes in England found their
ablest spokesmen in merchants such as Child and North. And
the merchants were typically impatient of official policy when it
failed to place primary emphasis on the economic aspects of the
matters with which it dealt, and especially when jt appeared to
subordinate economic to political or religious considerations.
Even if it be granted, however, that the principal objective of
the English mercantilist writers was a great and powerful Eng-
land rather than a prosperous England, it does not follow that
appraisal of their reasoning on strictly economic grounds is un-
warranted or irrelevant. It would be difficult to find convincing
evidence that any of the prominent mercantilists regarded power
and prosperity as generally conflicting and inharmonious objec-
tives of national policy. On the contrary, it was a matter of
general agreement among them that for England the only certain
pathtonaﬁona!powerandglorywasthroughprwmﬁonoftrzde
and increase of wealth, Child’s formula, which was often quoted
appmvmgly, expresses accurately the mercantilist position : “For-
eign trade produces riches, riches power, power preserves our
trade and religion.”! After the Revolution, in fact, trade and
wealth scemn to have become almost an obsession of the mer-
eantile classes, and the emphasis which they placed on the economic
phases of national policy was, if anything, excessive. I suspect
that the “trade wars” of the seventeenth and eighteenth centuries
mmchmomintheimagimﬁmofﬂumantﬁewﬁm&m
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in the intent of the governing classes who embarked upon them,
and that just as the merchants appealed to non-economic con-
siderations to make their proposals attractive to the landed classes,
so the government appealed to the cupidity of the merchants to
win their support for wars embarked upon for dynastic or politi-
cal reasons.? Even the official classes in England, however, were
probably more trade-minded, and probably gave greater weight
to economic considerations, than the corresponding classes on the
Continent. Such, at least, appears to have been the opinion of
eighteenth-century Continental observers.®

Not only is there little evidence that the mercantilist writers
were prepared to sacrifice national economic to political interests,
but a good deal of the mercantilist literature can be plausibly
explained as special pleading for limited economic interests. The

* A striking instance is the following passage from a tract which is clearly
the product of a writer not familiar with, nor really interested in, commercial
matters, but who sensed the need for an appeal to economic considerations if
his plea for the continuance of the war with France then under way was to
have weight with its readers: “To proceed now to the second head I proposed,
namely, that this war has produced great and lasting advantages to the people
over and above liberty, and a security of our properties, The advantages I
propound to speak to shall be confined to the article of wealth, as being that
which most generally affects; for to talk to the common people of the great
honor our nation will gain by a happy issue of this war, is to speak to little
purpose.”—The taves mot gricvious ond therefore not a reason for am unsafe
peace, 1712, p. 15. The views of the mercantilists as to the efficacy of war as
an instrument to procure economic advantages would be an interesting topic
for investigation. It would be wrong to attribute to them without exception
the view that trade wars, even if successfully prosecuted, promoted the national
wealth, and some of them anticipated the modern argument that even a vic-
torious war costs more than it returns in economic benefits, Others, however,
loo!nedupmtradewarszssoessmna!tocmmmrualpmspemydmthe
Turkey Company tried to exclude a Quaker from its councils in 1759 as pro-
fessing opinions hostile to the waging of such wars. See G. B. Hertz, The
old colomial system, 1905, p. 10.

*Cf. Montesquicu, De Pesprit des lois [1748], Bk. xx, chap. vii: “D'autres
nations ont fait céder des intéréts du commerce A des intéréts politiques: celle-ci
[ie, England] a toujours fait céder ses intéréts politiques aux intéréts de son
commerce.”—{(Euvres complétes, Paris, 1877, IV, 371.

Ciﬂmeny,"Reumqmm!’omnmdel'mdel'espmdeslou
concernant les colonies” [Journal de Fogricultwre, }wuuy, 1766], in Oncken
ed, Ewvres de . .. F. Quesmay, 1888, p. 429: “...en Angleterre.
mbm&mmmxwmmmmdehpdm
ol les intéréts de 1a glbe et de Etat sont subordomnés aux intéréts des
négociants; ot le commerce des productions de T'agriculture, Ia propriété du
territoire et I"fitat méme ne sont regardés que comme des accessoires de la

métropale, et 1a métropole comme formée de négociants.”
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most ardent advocates in the seventeenth century of the revival
or enforcement of the bullionist restrictions had a personal in-
terest of one sort or another in these regulations. Malynes is
said to have had expectations of getting a remunerative contract
in connection with the currency if the office of the Royal Ex-
changer were revived. Milles was a customs official among whose
duties would be the enforcement of any bullionist regulations.
" Violet had been a “searcher” and informer in connection with
the regulations prohibiting the export of bullion, and his appeals
for stricter enforcement were accompanied by pleas that he again
be employed to discover violations of the regulations.* Wheeler
was secretary and Misselden an important member of the Mer-
chant Adventurers, and their tracts were written in defense of
their exchange transactions against the attacks of Milles and
Malynes. The East India Company, in its charter of 1600, was
granted the nght to export a limited amount of bullion, and in
its early as in its later operations bullion constituted the bulk of
its exports from England. This led to attacks on the company of
which Robert Keales’ The Trades Increase (1615) was typical.
Digges, a member of the company, wrote his Defence of Trade
(1615) as a reply to Keales, and Mun, an officer of the company,
wrote his tracts and presented a “remonstrance” to the govern-
ment primarily to ward off hostile measures against the company.
Throughout the history of the company its officers and employees
were publishing tracts in its defense which were important con-
tributions to the literature of mercantilism. Toward the end of
the seventeenth century, when attacks on the company turned
mostly on its monopolistic character, its imports of East Indian
silks and calicoes to the alleged injury of English industry, and
its unfavorable balance of trade, Child and Papillon, officers of
the company and with much of their private fortunes invested
therein, wrote in its defense. Much of the mercantilist literature
from 1670 on, written in opposition to the company, was the
work of rival merchants who wanted to participate in the East
India trade or of persons connected in some way with the domes-
tic textile industries which were feeling the effects of East Indian

¢ Violet had himself been convicted of, and punished for, violation of the
laws against the export of bullion, and one of his arguments in support of his
reinstatement was that “an old deer-stealer is the best keeper of a park”—
A true discoverie to the commons of England [1651], 1653, p. 79.
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competition. Tracts were written by factors in the woolen industry
urging or supporting the prohibition of the export of wool and
were answered by spokesmen for agricultural interests. John
Houghton, Charles Smith, Arthur Young, and many others wrote
in support of the bounties on the export of corn with an evident
agrarian bias. The literature on taxation consisted in large part
of tracts written by traders who wanted the main burden of
taxation to rest on land, or by landed men who wanted it to
rest on trade. There were contemporary charges that some of
those who were urging the legal limitation of the rate of interest
were rich merchants who had ample funds to finance their own
activities and hoped that the reduction of the rate of interest by
law would make it impossible for their poorer competitors to
borrow the funds necessary for the conduct of their affairs. Pleas
for special interests, whether open or disguised, constituted the
bulk of the mercantilist literature. The disinterested patriot or
philosopher played a minor part in the development of mercantilist
doctrine.®

After the Revolution, when control of commercial policy had
definitely passed from the crown to Parliament, commercial af-
fairs became the football of party politics, and factional rivalries
and conflicting economic interests were likely to be involved in
any important issue of commercial policy in a complex way. If 1
may venture to take the controversy waged around the commer-
cial clauses of the Treaty of Utrecht (1713) as an illustrative
instance, the situation seems to have been somewhat as follows:*
From the early decades of the seventeenth century, the trade be-
tween England and France had been greatly restricted by both
countries, either by dis¢riminatory duties of prohibitive severity
or by absolute embargoes. When in 1713 a Tory government
concluded peace with France, it proposed also to reestablish open
trade with France. The Tories represented the landed classes and

* This interpretation of the literature of the period as consisting mainly of
briefs for special interests is intended to apply to the writings of the moderate
as well as of the extreme mercantilists. Child, in fact, presents one of the most
glaring instances of special pleading. See Sven Helander, “Sir Josiah Child,”
Weltirischaftliches Archiv, XIX (1923), 233-40, and for closely similar ex-
posure of Child by comtemporaries, A discourse conmcerning the Egst-India
M{mlﬁgﬂ],hSmfm:,nded.,X,w The interest of England
considered: in an essay upon wooll, 1604.

*C{ the excellenit account in Jehan Maintrieu, Le traité d'Utrecht et les
polémiques ds commerce anglais, 1909.
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the Anglicans, and also:received the support of the surviving
Catholics as being less hostile to them than the Whigs. The
Whigs in the unreformed Parliament of the time were also pre-
dominantly members of the landed gentry, but in order to secure
a popular footing they had sought the support of the noncon-
formist or Low Church yeomen by adopting a policy of tolerance
to dissenters and extreme opposition to Catholics, of the moneyed
- classes by their support of the Bank of England, and of the inde-
pendent merchants and the manufacturers by opposition to the
monopoly companies and by support of extreme mercantilism. The
Tories, on the other hand, came to terms with the East India
Company, whereby in return for support of the endeavors of the
company to preserve its monopoly privileges and to be allowed
to import East Indian cloth, the latter gave financial support to
the crown through loans, and to its defenders in Parliament
through private bribes.

On the specific issue of the resumption of trade relations with
France, the Tories were favorable and the Whigs opposed. In
so far as it was not a matter merely of factional rivalry, this
alignment seems to have followed economic interests fairly closely,
although other considerations were also important. Support for
the resumption of freer trade appears to have been confined to
the landed classes and to have been due mainly to three con-
siderations: a greater trade with France would mean greater
custom revenues to the crown, of which they were at the time
the supporters; it would mean cheaper claret and silks; and, as
a minor factor, it would be a check to the growing power of the
trading classes, who were objectionable as “upstarts’” and as
Whigs, as enemies of the Janded interest, and as exponents of a
trade policy which made the cost of luxurious living higher for
the country gentleman. The Whigs opposed the commercial treaty
in part to embarrass the crown, in part because they were tradi-
tionally hostile to France as the leading Catholic monarchy.
They were supported by the independent “merchants”® and by

*By the Whigs, willingness te trade with France was accepted as proof of
hostility to trade. Cf. the interesting pamphlet, Torism ond frode can ncver
agree (ca. 1713), which accused the Tories of having always been hostile to
trade, and attacked Mercator as being anti-trade, because it supported open
trade with France.

* « ‘Merchants' m&eéaiamemmm&em
was as wide &5 ‘trade’ is even now; bankers and manofacturers were included
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the domestic manufacturers of liquors and cloth. The Whigs suc-
ceeded in stirring up violent opposition to ratification of the com-
mercial treaty. In the controversies at the end of the seventeenth
century, when the Tories supported both the continuance of mo-
nopoly control by the East India Company of the trade with East
India and the limitation of the restrictions and duties on East
Indian cloth to modest proportions, they had found in the ranks
of the company itself and elsewhere able advocates, including
such men as Child, North, Davenant, and Barbon. In the con-
troversy about the Treaty of Utrecht, however, the level of argu-
ment on both sides was low. Daniel Defoe was allegedly hired by
the Tories to defend the treaty in a periodical, Mercator, estab-
lished for the purpose, and the Whigs replied in another peri-
odical, the British Merchant, to which the principal contributors
were prominent merchants with extreme mercantilist views. Defoe
was too much of a believer in the mercantilist doctrines himself
to be able effectively to meet criticism of the treaty on mercan-
tilist grounds, and as far as public opinion was concerned the
British Merchant had much the best of the argument. Whether
or not the battle in the periodicals and tracts had much to do
with the outcome, the commercial treaty failed of ratification in
Parliament by a narrow margin of votes, and its defeat tended
to strengthen the hold of mercantilist doctrine on the English
merchant classes, and to sharpen the conflict of interest and
opinion between the landed classes and the trading and industrial
classes.?

While non-economic considerations unquestionably played an
important part in this controversy, no one, as far as I could dis-
cover, conceded that these considerations clashed with the eco-
nomic ones. On the basis of modern theory, the Tories had the
stronger economic case. But the country gentlemen who consti-
tuted that party had no effective reply to mercantilist doctrine,
and at this critical stage were without competent aid from the
ranks of other classes. The ignorance and inarticulateness of the

in it.” L. B. Namier, The structure of politics at the accession of George IiI,
1929, I, 61, note.

*It is of interest that the French government, on sober second thought of
the mercantilist variety, had also lost its zeal for the treaty, and felt relieved
when the English Parliament rejected it. See E. Levasseur, “Les traités de
commerce entre la France et I'Angleterre sous Vancien régime,” Revwe
déconomie politigue, XV (1901), 971.
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English landed classes made them impotent in 1713 to prevent
their victimization by a mercantilist policy which they vaguely
sensed to be hostile to their interest, although they were in over-
whelming control of Parliament. Over a century later, when the
change in the status of English agriculture had made them the
beneficiaries instead of the victims of mercantilism, their failure
to produce spokesmen able to cope with the orators of the mer-
chant class was a factor in their failure, in a Parliament in which
they were still in the majority, to prevent the spectacular over-
throw of mercantilism. Anyone who attempts an interpretation
of the evolution of English trade theory solely in terms of objec-
tive historical circumstances faces the task of reconciling his
account with the part played by the evolution of capacity for
economic analysis. Objective fact played its part. But if the Tories
had had the services of North and Barbon in 1713, they might
have dealt a fatal blow to mercantilism then by showing that
what was in their private interest was also in the national interest.
And if Peel had been less public-spirited and intelligent in 1846,
or if there had been among the back-bench squires men able to
cope in debate with Cobden and Bright, the reign of mercan-
tilism in England might not have had its 1846 to 1916 inter-
mission.



Chapter III

THE BULLIONIST CONTROVERSIES:
I. THE INFLATION PHASE

What must we for a standard ouwn,
By which the price of things are known?
"Twas thought, time past, by men of sense,
"Twas guineas, shillings, pounds and pence;
The Bank has said, and says so still
’Tis nothing but a paper bill;
* *Tis in Sir Francis Burdeit’s head
The standard is a loaf of bread,
Whilst Adam Smith did always say,
It was the labor of a day.
—(“William Pitt,” The bullion debate; a serio-comic satiric poem, 1811, p 7.)

1. THE PARTICIPANTS IN THE CONTROVERSY

The suspension of specie payments by the Bank of England in
1797, and the currency, exchange, and price phenomena which
followed it, gave rise to a controversial literature of great extent
and, on the whole, of surprisingly high quality. Until the resump-
tion of specie payments was approaching, the’ general trend of
prices and of prosperity was upward; but resumption was fol-
lowed by a long and trying period of falling prices and of
economic distress. The change in circumstances led to a marked
difference in the distribution of emphasis on the issues involved,
and, in a number of instances, to a sharp reversal of doctrinal
position by participants in the controversies of both periods. It
will be convenient, therefore, to deal separately with the litera-
ture of the earlier and the later periods, which can be distinguished
as the inflation and deflation periods, respectively.

Of all the older controversies in the field of international trade
theory, the inflation phase of the bullionist* controversy has prob-

* The participants were distinguished as bullionists or anti-bullionists accord-
Wﬂ&vmamﬂmmdammbmmua
demonstration of depreciation of bank notes and mismanagement of the currency.

19




120 Studies in the Theory of International Trade

ably been most fully and competently canvassed by modern
writers.? But there is still room for a resurvey of the controversy.

The contemporary literature of the bullionist controversy is of
great importance for the history of the theory of international
trade in its monetary aspects. The germs at least of most of the
current monetary theories are to be found in it. It embodies the
first detailed analysis of the relationships between currency phe-

_nomena and international balances, exchange rates, and price
levels, under both metallic and inconvertible paper currencies.
Foreign exchange theory is carried substantially forward, and
the theory of the mechanism of adjustment of international bal-
ances is advanced substantially beyond the stage at which it was
left by Hume. There are also discussions of a truly pioneer char-
acter of the functions of a central bank in a complex credit econ-
omy with respect to the maintenance of international monetary
equilibrium and of internal business stability.

The contemporary participants in the controversy arrayed them-
selves fairly sharply in two opposing groups: the “bullionists”
or “anti-Restrictionists” on the one hand, who criticized the
course of monetary events, and the “anti-bullionists’ on the other
hand, who defended the government and the Bank of England
against the attacks of the bullionists. But as will be seen, there
were important divergences of opinion within each group. The
essential doctrines of the bullionists were expressed by a small
group of writers, of whom Boyd,® King,* Thornton,® Wheatley,®
There is, of course, no relationship between the “bullionists” of this period and
the sixteenth century “bullionists” whose doctrines were examined in chap. 1.

*N. S. Silberling, “P’mancxal and monetary policy of Great Britain during
the Napoleonic wars,” Quarterly journal of econmomics, XXXVIII (10a4),
214-33; 397-439; sbid., “British prices and business cycles, 1779-1850," Review
of economic statistics, prel. vol, V suppl. 2 (1923), 319-62; R. G. Hawtrey,
Cwrrency and credit, 3d ed., m&chap xviii: J. H. Hollander, “The develop-
Moithethmo&meyfromAdzmSmﬁthnidRicudc,” Qnarterly
journal of economics, XXV {1911), 429-70; J. W. Angell, The theory of inter-
national prices, 1926, pp. 4079, 477-503; E. Cannan, The paper pound of 1797-
1821, 1w19; H. §. Foxwell, preface to A. Andréadés, History of the Bank of
England, 24 ed., 1924.

*Walter Boyd, A Letier to . . . Pitt, 1801; od ed,, with additions, t801. The
edition of 1811, often referred to as the second edition, is merely a reprint of
tbeﬁrst.mdhchdnem«umaﬁmuudemanmwaﬁdmm

*Lord King, Thowuphts on the effects of the Bank resirictions [1st od,

Thornton, As enguiry into the natwre and sffects of the paper credit
of Great Britain, 1802,

¢ John Wheatley, Remorks on currency and commerce, 1803




The Bullionist Controversies: 1. The Inflation Phase 121

and Horner," were most important, during the first period, 1801
to 1803, of marked premium on bullion and fall in the exchanges.
Similar phenomena, even more marked in degree, in connection
with the Bank of Ireland gave rise to a parliamentary inquiry®
and to the bullionist publications of John Leslie Foster,® Henry
Parnell,'® and Lord Lauderdale.'* The reappearance from 1809
on of a high premium on gold and a substantial fall in the
exchanges gave rise to a flood of tracts and pamphlets, of which
the most important on the bullionist side, in addition to the
Report of the Bullion Committee of 1810, were the contributions
of Ricardo, his first appearance in print as an economist,”® T. R.
Malthus,’® Robert Mushet,** and William Huskisson.'®

The most effective statements of the anti-bullionist position
were in speeches in Parliament by Nicholas Vansittart'® and
George Rose,'” and in tracts by Henry Boase,'® Bosanquet,®
Coutts Trotter,?® and J. C. Herries.®!

* Francis Horner, review of Thornton, Edinburgh review, 1 (1802), 172-201;
review of Lord King, 1bid., II (1803), 402-21; review of Wheatley, ibid., 111
(1803), 231-52.

*Report . . . from the Committee on the circulating paper, the specie, and
the current coin of Iveland [1804], 1826 reprint.

* An essay on the principle of commercial exchanges, 1804.

® Observations upon the state of currency in Ireland, 1804.

B Thoughts on the alarming state of the circulation, 1805. -

® Three letters to the Morning Chronicle, August-November, 1809, reprinted
by Hollander as Three letters on the price of gold, 1903 ; High price of bullion,
8 proof of the depreciation of bank motes [1st ed.,, 1810], 4th ed. with appendix
[1811], reprinted in J. R. McCulloch ed., The works of David Ricardo, 1852;
Reply to My. Bosanguet’s practical observations [1811], reprinted in Works;
and three additional letters to the Moming Chronicle, September, 1810, re-
printed by Hollander, in Minor papers on the currency question 1809-1823 by
David Ricardo, 1932.

* “Depreciation of paper currency,” Edinburgh review, XVII (1811); “Re-
?;8': of the controversy respecting the high price of bullion,” ibid, XVIII
{1811).

 dn ingquiry into the effects produced on the national currency . .. by the
Bank restriction bill, 3d ed., 1811

¥ The question concerning the depreciation of owr curvency stated ond ez-
omined, 1810.

* Substawce of two speeches, 18i1.

™ Substance of speech . . . on the veport of the bullion commiitee, 1811,

B4 letter . . . in defence of the conduct of the directors, 1804

* Practical observations on the report of the bullion committee, 2d ed., 1810.
;mmvfm«duchmga,aﬁﬁdtomnm,ﬁd,
1810,

® A review of the controversy respecting the high price of bullion, 1811.
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Ricardo made but few additions to the analysis of his predeces-
sors,” and, as will be shown later, on some important points he
committed errors from which some of the earlier supporters of
the bullionist position had been free. But the comprehensiveness
and the force and skill of his exposition and the assurance and
rigor of his reasoning made him at once the leading expositor of
the bullionist position. It was largely through Ricardo’s writings,
moreover, that the bullionist doctrines exercised their influence
on the subsequent century of monetary controversy. Special at-
tention is given, therefore, to Ricardo’s position in the following
account of the bullionist controversy.

1. THE FacruaL BACKGROUND

An excellent statistical compilation of the significant banking,
price, and exchange rate data relating to the suspension of cash
payments, presented in both tabular and graphical form, is to be
found in Silberling’s essays, and much of this material is repro-
duced by Angell. Silberling has computed and compiled some of
the important series from original data not hitherto available in
print or available only in raw shape. There need be presented
here, therefore, only the minimum amount of information as to
the nature of the currency and banking system of the time and
the course of monetary events essential for an understanding
of the theoretical issues raised in the course of the controversy.

From the outbreak of the war with France in 1793, the Bank
of England had been under a strain mainly because of the great
demands for advances made upon it by the government, which
it had resisted, but unsuccessfully. Early in 1797, a general panic,
induced apparently by rumors of a French landing on English
soil, and accentuated by failures and suspensions on the part of
the country banks, led to a general clamor for gold. On February
25, 1797, there were only £1,272,000 of specie and bullion in
the Bank, as compared to ordinary reserves of £5,000,000, or
over. On February 26, 1797, the government, at the request of
the Bank, issued an Order in Council prohibiting specie redemp-
tion of its notes by the Bank. By an Act of May 3, 1797, the
restriction of cash payments was validated and continued in effect,

® This is also the conclusion of Hollander: op, cit,, Quovierly jowrsal aof
economics, XXV (1911), 469.
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subject to minor qualifications, until June 24, 1797, and by a
succession of later acts the suspension of specie payments was
enforced until after the end of the war. With the factors re-
sponsible for the suspension of specie payments in 1797, we need
not here concern ourselves.! The suspension of specie payments
was quickly followed by an inward flow of bullion, recovery of
the Bank from its strained condition, and general restoration of
confidence, and it was not until toward the end of 1799 that the
exchange on Hamburg fell substantially below the pre-Restriction
par and a premium was quoted on bullion over paper. From 1804
to 1808 the exchanges were again at or near parity, and paper
was at no or a small discount in relation to bullion. But from
1809 to the end of the war there again prevailed low sterling
exchanges and substantial premiums of bullion over paper.?
England, prior to the Restriction, although legally on a bimetal-
lic basis, had for some time been in effect on a gold standard
basis, since the mint ratio of silver to gold was such as generally
to undervalue silver and thus keep it out of circulation. The
metallic currency consisted of guinea pieces (== 21 shillings) and
multiples and subdivisions thereof, and of silver coins from the
crown (= 5 shillings) down. Of the silver coins, only the under-
weight coins remained in circulation. Except for coins surviving
from ancient issues, the sovereign (= 20 shillings) was only a
money of account. English coin could not legally be melted down
unless underweight, and was not legally exportable, and gold bul-
lion was exportable only subject to oath that it had not been
obtained by melting down English coin. The metallic currency
was supplemented by Bank of England notes in denominations of
£5 or over, redeemable in specie upon demand, and by country
bank notes, also in denominations of £5 or over, payable upon
demand in specie or in Bank of England notes. London bankers
had in 1793 voluntarily ceased to issue their own notes. Qutside
of the London area the Bank of England notes circulated freely
only in Lancashire, where the local banks did not issue notes but
where bills of exchange of small denominations were extensively
employed as a medium of exchange. Bank deposits subject to
check were also in existence, and constituted a part of what would
*A good account is given by R. G. Hawtrey, Currency ond credit, 3d ed.,

1928, pp. 320-32.
* See tatle 1, p. 144, infro.
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today be regarded as the circulating medium, although this was
not yet widely recognized. Checks payable to order had only
recently come into common use even in London and only for
large payments. The private or non-governmental deposits at the
Bank of England were small in amount throughout the Restric-
tion period, and for the years after 1806, for which alone their
precise amounts are known, they reached a yearly average of
£2,000,000 in only one year.® In the provinces also deposits seem
to have been relatively unimportant, and to have been drawn upon
mainly for cash, but the available evidence on this point is con-
flicting.*

1. PreMiuM oN BurrLion As EvibeNcE oF EXcess ISsuE:
Tre BurLionist PositioNn

The central issue of the controversy was made to turn or. the
question of whether the paper pound was depreciated, the bul-
lionists insisting that it was depreciated, and most—though not
all—of the anti-bullionists denying this. The answer to such a
question obviously depends on how “depreciation” is defined, and
the controversy suffered from a constant tendency to degenerate
into merely terminological issues. As one bullionist writer causti-
cally remarked : “Whether reduction of prices [of paper in gold]
be depreciation or not, or equivalent to it, is a verbal question.
very fit to be argued in ‘Change Alley.’ ! But always present,

2Report from the Comomitiee of secrecy on the Bank of England charter,
1832, appendix No. 32, p. 41.

¢ Vincent Stuckey, a country banker, testified in 1819 that in his bank the
deposits were about one-third in amount of the note issues, although this pro-
portion fluctuated. (Report from the [Commons] Committee on the expediency
of the Bank resuming cash payments, 1819, p. 245.) James Pennington, writing
as late as 1861, stated that “The deposits with country bankers are generally
converted into notes or coin, or into a bill upon London, before ultimate payment
is accomplished.” (“Letter from Mr. Pennington on the London banking system,”
in John Cazenove, Supplement to thoughts on a few subjects of political economy,
1861, p. 30, note.) Cf.,, however, the statement of another writer, for which I can
find no independent confirmation :

“A country bank was a kind of clearing-house, where, without any actual
interchange of notes or mostey, the greater part of all payments between man
and man was effectuated by mere transfers in the books of their bankers, . . .
It was merely the smaller payments for wages and weekly bills which required
notes.” Sammel Tarner, Considerations upos the agriculture, commerce and
manufactures of the British Empire, 1823, pp. 54-55.

*Sir Philip Francis, Reflections on the chbundance of paper in circulation, ad
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even when not clearly brought into the foreground of the dis-
cussion, were genuine and important issues of fact and policy.

For the bullionists the paper currency was depreciated if issued
to excess, and many of the anti-bullionists also accepted this
quantitative criterion of depreciation, or at least did not explicitly
reject it. Defining depreciated currency as a currency issued to
excess might seem merely to substitute one term of doubtful
meaning for another. But the question, What is the proper amount
of currency a country should have? is an important one. To this
question, as Hollander points out,? Adam Smith had given no
answer beyond saying vaguely that it was determined by “effec-
tual demand,””® and the participants in the bullionist controversy
were the first seriously to tackle it. The bullionists argued, or
more often simply asserted, that a circulation exceeding in amount
what, under otherwise like conditions, could have been maintained
under a metallic standard, was in excess. There was little express
objection to this criterion of a properly-regulated currency dur-
ing the inflation phase, and serious discussion of its adequacy
came only with the deflation phase of the controversy.

During the inflation phase the main issue in controversy was
as to the proper method of determining the existence of excess of
issue. The chief test of excess issue used by the bullionists was
the existence of a premium on bullion over paper currency, al-
though since they held that the level of prices was determined by
the amount of currency and that the amount of premium of
bullion over paper and the amount of discount of sterling ex-
change from the metallic parities were closely related, they also
held that a relative rise of prices in England as compared to
abroad and a fall in the sterling exchanges below parity were
evidence of depreciation. . The bullionist position was well ex-
pressed by Boyd: “The premium on bullion, the low rate of
exchange, and the high prices of commodities in general, [are]

syn@tommdeﬁemofmembm&moimpen”‘
ed, 1810, p. 10. CL. also, for a similar view, Mathias Attwood, A letter to Lond
Archibald Howilton, mdtam:ndndndmy 1823, p. 8.

’Ogcd”ow’;wndofumm,m 436-37.
* Wealth of nations, Cannan od., I, 402.

. Luurk?&t,ﬁd”mm;mmtngﬁm,m
times put it more strongly, and referred to the existence of a premium on
buifion #s not merely evidence, but as proof of the existence of depreciation
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Their conclusions rested on the following. reasoning: the rate of
exchange between two currencies depended solely or mainly on
their relative purchasing power over identical transportable com-
modities in the two countries; on quantity theory of money
grounds, prices in the two countries depended on the quantities of
money circulating therein; the price of bullion in paper currency
was governed by the exchange rates with metallic standard cur-
rencies; therefore, if the exchanges were below metallic parity,
and if there was a premium on bullion over paper, this was evi-
dence that prices were higher in England, and the quantity of
currency in circulation greater, than would have been possible
under the metallic standard prevailing prior to suspension of
convertibility.®

While Wheatley and Ricardo held that the relative rise of the
prices of particular commodities in England, as compared to the
prices of the same commodities in foreign countries having metal-
lic standard currencies, would be proportional to the degree of
excess of the English currency, they did not suggest that the
existence of excess issue could in practice be tested by such price
comparisons.® The notion of an index number was still in its
infancy. Evelyn had published his crude index number of Eng-
lish prices for the preceding two centuries in 1798, and Wheatley
had commented on it in laudatory terms.” But no current index
number yet existed for England, and there was but little informa-
tion as to the prices prevailing in other countries. To Ricardo,
moreover, it seemed an absurd notion that the trend of prices in
and excess issue. Ci. the title of his tract, The high price of bullion, @ proof of
the depremﬁon of bmk notes.

5 This reasoning bears a superficial relationship to Cassel’s so-called purchas-
ing-power parity theory, but as will be explained subsequently (see pp. 382 ff.,
infra), Ricardo’s stress on the particular prices of identical tromsporiable com-
modities makes this part of his reasoning a truism if transportation costs and
tariffs are abstracted from, whereas Cassel’s doctrine, even if it be restricted,
a&uddoammwtmwmmumﬂyﬁaddcmﬁmdy instead
uf being a truism, is untrue. Cassel’s doctrine, moreover, makes qualifications
for the effect of foreign remittances which Wheatley and Ricardo expressly
refused to make, and which they would bave regarded—mistakenly—as fatal
to their whole position if made.

* Francis Horner, however, did suggest that the relative prices in England
and - abroad could be used as a test of the existence of depreciation of the
Iﬁag:ﬁ)wmy. See his review of Thornton's Paper credit, Edisburgh veview,

( + 901

* Remarks on curvency and commerce, 1803, chap. vi.
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general, or of the general purchasing power of money, coyld
be measured. Since prices fluctuated even under a metallic stand-
ard, he conceded that their fluctuations under an inconvertible
currency could not be attributed solely to changes in the degree
of excess of the currency. The only test from English prices alone
of the existence of depreciation which he could consistently have
accepted, therefore, would have been a comparison of the prices
prevailing under inconvertibility with the prices which would have
prevailed under convertibility, other conditions remaining the
same, and in his treatment of arguments from price data Ricardo
always adhered to this position.® But Ricardo held that since the
premium on bullion measured the degree of excess of the cur-
rency,® it measured also the degree in which prices at any time,
say 1810, during the suspension of cash payments were higher,
not than they had been in 1797, but than they would have been
in 1810 if the currency were in 1810 at the amount which could
then have been maintained in circulation under a metallic stand-
ard. Ricardo, however, put much stress on the question of the
extent of the depreciation, as providing an answer to the ques-
tion of how great a reduction in the currency would be needed to
end the depreciation.

1v. QuariFicaTioNs CONCEDED BY THE BULLIONISTS

The bullionists were prepared to make several qualifications to
this reasoning and therefore to concede that the existence of a
premium on bullion over paper, or of a discount of sterling ex-
change from metallic parity, was not an absolute proof of excess
issue, and was strong presumptive evidence of excess issue only

*As did also at least one anti-bullionist. Cf. The substance of a speech by
Castlereagh in the House of Commons, July 15, 1811, 1811, p. 15: “With the
exception of the precious metals, bank notes have the same powers of purchasing
all other commodities, which they would have had at this day, if no necessity
for shutting up the guineas in the Bank, or for sending gold abroad in unusual
quantities, had ever occurred. . . . Such I wish to be understood . . . is the
sense, in which I deny that bank notes are now depreciated.”

*Most of the bullionists did not seriously concern themselves with the prob-
lem of bow to measure the exfent of depreciation but were content when they
had demonstrated its existence. Cf. King, Thoughts on the effects of the Bank
restrictions, 24 ed., 1804, p. 40, note: “nor will the most careful reference to
the two tests of the price of bullion and the state of the exchanges enable us
to ascertain in what precise degree a currency is depreciated; though the
general )hct of a depreciation may be proved beyond dispute.” (Italics in
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if it was substantial and prevailed for a considerable period of
time.

There was first the question as to whether the price of gold
or the price of silver bullion should be taken as the test. Since
the bullionist comparison was always with the amount of circula-
tion possible under the metallic standard prevailing in 1797, and
since it was generally, though not universally, agreed that Eng-
land had then been in fact on a gold standard basis, the bullionists
preferred to use the price of gold as their test. There were fairly
substantial variations in the relative prices of gold and silver on
the English market, and therefore also in the extent of the
premiums over paper which they respectively commanded. But as
during this period a substantial premium on the one was always
accompanied by a substantial premium on the other, it did not
matter for practical purposes which was taken as the test of the
existence of excess currency, although it would have mattered if
what were in question was the degree of excess.

Secondly, when the bullionists used the exchange rates as an
alternative or supplementary test of the existence of depreciation,
they conceded that since even under a metallic standard the ex-
changes could fall below the mint parity to the limit of the cost
of shipping bullion, a fall in the exchanges which did not go
beyond this limit was not proof that there was excess of currency
under inconvertibility.! Moreover, whereas England had been on
a gold standard basis prior to the Restriction, Hamburg, Amster-
dam, and Paris, the most important quotation points for the
exchanges during the Restriction, were on a silver standard basis.
Ricardo and other bullionists pointed out that since the relative
values of gold and silver were not constant, the exchange parties
between gold and silver currencies also were not constant, and
that in computing the deviation of, say, the London-Hamburg
exchange from parity it was necessary to make allowance for
any alteration in the relative market values of the two metals.
But the general trend of the price of silver as compared to gold
was downward during the later stage of the controversy, and

*Mmummmmmm«m&mw
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Ricardo pointed out that comparisons of the trend of the Ham-
burg exchange during the Restriction period which used the pre-
vailing rate before the Restriction as the base therefore under-
estimated the extent of the real fall in the exchange value of
English paper currency in terms of gold bullion abroad.?

Thirdly, even before 1797, English gold coin, or bullion derived
therefrom, was not legally exportable, and at a time when the
exchanges were against England exportable bullion would com-
mand a premium over its mint price in coin or in paper. Ricardo
and other bullionists insisted, however, that the prohibition of
export of English coin or bullion could not be successfully en-
forced and that a small premium would in practice suffice to com-
pensate for the risks involved in melting and false swearing, or
in smuggling English bullion out of the country. They conceded
that a premium on gold not exceeding this risk-premium was not
necessarily indicative of excess. Bullion also could command a
premium over coin and paper even under convertibility if the
coinage was generally underweight as compared to its nominal
standard, and for this also the bullionists were willing to make
allowances. But the gold coinage was in good condition in 1797,
and only a minor allowance was called for on this account.® The
bullionists tended to agree that 5 per cent premium on gold was
ample allowance for both these factors, and it seems that in
the years prior to 1797 the premium on gold at no time exceeded
this except in isolated and special transactions.*

Fourthly, the bullionists recognized that the substitution in
England of paper for gold and the export of the displaced gold
would tend to result in a rise of prices in other countries in terms
of gold, and that England could share in this rise of prices, and
could therefore circulate a greater quantity of currency than
before, other things remaining the same, without suffering a

*Reply to Mr. Bosanguet's observations, Works, pp. 321-22.
.'Auordhgml(mhet,nmimmtofthewdginofthegoldcoinm'uin
circulation, made in 1807, showed on the average slightly under 1.5 per cent of
underweight. (An inguiry into the effects produced on the mational currency
++ « by the Bonk restriction bill, 3d ed, 1811, p. 30.) Since the lighter coins
would tend to remain longest in circulation, this would indicate that little
allowance on this account would be called for prior to 1707.
‘mBMCm&mMﬂnmﬁmwminmmgoMbumm
over paper and coin which could prevail before 1797 at about 534 per cent.
Repori, pp. 14-15.
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premium on gold or fall in the exchanges.® They did not attach
any importance to this factor, however, presumably on the ground
that any such release of gold would be negligible in comparison
to the world supply.® Since to the extent that this consideration
had weight it would tend to make the bullionists’ tests of excess
as they defined it too generous rather than too exacting, the anti-
bullionists also made no use of it, although it became an impor-
tant element in the controversy of the deflation period.

v. PossiBLE OBJECTIONS TO THE BULLIONIST PosiTioN

In addition to the qualifications which the bullionists themselves
made to their argument that the existence of a premium on bullion
over paper, or a fall of the exchanges below the metallic parity,
was a demonstration of the existence of excess issue as compared
to what could have been maintained in circulation under converti-
bility, there were other valid qualifications which théy either de-
liberately abstracted from or overlooked.

Throughout the controversy, currency was generally taken to
mean metallic money and bank notes, bank deposits either being
overlooked or else held not to be currency. It would, of course,
be possible for bank notes to depreciate even if drastically reduced
in volume if at the same time deposits were increased in relatively
even greater degree. But unless there was reason to suppose that
mere departure from convertibility would result in a change in the
relative importance of currency proper and bank deposits, the
failure to give consideration to the latter would be of no signifi-
cance for the main theoretical issue in controversy.

Similarly, a currency might depreciate because of an increase in
its velocity of circulation, its amount meanwhile remaining con-
stant or even falling. This was generally recognized at the time,
but it was tacitly assumed, then and later, not that velocity re-
mained constant—for it was known that it was subject to vari-
ation with the state of business confidence, with improvements in
the means of communication, and with the development of clear-

*Cf. Wheatley, Remarks on curvency aud commerce, 1803, p. 187; Ricardo,
High price of bullion, Works, p. 266, note.

*CL. James Mill, Review of Thomas Smith’s Essay on the theory of money
and exchange, 1807, in Edinburgh review, X¥II {1808), 54. But while James

Mill was critical of the Restriction, at this stage he accepted many of the
anti-buflionist arguments, and cannot be considered as an unqualified bullionist.
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inghouse and other arrangements for ‘‘economizing currency,”
but that velocity would not be altered merely by the suspension
of convertibility. If changes in velocity due to changing degrees
of confidence in the future of the currency be disregarded, this
assumption could not be expected to be a source of serious error.
Under convertibility the actually circulating medium, if deposits
and bills of exchange be disregarded, was partly coin, partly
paper; under inconvertibility it was wholly paper. It is conceiv-
able that individuals would tend to hold smaller cash balances in
proportion to the volume of their transactions if the currency
was paper than if it was coin. Holding of paper involved risk of
loss through fire, or through failure of the issuers. Paper money
could be shipped from one point to another more promptly, more
safely, and if in small quantities more economically, than could
specie, for paper money could be sent by post, whereas specie
remittances required private couriers, who had to be convoyed
because of the danger of robbery on the highways. This would
tend to lead to the holding on the average of larger cash balances
relative to volume of transactions if the currency were specie than
if it were paper.? But it seems doubtful that this could have been
an important factor.

On both a priori and empirical grounds, however, velocity
should be expected to rise as the volume of means of payments
and the price level was rising, and thus measurement of the per-
centage of excess of currency from the percentage of discount of
paper in terms of gold would tend to exaggerate the degree of
excess during rising prices and to underestimate it during falling
prices.

A more serious qualification to the validity of the bullionist
position lies in the fact that under inconvertibility speculative an-
ticipations of depreciation or appreciation of the currency would
affect the willingness of individuals to hold the currency and
would thus influence its velocity of circulation and its value in

L CL. the Bullion Report, pp. 63-64.
*CL. Walter Hall, A wiew of our late and of osr future curvency, 1819, p. 70:
Itumwdxscovered.ﬂnttheamvﬁyofﬂaearaﬂmxonmuiﬁphesxtsml
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relation to gold, to foreign currencies, and to commodities, inde-
pendently of the effects of variations in its quantity. In modern
times, as we now know only too well, such speculative factors can
dominate for an appreciable length of time the metallic or ex-
change value of an inconvertible paper currency. There is every
reason to believe that such speculative factors were also operative
in some degree during the period of the bullionist controversy.

Both the bullionists and the anti-bullionists were aware of the
possibility that speculative factors were influencing the value of
the paper pound. Neither side, however, openly charged—or con-
ceded—that such factors were an actual influence in lowering the
value of the paper pound. It may be that neither side was alto-
gether frank in dealing with this question, which under the cir-
cumstances prevailing was a delicate one. The anti-bullionists
could not maintain as they did that the management of the cur-
rency was beyond criticism and at the same time admit that there
was sufficient lack of confidence in its immediate future to lead to
flights from the currency to hoarded bullion, to commodities, or
to foreign currencies. The bullionists, on the other hand, may
have feared that if they made such a charge they would lay them-
selves open to attack on the ground that they were attempting to
bring the national currency into “discredit” at a time of national
emergency, and therefore may have refrained from saying all
that they believed, although I have not found any evidence of
this. In any case, the bullionists, whether from discretion or from
conviction, took pains to concede that the paper currency was not
“discredited.”

Silberling and Angell misread into the bullionist writings in
general the positive charge that the depreciation of the paper
pound in relation to bullion was in part at least a “qualitative”
depreciation, and they find something absurd in such a charge.
Silberling claims to find in Ricardo’s writings the doctrine, which
he clearly regards as a strange one, that the “fall” in paper money
was due to “a mere inherent debasement in quality” of the paper
currency rather than to its issue to excess. He concedes that
“debasement” could readily be translated into “excess,” if by
excess is meant the amount exceeding the quantity at which the
price of gold in paper would be at its mint par.® But Ricardo

‘M and Monetary Policy of Great Britain® QOuarterly jowrnal of
econowics, KXXVIIL, 435, £35.
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repeatedly and uniformly insisted that he meant just this by
excess.

Angell follows Silberling in finding among the bullionists ad-
herence to the notion of a gualitative depreciation of the currency,
and in treating it as an absurd notion, but his interpretation of
the bullionist position in this connection is different from Silber-
ling’s. Angell claims that Boyd, Ricardo, and other bullionists
held that an excess of currency led first to “‘a positive degradation
of the standard” and that this degradation in turn led to a rise
in prices, “the degradation thus being a distinct and ‘intermedi-
ate’ step between the increase in currency and the rise in prices.”*
Angell gives no specific references to Ricardo, but he refers to
the following passage in Boyd:

He would say, that not only the currency of the country had been
changed from a certain to an uncerfain standard, but that the quan-
tity of it, in all probability, had been greatly augmented by the
issuing of paper, without the obligation of paying it on demand, and
that thus the prices of all objects of exchangeable value necessarily
feel the influence of a positive degradation of the standard, and of a
probable augmentation of the quantity of money in the country, any
one of them amply sufficient to discount for a considerable rise, but
both united, adequate to still greater effects than any that had already
been produced.®

Boyd here clearly assigns to “degradation” a distinct influence
on prices over and above that resulting from any increase in the
quantity of the currency. But there is no trace here of the time-
sequence imputed to him by Angell. The context shows that the
word “positive’” which qualifies “degradation” is to be under-
stood to mean “certain,” as contrasted to the “probable” increase
of the amount of the currency. At the time Boyd wrote no report
had been made as to the issues of the Bank since the Restriction,
and increase in such issue could be only a matter of inference
from circumstantial evidence. The question remains, what did
Boyd mean by “ ion” ? No light is afforded by the con-
text, but a reasonable explanation which makes his position in-

¢ Theory of international prices, pp. 43, 59, 60. Angell comments that “an
understanding of this chain of reasoning is important because it provides the
only satisfactory key to the contradictory pronouncements upon monetary theory
of the later writers, even those of Ricardo” (Ibid., p. 45.)

* Walter Boyd, A letter to Piit, 1st ed., 1801, pp. 64-65. (Italics in original.)




134 Studies in the Theory of International Trade

telligible is made possible by reference to a doctrine of other
contemporary writers. Henry Thornton in 1797 had argued that
the quantity of notes which it was proper at any time to issue
depended much “on the state of the public mind, that is, on the
disposition of persons to detain them.” Thus an impairment of
the general credit “while Bank notes sustain their credit” would
make possible, and desirable, an increase of the issue of notes
without any impairment of their value.® In 1802 he repeated this
argument and supported it by reference to the effect of confidence
in the paper money on the velocity of its circulation and on the
size of the cash balances generally held by individuals.” He
pointed out, moreover, that while paper was falling in value,
foreigners generally would expect “that the paper, which is falling
in value, will, in better times, only cease to fall, or, if it rises, will
experience only an immaterial rise, and this expectation serves
of course to accelerate its fall.”® Thus the suspension of cash
payments could conceivably result in a premium of bullion over
paper even if no increase in the issue of paper had occurred. But
Thornton denied that the loss of confidence in the English cur-
rency which could bring this about had occurred.
Lord King and George Woods expressed similar views:

But when the obligation to pay in coin ceases, the currency no
longer retains this determinate value, but is in danger of being de-
preciated from two different causes; viz., by want of confidence on
the part of the public, and an undue increase of the quantity of
notes. . . . Though the persons who have the regulation of a cur-
rency not payable on demand should confine their issues within the
most just and reasonable limits; yet if their credit or solvency is
doubted, it is impossible that their notes can circulate at the full
nominal value.?

Whether the depreciation of bank notes be owing to excess of
issue or to the ticklish foundatien upon which their present validity
is built, the ever-varying standard of public opinion, the fact itsel
. « . [i-e., of depreciation of paper in terms of bullion] is undeni-
able. . . . If it be alleged that the issues of the Bank, compared

* Report of the Lords Committee, 1797, pp. 72-73

¥ Poper credit, 1802, pp. 65-67.

* Ibid,, p. 65.

* King, Thoughts on the effects of the Bank Restrictions, 2d ed., 1804, pp. 5-6.
King also conceded that no loss of confidence in the English currency had as
yet occurred. 15id., p. 24
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with the wants of the public, are not greater now than formerly,
I answer, that this reasoning may imply a decreased confidence in
the Bank of England, but that it does not throw the smallest light
upon the question of depreciation.®

Ricardo likewise disclaimed any belief that in 1810 lack of
confidence in the paper pound was a factor in its depreciation:
“I am not aware of any causes but excess, or a want of confidence
in the issues of the paper (which I am sure does not now exist),
which could produce such effects as we have for a considerable
time witnessed.”* |

The bullionists on this point were in error. Their error, how-
ever, lay not, as Silberling and Angell claim, in attributing some
of the depreciation of the paper pound to loss of confidence in it,
but in their refusal to do so, although this refusal may have been
due to prudential considerations. For as Horner and Ricardo later
acknowledged,'? some of the sharp fluctuations in the premium
on gold could not be adequately explained as due to correspond-
ing fluctuations in the quantity of paper money, and could be
adequately explained only with reference to changes in anticipa-
tions as to the future of the paper pound, resulting in changes in
willingness of Englishmen to hold cash balances in paper and of
foreigners to hold securities payable in sterling.

The bullionist position is open to one further correction, but
one of probably minor practical importance. Under a metallic
standard, if due to foreign remittances or abnormally heavy grain
imports there occurs a temporary rise in the relative demand for

® George Woods, Observations on the present price of bullion, 1811, p. 45.
(Cf. also p. 184, infra.) For other instances of similar recognition of the pos-
sible contribution of speculative factors, or “discredit,” to the discount on
paper, see Henry Parnell, Observations upow the state of the cwrvency in
Ireland, 1804, p. 55 Bulhon Report 1810, pp. 22, 39; David Buchanan, Observo-
tions on the subjects treated of in Dr. Smith’s . . . The weslth of nations,
1814.p.88“Thenlneofapnpumencymll . vary from its standard,
Wmasoneitberofdiscreditorofexees&Wlumthemityisdefocﬁve,the
value will Ructuate with the risk of ultimate loss, which may at length be such
as entirely to stop its circulation. . . .” These writers also refrained from
making the positive charge that the paper currency was “discredited” in this
sense, Cf, also Wheatley, Theory of money, 1 {1807), ¢7: “It is to the aggre-
gate quantity of the currency of a country that we are to look, and not to
ﬁ!esmemdquahtyahtsooin,for{berealmofﬂ:eﬂmmﬁoninﬂw
market price of its money.”

“Reply to Mr. Bosonguet's observations, Works, p. 363.

* See infra, pp. 201-02.
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foreign bills, an export of specie will tend to occur, which will
operate both to lower the amount of the domestic circulation and
directly to increase the supply of foreign bills by the amount for
which the exported specie itself can be exchanged. Under an
inconvertible currency which has been on a depreciated basis for
some time, so that all the bullion has already either been exported
or passed into more or less permanent hoards, there will be no
specie export to constitute a direct equilibrating element in the
international balance of indebtedness. With the same volume of
foreign remittances to be made, a greater contraction of the cur-
rency, therefore, will be necessary under inconvertibility than
under a metallic standard if the exchanges are to be kept from
falling by more than the cost of shipping gold, and conversely, a
fall of the exchanges by more than the cost of shipping gold will
not be absolute proof that the currency has been contracted in less
degree than would have been necessary if the standard were
metallic.

vi. Tee ANtI-BULLIONIST PosiTioN

By no means all of the anti-bullionists were willing to accept
as the criterion under all circumstances of the proper amount of
currency that amount which could circulate under a metallic
standard, and to concede, therefore, that if it could be shown that
the circulation was actually greater than could be maintained un-
der a metallic standard the currency would thereby have been
demonstrated to be in excess. But criticism of the bullionist posi-
tion based on rejection of the metallic standard as the best cri-
terion for regulation of the currency became much more wide-
spread and important during the deflation period than it had been
during the period of rising prices, and it will be convenient there-
fore to postpone an examination of such criticism.

The anti-bullionists often attempted to show from statistics as
to Bank of England note issues either that the issues had not in-
creased or that there was no relation in time or degree between
the fluctuations in issue and the fluctuations in the premium on
bullion or the exchanges. But Ricardo was able to show that even
if the data were as alleged-—as they often were not—they did not
refute his argument. He was claiming not that the currency had
been increased during the Restriction, but that it existed in an
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amount greater than could have been maintained at that time,
other things remaining the same, if convertibility had been main-
tained. Whether the amount of actual issue in say 1810 was
greater or less than in 1797 was beside the point if it was greater
than could have been maintained under convertibility in 1810:

I do most unequivocally admit, that whilst the high price of bul-
lion and the low exchanges continue, . . . it would to me be no
proof of our currency not being depreciated if there were only
5 millions of bank notes in circulation [as compared to about 10
millions in 1797 and 23 millions in 1810). When we speak, there-
fore, of an excess of bank notes, we mean that portion of the
amount of the issues of the Bank, which can now circulate, but could
not, if the currency were of its bullion value.2

Some of the anti-bullionists contended that to prove deprecia-
tion it was necessary to prove that gold coim commanded a
premium over paper, since bullion was only a commodity and its
price therefore of no special significance.* Since it was unlawful
to melt or export English coin, and since persons buying such
coin at a premium would come under suspicion of intent to violate
the law, it is not surprising that there were no open dealings in
gold coin at a premium over paper.® What happened was that the
full-weight coin quietly but rapidly passed out of circulation and
was either exported on government account or went into hoards
or into the melting pot for industrial use or for illegal export
abroad. As Ricardo pointed out, if the law against melting and
export had been repealed, gold coin and gold bullion would have
commanded: the game premium .over paper money;* on the other
hand, if the law against melting and export could have been
fully enforced, exportable bullion would have commanded the same
premium over coin and paper money.®

‘Rtﬂy to Mr. Bosonquel's observations, Works, pp. 340-

*Cf. Henry Boase, A4 leiter . ..mdcfaaofthecondxctafmdthor:,
1804, pp. 22-23; Substonce of tewo speeches made by the Right Hom. N. Vansit-
tart, 1851, p. 15; The Speech of Rondle Juckson, Esq., . . . respecting the report
of the Bullion Committee, :Bm,yp.gﬁ
*Even non-exportable bullion commanded a premium over paper and there
wuomtmdemuﬂawddztgm which could legally be melted down
for internal use, at 2 premium over paper and even over full-weight guineas.
Seetheevﬂeneeds.l‘ Binos and of W, Merle, ballion merchants, before

Bullion Committee, Report, Minutes of evidence, pp. 18, 40.

‘ igh Pprice of bullion, Works, p. 280.

‘Mn
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vil. THE BALANCE OF PAYMENTS ARGUMENT

The anti-bullionists, however, had a more serious objection to
raise against the acceptance of the premium on bullion over paper
as a proof of excess currency. It was agreed on both sides that
under an inconvertible as under a convertible standard the price
of bullion was governed by the foreign exchanges. Both sides
were also agreed that under convertibility the exchanges could not
ordinarily fall below the gold export point, since below that point,
representing by its distance from mint parity of the two currencies
the cost of transmitting bullion, it would-be more profitable to
ship bullion than to buy foreign bills. The anti-bullionists argued,
however, that under inconvertibility this limit to the fall in the
exchanges did not exist; that the exchanges and the premium on
bullion would be governed solely by the state of the balance of
international payments;' and that in a period when heavy mili-
tary remittances and extraordinary importations of grain because
of deficient English harvests had to be made, there was no defin-
able limit beyond which the exchanges could not fall or ‘the
premium on bullion rise without demonstrating that the currency
was in excess, : ‘

In their treatment of this crucial issue, the bullionists were
divided into two groups, offering different answers. One of these
groups consisted of only two men, Wheatley and Ricardo.?® To

1Cf. Boase, A letter, 1804, pp. 22-23: “the rate of exchange is governed by
the balance of exchange operations, and (great political convulsions apart) by
no other principle whatever. , . .”

* There was, therefore, substantial justification for the comment of William
Blake, with reference to this doctrine of Wheatley and Ricardo, that “the
apinions of these gentlemen are peculiar to themselves.” (Observations ow -the
effects produced by the expenditure of government, 1823, p. 26.) Cf, however,
the following from the Minwies of evidence of the Committee on the Irish
dmhﬁm.:ﬂaq,na.citedwit!:amm;pprovalhyhudumle(ﬂwm
on the alarming state of the circulaiion, 1805, p. 20, note): B

From August, 1801, to the present time, no remittances of consequence
hnve...heenmdeto!mdminspwie.}hnk[of!gdan:d]m,m-

going out of it, whether the exchange was under par or above par, whether
the balance of debt was favorable or unfavorable, to be depreciated; and
the depreciation appears to have been higher when the balance of debt
was more favorable, and lower when it was less 30; and, upon the whole,
zmmmmwﬁuummwu&em
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the argument that foteign remittances would under inconvertibil-
ity operate to depress the exchanges, Wheatley and Ricardo both
replied that foreign remittances would have no effect on the ex-
changes whether under convertibility or inconvertibility; in both
cases, they maintained, the demands of England and the rest of
the world for each other’s products would so adjust themselves
automatically to the remittances that they would be transferred
in goods without changes either in relative prices or in exchange
rates. If under inconvertibility, therefore, there appeared a depre-
ciation of sterling exchange, this was evidence of excess issue of
currency. Ricardo later made some minor concessions to his
critics,® but Wheatley adhered rigidly to this doctrine to the end.*
The other bullionists took an intermediate position. They con-
ceded that foreign remittances would affect the exchange rates,
and conceded also, though without adequately explaining why,
that while such remittances were under way a premium on bullion
and exchanges below parity were not proof that the amount of
currency in circulation was in excess of what could be maintained
under a metallic standard currency. They confined themselves to
the argument that a continued and substantial premium of gold
over paper, and fall of the exchanges below parity, established
strong presumptions that the currency was in excess of what could
be maintained under a metallic standard. The Bullion Report, for
instance, cited the persistence of a high premium on gold and low
foreign exchanges “for a considerable time” as the evidence point-
ing to the existence of excess currency.®

It is arguable that the above account exaggerates the difference
between Ricardo and the other bullionists, although the publica-
tions of the latter and Ricardo’s correspondence show that they
were conscious Of their existence and were unable to reach a
mutually satisfactory reconciliation. Ricardo could very rarely
interest himself in the immediate and transitory phases of an eco-
nomic process sufficiently to trace it in detail through its successive
stages, and he frequently confined his analysis to the end results,
either passing over without mention or even denying the existence

* See infra, pp. 140-41.

*CL. Remarks on curvency and commerce, 1803, pp. 52-57; An essay on the
theory of money and principles of commerce, 1 (1807), 64-71; II (1822),
134-35; Report on the reports of the Bank commitiees, 1819, pp. 20-21.

* Bullion Report, p. 45.
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of the intermediate stages. Ricardo, moreover, tended to omit at
times explicit mention of qualifications whose validity he was
prepared to acknowledge, if he regarded these qualifications as of
minor importance or if he had already in some other connection
conceded them. The result of these two habits was a rigor and a
precision in his formulation which perhaps gave added force to
his exposition when he was dealing with the general public, but
which enabled more sophisticated critics to expose him to rebuttal
often more damaging in appearance than in fact. These charac-
teristics of Ricardo’s methods of thought are now familiar to
economists, and Ricardo was to some extent conscious of them
himself.® They are well illustrated by the following passages from
Ricardo, of which the first appears to involve an absolute denial
of the existence of intermediate stages in the process of interna-
tional adjustment to a currency disturbance, while the second
recognizes their existence but reveals that his interest lay wholly
in what occurs after they have fully worked themselves out:

To me . . . it appears perfectly clear, that a reduction of bank
notes would lower the price of bullion and improve the exchange,
without in the least disturbing the regularity of our present exports
and imports. . . . Our transactions with foreigners would be pre-
cisely the same. , . .7

I am not disposed to contend that the issues of one day, or of one
month, can produce any effect on the foreign exchanges; it may
possibly require a period of more permanent duration; an interval
is absolutely necessary before such effects would follow. This is never
considered by those who oppose the principles of the Committee.
They conclude that those principles are defective, because their opera-
tion is not immediately perceived.®

After a time Ricardo gave way somewhat to the pressure of
dissent from his views not only by the anti-bullionists but by the
bulk -of the bullionists. In sesponse to criticism by Malthus, he
conceded that when remittances were under way the currency in
the remitting country would be in excess unless it were reduced

* Cf. Ricardo to Malthus, Jan. 34, 1817, in Lelters of Ricardo to Malthus,

188y, p. 127.

Y Reply to Mr. Bosanguet's practical observations, Works, p. 360.

¢ Ibid., Works, p. 364. He here concedes, with the Bullion Committee, that
“a considerable time” may be necessary for the effects fully to show themselves,
but remarks that “we should once have thought a year a considerable time,
when speaking of a discount on bank notes.” Ibid, p. 363, note. (Italics in
original.)
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in the proportion which the commodity export surplus constituted
of the total stock of goods in that country, which still implied
that the remittances could be effected under a convertible stand-
ard, or without depreciation of the currency under an inconverti-
ble standard, without involving 2 relative fall in the level of prices
in the remitting country.? He later introduced into his exposition
qualifying words and phrases of a kind not to be found in his
first writings and which brought him closer to the position of the
other bullionists.*®

The bullionists other than Wheatley and Ricardo conceded that
extraordinary remittances would affect the exchanges adversely,
but insisted, as against either the express denial of or the failure
to give consideration to this factor by the anti-bullionists, that
the quantity of note issues, through its effect on commodity prices,
and thus on the trade balance, was an additional factor determin-
ing the exchange value of the English currency, and ordinarily
would be the dominant factor.'! Perhaps the best brief statement
of the moderate bullionist position was the following by Malthus:

The real state of the case seems to be, that though the effects of
a redundancy of currency upon the exchange are sure, they are
slow, compared with the effects of those mercantile transactions not

* High price of bullion, appendix to 4th ed., Works, p. 293
¥ L. especially his testimony before the Parliamentary Committees of 1819:

Q. Assuming that the balance of payments should be against this country,
must the payment not necessarily be made ecither in specie or in bullion?

A. (Ricardo) It appears to me, that the balance of payments is frequently
the effect of the situation of our currency, and not the cause. (Report
from the [Commons] Committee, 1819, p. 141. Italics mine.)

Q. Can you therefore conclude, from the degree to which the exchange is
at any moment against any country, that the whole percemtage of that
unfavorable exchange is owing to the amount of its circulating medium?

A. (Ricardo) A part may be owing to other causes. (Report of [Lords]
Committee on resumption of cash payments, 1819, p. 200.)

B Cf. Thornton, The paper credit of Great Britain, 1802, pp. 277-78:

It thus appears, that “the coming and going of gold” does not (as Mr.
Locke expresses it, . . . ) “depend wholly on the balance of trade.” It de-
pends on the guantity of circulating medium issued; or it depends, as I
will allow, on the balance of trade, if that balance is admitted to depend
on the gquantity of circulating medium issued.

Silberling takes Hawtrey to task for characterizing the anti-bullionist position
in this conmection as erroneous. “Financial and monetary policy of Great
Britain,” Joc. cit,, p. 434, note. His statement that the extraordinary remittances
werea%ha-mvnmunywedelemtm(}tw Britain’s balance of in-
debtedness during the period involved” (Ibid., p. 2a6) is without basis, since
their significance was a matter of endless debate, then and later.
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connected with the question of currency; and, while the former of
these causes is proceeding in its operations with a steady and gen-
erally uniform pace, the more rapid movements of the latter are
opposing, aggravating or modifying these operations in various ways,
and producing all those complex, and seemingly inconsistent, appear-
ances, which are to be found in the computed exchange 12

Wheatley and Ricardo, it appears to me, were clearly wrong
in their denial that extraordinary remittances would operate to
depress the value of the Iinglish currency on the exchanges and
in their insistence that in the absence of currency changes the
demands of England and the rest of the world for each other’s
products would necessarily so immediately and completely adjust
themselves to extraordinary remittances as to result under both a
metallic and an inconvertible paper standard in the maintenance
of equilibrium in the balance of payments without the aid of specie
movements, changes in the relative level of prices in the two areas,
or movements of the exchange rates. The theoretical grounds for
holding these views to be erroneous are presented at length in a
later chapter.’® Silberling and Angell, moreover, have shown, in
the case of Silberling by a comparison of the English foreign
remittances with the price of silver in English paper currency,
and in the case of Angell by a comparison of the premium on
silver and the Hamburg exchange, that there was a close correla-
tion between these remittances and the status of the English cur-
rency. These comparisons are reproduced in table I and chart I.
Adeguate data do not exist to permit a tabulation of the interna-
tional balance of payments of Great Britain for the period, or
even of its trade balance. In the absence of such data, it is reason-
able to assume that the extraordinary remittances are a fair
presumptive index of the degree of pressure operating to force
upwards the foreign exchanges and the price of silver in terms
of English paper currency. The correlation shown is in fact closer
than could reasonably have been expected, given the partial char-
acter of the data made use of for the purpose of the comparison,
and I know of no equally striking results from similar compari-
sons for other countries or periods. Whether by design or by
accident the English paper currency remained at or near parity
with silver and with foreign metallic currencies in the years in

™ “Depreciation of the currency,” Edinburgh review, XVII (i811), 360.
 See chap. vii, infra.




I 1avHD

oce/ $/8/ or8/ sog/ oog/ 5641
T4 T BRI LR 1 11 ol
Q Q T AP —— QQ\
. - 7 hY {
/ \\ 73 > N\, \ / / Ilﬁ
-— 8\ i’ 4 ) (] \
s\ \ \ /H.l 011
4 7 ) N
ol— \ .\L. —
P 10/
— \ "~
\ [} fa—
\ 1
| \\ o ]
oe W\ 7 OQUNGNVYH NO FONVHIXI s 2
/ ¥IAUS 40 JIYd we—tompm ]
—~ s SITONVLILINIY AYYNIGHOVYLXT = v = o =m
‘ —i0P!
P I I I I I T U T O T O I Y

F JO SNOITIW

LNID ¥3d




144 Studies in the Theory of International Trade

TABLE 1 (data of Chart I)
EXTRAORDINARY REMITTANCES, PRICE OF SILVER, AND HAMBURG EXCHANGE,

1795-1820
Extraordinary . Y Exchange on
Year remittances* Pa,c:rois:lo:? Hamburg®
(In Millions of Pounds) 36s. banco = 100
1795 ceeecnnns 9.4 102.4 107
1796. . .ot 7.0 104.2 106
b ¢4 7 2 1.6 101.7 98
1798. . ... ...l 0.3 99.0 96
I799. . vnnnnn 3.4 105.1 103
1800........... 11.3 111.2 113
1801........... 12.0 115.9 113
1802........... 1.5 109.5§ 109
1803.......0.0. 0.3 107.8 1035
I804....cc00nnn 0.7 107.0 101
1808........... 4.5 107.1 . 103
1806........... 1.8 110.0 105
1807....00uunn. 2.6 109.7 104
1808........... 6.6 107.2 106
1809........... 9.1 110.2 121
1810........... 4.1 114.4 120
I8rr........... 13.8 121.1 144
812........... 14.8 128.0 128
B13........... 26.3 138.2 130
| 2.3 7 SO 23.1 126.4 119
815....00iunen 11.9 118.4 114
1816........... 2.9 102.3 ' 100
817.. 00, 4.4 105.4 102
Bi18........... 8.9 111.6 105
1819........... 2.2 107.2 102
1820.,......... 0.7 101.5 .

» Silberling, *Pinancial and monetary policy of Great Britein,” Quarterly jownal of ecomomics
xxxvm (1924), 227. (Government remittances to Continent plus value of grain imports into
Bmainuun-dhmm)

'M(w
* Hawtrey, Currency ond credil, 34 od., 1038, p. 335, and Reports by the Lords Commitiee .
fon] the expedioncy of the reswmption of cash payments, 1819, p. 330.

whnchno,orsm?ll,.fomgn remittances had to be made, and de-
parted from parity in roughly corresponding degree in the years
in which heavy foreign remittances were necessary.!*

% Similar results were obtained by similar methods by an asonymous con-

Thee:n:hagamﬁmdbymmwiacxﬂudmhﬁ;lm
namely, by the foreign expenditure, and by the amount paid for grain
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Ricardo could, however, have conceded to his opponents the
point that extraordinary remittances tend to depress the exchanges
without surrendering his main contention that actual depreciation
of the exchanges was evidence of greater issue of currency than
could be maintained in circulation under a metallic standard.
Extraordinary remittances tend to depress the exchanges alike
under a metallic and under a paper standard, but under a metallic
standard this depreciation is prevented from going beyond the
gold export point by contraction of the currency. If speculative
factors be abstracted from, or if it be assumed that their mode of
degree of operation is not affected by extraordinary remittances,
then such remittances, sf accompanied by equal contractions of
the currency of the remitting country in the two cases, should not
result in appreciably greater'® depreciation of the exchange under
a paper than under a metallic standard. It was primarily because
under the paper standard the English currency was not contracted
as it would necessarily have been contracted under a metallic
standard that the foreign remittances resulted in such marked
depreciation of the paper pound on the exchanges.

If Wheatley and Ricardo erred in their exposition of the rela-
tion under inconvertible currency between the exchange rates and
the state of the balance of payments, the anti-bullionists erred
more grievously. The anti-bullionists insisted rightly that under
inconvertibility the exchanges were immediately determined solely
by the demand for and supply of foreign bills, but failed to see
that this was equally true of a metallic standard and that a very
important factor determining the relative demand for and supply

imported. When, therefore, the importation of grain, and the foreign ex-
penditure have been great, the exchange has become unfavorable, and the
latter has, vice versa, increased nearly in the same ratio as the two former
have diminished. In the accompanying table it will be seen, that each pro-
truding line of demarcation, specifying the variation of the exchange, has,
with very trifling exceptions, a corresponding sinus in the two lines which
dengmtethcmcrmeordmnnuuonofthcfmznexpmwremdthe
amount paid for imported grain—~"Two tables . . . illustrative of the
speeches of the . .. Earl of Liverpool and the...ChnmeIlotoftbe
Exchequer,” in Pamphleteer, XV (1819), 286.
_ “Under a metallic currency the contraction of the currency takes the form,
in part, of an actual export of specie, and this specie exercises a direct liquidat-
ing effect on foreign obligations which is absent in the case of a paper standard
currency. To this extent, a greater currency contraction will be necessary under
a paper than under a metallic standard to prevent exchange depreciation when
foreign remittances of a given amount are to be made. See pp. 135-35, swpre.
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of foreign bills was the relative level of prices in the two coun-
tries, which in turn was determined largely by the relative amounts
of currency. Many of the anti-bullionists, moreover, must have
thought that in some way a fall in the foreign exchanges made
possible the payment of foreign remittances without the need of
a commodity export surplus. No other explanation is available of
their repeated insistence that throughout the period of low ex-
changes England either had an unfavorable balance of payments
on trade account, or else had a balance insufficiently favorable to
offset the military expenditure abroad. As Ricardo pointed out, in
reply to reasoning of this sort by Bosanquet, this left it a mystery
how the military expenditures abroad were actually met, since
specie was not available.!®

Not all the anti-bullionists, however, were confused on this
point. One of them stated very compactly and clearly the possibil-
ities under such circumstances:

[Under a depreciated paper currency] it would be literally impos-
sible that the balance of payments should be any longer against us,
because we could have no means of paying an unfavorable balance.
Our receipts from, and payments to, foreign nations must therefore
be reduced to an equality (or the balance must be turned in our
favor) either by an increase of our exports of merchandise, a diminu-
tion df our imports and of the foreign expenditure of government,
or by some . . . international transfers of capital. . . .1?

Another anti-bullionist, Herries, explained that foreign re-
mittances could exceed the export surplus for a time if the balance
was met by borrowing abroad, and, writing no doubt from first-
hand knowledge, since he had been engaged in the task of making
the remittances for the government, said: “This is, probably, the
case, with respect to our drafts from abroad at this time :—we are
borrowing money to carry on our foreign expenditure, at a high
rate of interest.”®

There are passages in Silbeﬂmg’s critique of the bullionists
which seem to indicate that Silberling also subscribes to the notion
that the fall in the exchange value of a remitting country’s cur-

¥ Reply to Mr. Bosanguet's ohservations, Works, pp. 33435

* Johin Hill, An inquiry into the couses of the present high price of gold
bullion in Englond, 1810, pp. 8-9.

# 1. C. Herries, A review of the controversy ‘respecting the high price of
bullion, 1811, pp. 43-44.
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rency can operate to supply it with foreign funds with which to
meet its foreign liabilities in some other way than by stimulating
its exports and restricting its imports.’® Silberling cannot con-
sistently fall back on the argument that a decline in the exchanges
under inconvertible currency would lead to a debt-liquidating
shipment of bullion, for he and Angell have characterized this as
one of the erroneous doctrines of the bullionists, and especially of
Ricardo. As I have elsewhere shown,?® Ricardo distinguished
carefully between an inconvertible paper currency depreciated in
terms of bullion and one not so depreciated—a distinction which
Silberling and Angell fail to make—and denied the possibility of
bullion shipments as a part of the regular mechanism of adjust-
ment of international balances in the case of the former. Curiously
enough, both Silberling and Angell place some emphasis on bul-
lion shipments as part of the explanation of the phenomena of
the Restriction period, and tacitly, and probably wrongly, assum-
ing that the Bank of England’s gold losses were mainly to the
government, that when the Bank sold gold it ordinarily did not
charge the market price, and that most or all of the gold exported
while the Restriction was in effect came from the Bank’s holdings
instead of from private stocks, cite these bullion shipments as an
item in the meritorious record of the Bank of England during
the period of suspension of cash payments.?*

The notion that even under depreciated inconvertible paper ex-
change fluctuations will give rise to bullion movements as an
ordinary everyday occurrence is not as absurd on @ priori grounds
as Silberling and Angell regard it for any inconvertible currency.

* Cf. “Financial and monetary policy of Great Britain,” Quarterly journal of
economics, XXX VIII, p. 229, note: “We may conclude, however, that the ad-
verse balance of military payments of itself caused no important readjustments
in the volume of foreign commerce which might have compensated the rise
of the exchange rates against England”; Ibid., pp. 433-34: “In the absence of
data, the Committee resorted to hypothesis: if the foreign payments of the
State had created marked deviations from exchange parities, this could be only
a very temporary matter, since foreigners, attracted by low prices of sterling,
would forthwith begin to buy British commodities and thus immediately expand
British exports, with the result of readjusting the balance of payments. It hap-
pemdﬁ:wtmanyerstwhﬁefomignbuyershado&wrpreoecupaﬁonsatﬂu
moment.

*“Angell's theory of international prices,” Jowrmal of political economsy,
XXXIV (1926), pp. 603-06.

* Silberling, “Financial and monetary policy,” Quarterly journal of economics,
XXXVII, 226; Angell, Theory of international prices, p. 478.
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While there is no internal demand for bullion for monetary pur-
poses at a market price in excess of the mint price, there still
remains an internal demand for industrial use, for hoarding, and
for speculative purposes. A rise in the paper premium on bullion
resulting from a fall in the exchanges will operate to induce some
of the holders of bullion to offer it for sale for export. There is
considerable evidence, both for the Restriction period in England
and for other past and present cases of countries with depreciated
paper currencies, that, where legal restrictions do not prevent,
bullion moves fairly freely into and out of such countries in re-
sponse to changes in its paper price.?? It is quite conceivable that
the net export of bullion from England during the suspension
period was even greater than it would have been if the metallic
standard had been retained, and that the absence of the direct
debt-liquidating effect of bullion shipments cannot therefore be
invoked as even a partial explanation of the depreciation of the
paper currency.

viir. THE PossiBiLiTy oF Excess Issue By BANKS

There were among the anti-bullionists some crude inflationists
for whom no amount of currency could be too great. Most of the
anti-bullionists, however, recognized that there were limits beyond
which it was not desirable to go in the issue of currency. What
these limits were, they failed to specify, except in terms of the
“needs of business.” They claimed that as long as currency was
issued only by banks, and was issued by them only in the discount
of genuine and sound short-term commercial paper, it could not
be issued in excess of the needs of business, since no one would
borrow at interest funds which he did not need. If currency
should perchance be issued to excess, it would rapidly return to
the banks either in liquidation of bank loans or, under convertibil-
ity, for redemption in specie.! To this doctrine the directors of

®(f on this point, the excellent analysis of the Argentine experience in
J. H. Williams, Argentine international irade under inconvertible paper money,
18801900, 1920,

LCE. eg., Bosanquet, Proctical observations, 2d ed., 1810, pp. 49-64; Johm
Hill, An ingquiry into the causes of the present high price of gold bullion, 1810,
p. 36; Coutts Trotter, The principles of cwrrency and exchanges, 24 ed, 1810,
po. 10 ff. In view of his subsequent prominence as an advocate of the “currency

principle,” it is of interest that Torrens at this period should have subscribed
to the doctrine that it was impossible to issue even inconvertible paper money
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the Bank of England and prominent members of the Cabinet also
subscribed, and the authority of Adam Smith was appealed to in
support thereof.?

The bullionists explicitly denied the validity of this doctrine, at
least for an inconvertible currency. Thornton in 1797 had ob-
jected against the usury laws that they limited the Bank of Eng-
land to a rate at which “there might be a much greater disposition
to borrow of the Bank . . . than it might become the Bank to
comply with,”® and in 1802 he pointed out that the extent to
which the charge of interest acted as a check on the demand for
discounts depended on the rate of interest which was charged; the
Bank of England was prevented by the usury laws from charging
more than 5 per cent, and if the prevailing rate of commercial
profit were higher than that, the demand for loans would be
greater than the Bank should meet.* Lord King put it more
strongly : when the market rate of interest exceeds the bank rate,
the demand for discounts “may be carried to any assignable ex-
tent,”® and in this somewhat extreme form it was repeated by
other bullionists.® In a speech in the House of Commons on
May 7, 1811, Henry Thornton expounded with great ability, and
with interesting references to the experience of other central
banks, the mode of operation of the rate of interest as a regulator
of the volume of note issue. He pointed out that even John Law’s

to excess if it were issued only upon discount of good mercantile bills. (R. Tor-
rens, An essay on money and paper currency, 1812, p. 127.) James Mill also
subscribed to this doctrine: see his review of Thomas Smith’s, Essay on the
theory of money, 1807, Edinburgh review, XIII (1808), 57-60.

* Cf. Wealth of nations, Cannan ed., II, 287.

*Report of the Lords Committee, 1797, p. 83.

¢ The paper credit of Great Britain, 1802, pp. 287-00.

* Thoughis on the effects of the Bank Restrictions, 2d ed., 1804, p. 22

*Eg., J. L. Foster, Essay on the principle of commercial exchanges, 3804,
D. 1133 Report of the Bullion Committee, 1810, pp. 56-57; Dugald Stewart, in
2 memorandum to Lord Lauderdale, 1811, first published in his Collected Works,
1855, VIII, 444; McCulloch, review of Ricardo’s Propossl for on economical
and secure cwurrency, Edinburgh review, XXXI1 (1818), Ga.
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bank had issued only on loans at interest, and that it was Law's
error that “he considered security as every thing and quantity as
nothing” and failed to see the significance of the rate at which he
offered to lend.” Thornton argued, moreover, that during a period
of rising prices the real rate of interest was less than the apparent
rate; while businessmen did not generally perceive this, they did
realize that borrowing at such times was usually profitable, and
therefore increased their demands for Joans if the bank rate did
not rise.®

Ricardo agreed with the other bullionists that the “needs of
commerce” for currency could not be quantitatively defined, and
that through a resultant change in prices commerce could absorb
whatever amount was issued.® But he ordinarily denied any rela-
tionship between the rate of interest and the quantity of money,
and presumably also between the rate of interest and the demand
for loans: “Whilst the Bank is willing to lend, barrowers will
always exist, so that there can be no limit to their overissues, but
that which I have just mentioned,” i.e., convertibility.’® In a
speech in Parliament he expressly denied that the rate of interest
was a check to the amount of issues: “For . . . what the direc-
tors thought a check, namely, the rate of interest on money, was
no check at all to the amount of issues, as Adam Smith, Mr.
Hume, and others had satisfactorily proved.”’* Here once more
Ricardo was applying long-run considerations to a short-run
problem. But in his Principles we find Ricardo at one point ex-
pounding the same views as the other leading bullionists :

The applications to the Bank for money, then, depend on the
comparison between the rate of profits that may be made by the
employment of it, and the rate at which they are willing to lend it.
If they charge less than the market rate of interest, there is no
amount of money which they might not lend,—if they charge more

* Substance of iwo speeches of Hensy Thomton, Esq. on the Bullion Report,
1811, pp. 19-37.

*Ibid., pp. 20 ff. This contains the essence of Irving Fisher's theory of the
influence of changing price levels on interest rates. Cf his Appreciation and
interest, Publications of the American Economic Association, X1 (1806, No. 4).

*Cf. Reply to Mr. Bosanguet's practical observations, Works, p. 341.

"wakltersmtke}mceu}gdd{ﬁap],p. 1.

2 Hansard, Parliomentary debates, 13t series, X1 (May 24, 1819), 744. The
dmﬁmofﬁmm&mﬂ;mwhchher&xnmﬂymmt
there is a close connection between the volume of money and the rate of interest
{see swpra, p. 89), a doctrine requiring qualification for the short run.
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than that rate, none but spendthrifts and prodigals would be found
to borrow of them. We accordingly find, that when the market rate
of interest exceeds the rate of 5 per cent at which the Bank uni-
formly lends, the discount office is besieged with applications for
money; and, on the contrary, when the market rate is even tempo-

rarily under § per cent, the clerks of that office have no employ-
ment.12

To the denial by the bullionists that the charge of interest on
loans was a sufficient guarantee, irrespective of the rate charged,
against overissue, the anti-bullionists apparently never attempted
to reply.’® In evidence before the Bullion Committee, Bank of
England officials had emphatically denied that the security against
overissue by the Bank would be reduced if the discount rate were
to be lowered from 5 to 4 or even to 3 per cent. No person, they
insisted, would pay interest for a loan which he did not need,
whatever the rate, unless it were for the purpose of employing
it in speculation, “and provided the conduct of the Bank is regu-
lated as it now is, no accommodation would be given to a person
of that description.”*

That the quantity of bank loans demanded is dependent on the
rate of discount is now universaily accepted by economists and
need not be further argued. On the question whether or not the
rate of 5 per cent uniformly charged by the Bank of England
during the Restriction was lower than the market rate, there is,

B Principles of political economy and taxation, 3d ed. [1821]), in Works, p.
220, This passage is unchanged from the first edition, 1817.

Earlier in the same paragraph Ricardo had argued that the market rate of
interest was determined, not by the Bank rate of discount, but by the rate of
profits which could be made by the employment of capital, which was totally
independent of the quantity or of the value of money. “Whether a bank lent
one million, ten million, or a hundred millions, they would not permanently
alter the market rate of interest; they would alter only the value of the money
which they thus issued.” (Italics not in original.)

=i, however, W. T. Comber, A view of the nature and operation of bank
currency, 1817, p. 16: “These advances [of the Bank of England] did not
depend, as many suppose, on the caprice of the Bank, but were regulated by
the amomnt of cash payments on transactions, which would afford a profit to
the borrower after paying an interest of five per cent to the Bank.”

% Report of the Bullion Comsmnittee, 1810, Minutes of evidence, p. 129. Ci.
also the testimony of Dorrien, Governor of the Bank, in 1819: “The demand
for discount always proceeds from the wants of the public, and if the bank
were to discount at a lower rate of interest than five per cent, in my opinion
there would be no greater application than ¥ it were to discount at the present
rate.” Report of [Commons] Committee, 119, p. 145.
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however, a conflict of opinion. The usury laws would operate to
prevent any overt charge of more than 5 per cent, and the uniform
§ per cent rate which.is wften -said to ‘have prevailed -during the
Restriction period!® may have been only nominally that. There is
contemporary evidence that bankers found means of evading the
restrictions of the usury laws. In 1818, the Committee on the
usury laws stated in its Report that there had been “of late years

. . [a] constant excess of the market rate of interest above the
rate limited by law.”?® Thornton notes that borrowers from pri-
vate banks had to maintain running cash with them, and borrow-
ers in the money market had to pay a commission in addition to
formal interest, and that by these means the effective market rate
was often raised above the 5 per cent level.!” Another writer
relates that long credits were customary in London and a greater
discount was granted for prompt payment than the legal interest
for the time would amount to.*®

More convincing evidence that the 5 per cent rate was not of

B Cf. Thomas Tooke, 4 history of prices, I (1838), 159: “. .. the market
rate of interest for bills of the description which were alone discountable at the
Bank [“good mercantile bills, not exceeding sixty-one days’ date”], did not
materially, or for any length of time together, exceed the rate of five per cent
per annum.”

Silberling, “British prices and business cycles,” Review of economic statistics,
prelumnary volume V “1923), supplement 2, p. 241: “The Usury Laws fixed
the maximum rate of interest and discount at five per cent, and contemporary
literature indicates that this rate was, at least from 1790 to xSm the prevailing
and unvarying rate of discount throughout the country. Instead of varying their
rates, the banks either granted or refused loans.”

In evidence given in 1857 before a Parliamentary Committee, John Twells,
a member of a London banking firm who had operated as a banker in London
since 1801, stated that 5 per cerit was the only rate charged by bankers during
the Restriction and that no one ever thought of any other rate. (Evidence of
Jokns Tewells . . . before the select committee, 1857, pp. 13-15.)

® Report from the select committee on the uswry laws, 1818, p. 3. CL. also
Ricardo, On protection to agriculiure [1822], Works, p. 474: “During the fast
war the market rate of interest for money was, for years together, fluctuating
betw:m7andmpcrth yet the Bank never lent at a rate above 5 per
cent.’

H Substance of two speeches, 1811, p. z0.

®David Prentice, Thoughts on the repeal of the Bonk resiriction low, 1811,

p. 14 A later writer states that: “During the war it was very customary to
mhhmswh:dxmtoberqmdhytbetnmﬁeroiasmofstoek,msmd
of money. This was done to secure to the capitalist the market rate of interest,
which was then higher than he could have legally reserved in the deed.” (James
Maclaren, The effect of o small fall in the volsg of gold upon money, 1853,
P 12)
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itself always an effective barrier to indefinite expansion of loans
by the banks is to be found in the fact that the directors of the
Bank of England, although they professed that they discounted
freely at the rate of 5 per cent all bills falling within the admissi-
ble categories for discount,’ in reply to questioning admitted that
they had customary maxima of accommodation for each indi-
vidual customer and occasionally applied other limitations to the
amount discounted.?

Even if it were conceded that the Bank rate was never lower
than the market rate of discount for the same classes of loans, it
might still be low enough to permit or even to foster a wild infla-
tion, if the Bank rate was low absolutely, and if it was the Bank
rate which determined the market rate. On important classes of
loans the Bank of England was a direct competitor with other
lending agencies, and it was certainly important enough as a
lending agency to exercise at least an important influence on the
market rate. Also, by lowering its credit standards, or offering
its credit to a wider range of applicants for commercial loans, it
could actively promote currency expansion without lowering its
interest rate below the hitherto prevailing level. It may be ac-
cepted, therefore, that the 5 per cent rate was not necessarily an
adequate check to the volume of bank credit extended to com-
mercial borrowers.

The powers of the Bank of England to expand its note issues,
moreover, were not confined to its commercial discount activities.
The Bank could also, and did, get its notes into circulation by
advances to the government, by purchases of exchequer bills and
public stocks in the open market, and by advances to investors in
new issues of government stocks. Since even many of the anti-
bullionists conceded that there was no automatic check to excess
issue where the issues were made in connection with loans to the
government, there should have been no occasion for extended con-
troversy as to the existence of a possibility of excess issue.®

® Report of Bullion Committee, 1810, p. 26.

®Ibid., pp. 22, 24; Minutes of evidemce, p. Bo. Cf. also Thornton, Paper
credit, 1802, pp. 179, 204; A. W. Acworth, Financial reconstruction in England,
1815-1822, 1925, P. 145.

® There was some discussion as to the comparative susceptibilities to excess
of issue through commercial disconnt and through loans to government. Some
writers contended that there was no difference between the two, but most writers
agreed that the latter was more susceptible to excess. Mathias Atftwood pre-
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1X. REspoNs1BILITY FOR THE ExcEss Issue: BANK oOF
EncLAND vs. CounTrRY BANKS

Since bank notes were issued both by the Bank of England and
the country banks, responsibility for any excess issue of paper
currency could lay with either or with both. With the exception of
Wheatley, who held the country banks largely responsible,! the
bullionists were united in assigning responsibility for the excess,
as between the Bank of England and the country banks, wholly
or predominantly to the former. Boyd, in 1801, laid down the
formula which was to be the text of the bullionists: ‘“The Bank
of England is the great source of all the circulation of the coun-
try; and, by the increase or diminution of its paper, the increase
or diminution of that of every country bank is infallibly regu-
lated.”® His argument rested on the postulate that the country
banks must keep a fixed percentage of reserves against their own
note circulation in Bank of England notes, whereas the Bank
of England was not subject to such a limitation.? In a note added
to the second edition, he conceded that the country banks, by
allowing their reserve ratio to fall, may have contributed inde-
pendently to the then existing excess of currency, but he blamed
the Restriction, which left to holders of country bank notes the
possibility only of converting them into Bank of England notes
with which they were not familiar, for making this fall in reserve
ratio possible. He apparently believed that once this fall had taken
place, the Bank of England would again have control, through

sents an ingenious a priori argument in support of the greater tendency of
advances to government to raise prices than of the same amount of commercial
discounts, resting in effect on the greater velocity of circulation of the former
(Letter to Lord Hamilton, 1823, pp. 50-56). But there are grounds for believing
that during the Restriction period the advances to the government of the Bank
of England had an unusually fow velocity of circulation, because of the practice
of the government of holding exceptionally large idle balances at the Bank of
England. See infra, p. 169.

 Remarks om currency and commerce, 1803, pp. 209 ff.; Essay on the theory
of money and principles of commerce, 1 (1807), 336 ff.

1 Letter to Pitt, 1st ed, 1801, p. 20,

*Ibid,: “The circulation of country bank notes must necessarily be propor-
tioned to the sums, in specie or Bank of England notes, requisite to discharge
such of them as may be presented for payment; but the paper of the Bank of
England bas no such limitation.”
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regulation of its own issues, over the volume of country bank
issues.* .

Thornton reached the same conclusion, that the volume of Bank
of England issues regulated the volume of country bank note is-
sues, but by a more elaborate chain of reasoning. He applied to
different regions within a country the Hume type of analysis of
adjustment of international balances of payments.® If country
banks took the initiative in increasing their issues, country prices
would rise; the provinces would buy in London commodities
which formerly they had bought locally; there would result an
adverse balance of payments on London, which would be met
through shipment of Bank of England notes to London or by
drafts on the balances of country banks with London bankers.
The impairment of their reserves would force the country bankers
to contract their note issues.®

Thornton pointed out, however, that this did not mean that
the proportion of country bank notes to Bank of England notes
must always remain the same. This would hold true only if the
areas of circulation of the two types of notes and also the relative
volumes of payments to be made in the respective areas remained
unaltered :

By saying that the country paper is limited in an equal degree,
I always mean not that one uniform proportion is maintained between
the quantity of the London paper and that of the country paper, but
only that the guantity of the one, in comparison with the demand for
that one, is the same, or nearly the same, as the quantity of the
other in proportion to the call for the other.”

* Letter to Pitt, 2d ed., pp. 19-20, note, Boyd seems to have thought that an
increase in holdings of cash by individuals in the country was the only way in
which pressure on the country bank reserves could occur. In an appendix to
the second edition (pp. 42-43), Boyd prints a letter from an unnamed corre-
spondent taking him to task for attaching insufficient weight to the country-
bank notes, which, according to this letter, had probably increased in greater
proportion than Bank of England notes.

® Hume had noted incidentally the applicability of his analysis to the relations
between the different provinces of a single country. See swpra, p. 84.

 Paper credit, 1802, pp. 216 ff. Thornton also argues here that if bank credit

more easily available in the country while remaining restricted in Lon-
don, mercantile houses with banking connections both in the country and in
London would shift some of their borrowing from London banks to country
banks, would demand Bank of England notes in exchange for the country
bank notes thus cbtained, amd would thereby impair the reserves of the country
ba:ﬁfwmd{::ﬂunwmthum
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Similar views were expressed by Horner,® King,? Ricardo,® the
Bullion Committee,}* Malthus,*? and other bullionists.

Since the anti-bullionists denied any excess in the currency as a
whole, they ordinarily showed little interest in the attempts of
the bullionists to apportion responsibility for such excess. Some
of the anti-bullionists agreed that convertibility of country bank
notes into Bank of England notes was as effective a restriction on
country bank note issue as convertibility into gold.® Others of
them, however, apparently determined that if any blame was to
be assigned it should not be to the Bank of England, denied that
the amount of country bank notes was in any way dependent on
the amount of Bank of England notes, and cited in confirmation
the evidence of country bankers before the Bullion Committee
that their reserves consisted only slightly of Bank of England
notes and the apparent absence of correspondence between the
fluctuations in the issues of the two types of paper money.™

Silberling and Angell reject the bullionist claim that the coun-
try bank note circulation was dependent on that of the Bank of
England notes. Silberling ridicules the notion that if prices rise

®Review of Thornton, Paper credit, Edinburgh review, I (1802), p. 101.

® Thoughts on the effects of the Bank restrictions, 2d ed., 1804, pp. 101-II.
King stated the argument, later to be stressed by the banking school, that
country banks could not issue to excess because competition among the banks
to issue their own notes would prevent any individual bank from expanding.
See infra, pp. 238 ff.

* High price of bullion, 1810, Works, pp. 282 f.

. Report, 1810, pp. 46, 67. The Bullion Committee nevertheless cited evi-
dence tending to show that the reserve ratios of the country banks had fallen
and that their note issues had therefore risen in greater proportion than the
issues of the Bank of England, even after allowance for changes in the areas of
hand-to-hand circulation of the two currencies. (/bid, pp. 68-71.) They also
mmﬂymwmm&nkdmimdm“&cm
of Bank of England paper will produce its effect npon prices not merely in
therwoofmmmbutm;mhh@mwopoﬂme." (Ibid, p. 68.)

¥ “Review of the controversy respecting the high price of bullion,” Edinburgh
review, XVII1 (1B11), 457-58.

Bt Coutts Trottex, Principles of currency and exchanges, 2d ed., 1810, pp.

22-23.

#Cf. Bosanguet, Practical observotions, pp. 76 f; Vansittart, Substance of
mm:&x,mss—ss.nemdmdhtiimmmm
gutbe debyﬁnnm*dﬂmhndmdmmtam
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in the provinces, it will result in a shift of purchases from the
provinces to London : “London and the rest of England were not
then, and are not now economic areas producing identical wares.
1f the price of iron or hops or wool rose in the provinces by rea-
son of liberal credit accommodation to farmers and speculators,

. . it could not result in purchases from London of what Lon-
don did not produce.”® This is a valid criticism of the manner
in which the bullionists expressed their argument, but leaves the
essence of the argument untouched. A relative increase in country
bank note issues will not lead the provinces to increase their pur-
chases in London of country products, but it will, nevertheless,
lead to a debit balance of payments of the country with London.
The increase in spendable funds in the country will lead to in-
creased purchases of London products by the provinces, and the
rise in prices in the provinces will lead to decreased purchases of
country products by London. When two regions have currencies
convertible into each other at fixed rates and have commercial
relations with each other, one of these regions cannot issue cur-
rency to any extent, irrespective of what the other does, without
encountering serious exchange and balance of payments difficul-
ties, even if the two regions do not have a single identical
product.!®

Silberling and Angell object further that the explanation given
by Thornton and Ricardo is unilateral, instead of bilateral; it fails
to take account of the upward effect on London prices of the re-
lease by the country to London of Bank of England notes and

B “Iinancial and monetary policy,” loc. cit., p. 419. Cf. Henry Burgess,
A lotter to the Right Hon. George Canning, 1826, p. 28: “The theory of the
{Bullion] Committee . . . about an excess of country bank notes causing a local
rise in prices and sending all people to London, to buy cheap commodities,
seems to me equally luminous. . . . Who that had a correct notion of the
working of the currency, would think of sending people from a distance in the
country to London, to buy corn, cattle, cheese, wool, bacon, coal, lead, iron,
etc. by an excess of country bank notes, as compared with Bank of England
notes.” Cf. also John Ashton Yates, Essays on currency and circulation, 1827,
p. 37: “The local rise of prices in consequence of an increased issue of comtry
bank notes must be enormous in order fo bring corn or iron from London to
Glamorganshire or Staffordshire. . . "

®f. also the answer of George Woods: “For as commodities are cheaper
where the excess has not taken place than where it has, so will they be taken
to that part where a higher price can be obtained. If it be said that many goods,
such as those from the East Indics, can be purchased only in London, I reply:
the price of luxuries is dependent upon that of necessaries.” (Observations on
the pregent price of bullion, 1811, p. 21.)
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balances with London bankers resulting from an expansion of
country bank note issues. They contend, in rebuttal, that a rise
in prices in the country resulting from an increased issue of
country bank notes would spread to London.'?

This is a valid criticism of Thornton.*® It is not applicable,
however, to Boyd™ or Ricardo,® for both of these writers took
it for granted that it was necessary for the country banks to
maintain constant cash reserve ratios whether in Bank of Eng-
land notes or not. If the Bank of England did not increase its
issues, then the country banks could not at the same time increase
their circulation and maintain a constant reserve ratio. It is this
assumption of constancy in the country bank reserve ratios, to
which neither Silberling nor Angell refers, which is the vulnerable
point in the bullionist argument. I, as Boyd conceded, the coun-
try banks allowed their reserve ratios to fall, they could, as long
as their reserves were not wholly exhausted, force their issues
even while the Bank of England remained passive. If they toler-
ated a lowering of their reserve ratio, they could bring about a
new price equilibrium and a new equilibrium in the balance of
payments between London and the provinces, with the circulation
greater, and prices higher than before, in each area. Even if the
country banks expanded rapidly and extravagantly, and the Bank
of England did not follow suit, it might be some time, as Joplin
later pointed out,® before their reserves were exhausted, and in
the interval before the collapse prices would be higher and the
premium on bullion greater for England as a whole. The ques-
tion still remains, however, as to what were the obligations of
the Bank of England in such a situation.

Silberling further supports his argument that the issues of the
country banks were not dependent upon those of the Bank of
England by the claim that the country bank reserves consisted
mainly of balances with London private bankers, while the re-
serves of the London bankers “were wholly uncontrolled by law
and had never been more than very moderate sums; and their

"Silbg’l‘mg. “financial and monetary policy,” p. 498; Angell, Theory of
infernotional prices, p. 46.

* Thornton was not unaware of the issue, but he failed to meet it satisfac-
torily. CJ. Paper credit, 1802, pp. 219 ff.

¥ See supra, p. 154.

* Reply to Mr. Bosanguet's observations, Works, p. 352.

=T, Joplin, Outlines of a system of political economy, 1823, p. 259.
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ability to create credits was now but very little controlled by the
Bank of England.”*® The London bankers, unless they were of a
banking species hitherto unrecognized, must, in practice, have
found it necessary to have on hand in case of need cash or its
equivalent. But the only “cash” at the time was Bank of England
notes, and its only equivalent at the time was a demand deposit
with the Bank of England. The private bankers in London in fact
began during the Restriction period the practice of opening ac-
counts at the Bank of England and of rediscounting bills in their
portfolios with the Bank, instead of, as before, selling exchequer
bills or government stock on the open market, when they needed
to replenish their cash reserves.” The then deputy governor of
the Bank admitted to the Bullion Committee, in reply to a search-
ing question an this point, that a considerable amount of the bills
discounted with the Bank of England by the London private
banks was country bank paper.?* Willingness of the London bank-
ers to allow their cash balances to run down would enable them
to expand their credits to country banks in some degree, even if
the Bank of England did not make available to them increased
rediscount facilities. But since such expansion would involve a
persistent drain of their cash to the Bank of England and to
hand-to-hand circulation, it could not have been carried far with-
out active Bank of England support. The Bank of England,
moreover, could, by positive action, have prevented even such
expansion of the volume of discounts of the London private
banks as had been independent of increased discounts with the
Bank of England.

Silberling and Angell fail completely to give any consideration
to the proposition that while England had an inconvertible paper
currency special responsibility attached to some agency, and pre-
sumably to the Bank of England as in effect a central bank, to
keep the currency in good order, even if to do so it should prove
necessary to countervail the activities of the country banks and
the London private bankers. Silberling even goes to the length
of characterizing as a “truly remarkable opinion,” unfortunately,
however, without indicating why, Ricardo’s argument (as sum-

* “Financial and monetary policy,” loc. cit., p. 399.
"L Joseph Lowe, The present state of England in regord to agriculture,

trade, ond finance, 2d ed,, r&s,amgmdix,p.m.
* Builion Report: Minutes of evidence, pp. 171-72.
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marized by Silberfing) that “one of the causes of the ‘excess’ of
Bank notes was the expansion of the country issues, which had
thereby narrowed the field within which the Bank's issues could
circulate ; the latter overflowed, in other words, a contracted chan-
nel.”® The Bank of England, it is true, was organized as a profit-
making establishment. But it enjoyed valuable special privileges,
and whatever some of its shareholders may have thought,® it was
the general opinion of the time that it also had special obligations,
what we should today term the obligations of a central bank.
Silberling himself refers to the Bank of England of that period
as a “central bank,” and states that the Bank claimed to be a
“regulator” of the currency. The Bank could not plead financial
inability to carry out these obligations, for the “supposedly enor-
mous profits,” to which Silberling refers in a manner clearly in-
tended to suggest that they existed only in the imagination of the
bullionists, were genuine.*” There is nothing obviously remarkable
in the proposition that a central bank should contract when the
rest of the banking system is dangerously expanding, in order to
check and to offset that expansion. It should, on the contrary, be
obvious that there is a fatal conflict between the regulatory func-
tions of a central bank and determination on its part to maintain,
wxlly-mﬂy, its accustomed proportion of the country’s banking
business.®

® “Financial and monetary policy,” loc. cit., p. 436.

bl % DM Beaumont Payne, An address to the mpm:or: of bank stock
[1816], in Pamphletecr, VI (1816), 381: “Mr. Allardyce appears to have
accurately understood, that ‘it is the first and almost only duty of the court of
dmmmeﬂnknmdﬁnmsbyaﬂhwﬁﬂmysand

means.

* The Bank of England did not ordinarily report its profits even to its share-
holders. But in 1797 the Bank was paying a dividend of 7 per cent on its
capital stock. This was maintained until 1807, when it was increased to 10 per
cent. In addition, six extra dividends or “bonuses” in government stocks or
cash averaging over 534 per cent were paid from 1790 to 1806, a stock dividend
of 23 per cent was paid in 1815, and the Bank’s premises were enlarged out
of profits during the Restriction period. The average price of bank stock rose
from 13334 in 1777 and 127} in the crisis year, 1797, to 280 in 1809. (Mushet,
Effects produced on the national currency, 3d ed, 1811, pp. 68-69; J. R. Mc-
Culloch, Historical sketck of the Bank of Eagiusd 1831, p. 75.)

®To the extent that there was competition for issue between the country
banks and the Bank of England, it was aainly regional competition. The two
currencies circulated side by side only to a very limited extent, and when 3
note-issuing country bank was established in a new district, Bank of England
notes would ordinarily not continue to circulate freely there. U as comntry
banks extended the area of circulation of their notes the Bank of England
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Silberling and Angell attempt also to demonstrate the lack of
responsibility of the Bank of England for the increase in cur-
rency by an elaborate statistical comparison of the behavior of
the Bank of England and the country banks. But if it is accepted
that the Bank of England was a central bank, its responsibility
for any excess of currency is ipso facto established, unless it can
be shown that it used its powers of control to the utmost but that
they did not suffice. What statistical analysis of this sort can at
best show is the extent to which the actions of the other banks
made it incumbent upon the Bank to exercise what powers of
control it had, and in what degree and with what measure of suc-
cess it did exercise them. Even such questions cannot be answered
by a simple comparison of the short-term fluctuations of the two
types of note issues. The Bank of England could have been wholly
responsible for initiating and maintaining an inflationary trend
during the period as a whole, while wholly irreproachable in its
manner of dealing with short-term fluctuations about this trend.
Allowance must be made, furthermore, for the changes in the
areas of circulation of the two currencies and in the volume of
trade and in the velocities of circulation in the two areas, and for
the effects of the occasional collapses of the country bank circula-
tion owing to discredit, before much can be learned from such com-
parison. These difficulties are disregarded by Silberling and
Angell. But let us suppose them successfully surmounted. What
then could be learned from a comparison of the fluctuations in
the two types of issues?

The Bank of England could have followed any one of three
alternative lines of policy with respect to the relationship between
its own issues and those of the country banks, which can be dis-
tinguished as (1) regulatory, (2) passive or indifferent, and (3)
sympathetic. If it followed a regulatory policy, this should show
itself in a negative correlation between the fluctuations in the two
types of issues, with the changes in the Bank’s issues lagging be-
hind those of the country banks. If the Bank took a passive or
indifferent attitude toward the operations of the country banks,
there should be no marked correlation, positive or negative, unless:
maintained its issoe, there would tend to result an increase of Bank of England
note circtlation within the orec of circulation yemaining to it. Cf. Lord King,
Thoughts on the effects of the Bank restrictions, 2d ed., 1804, pp. 102-5.
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(a) the country banks, either from policy or from necessity, fol-
lowed the Bank of England, when there should be a positive cor-
relation between the fluctuations in the two types of issues, with
the changes in the country issues lagging after the changes in the
Bank issues; or (b), both the Bank and the country banks re-
sponded to the same factors in the general situation pulling for
credit expansion or contraction, when there should be positive
correlation between the fluctuations in the two types of issues,
with the existence and the character of a lag depending on the
time-order in which London and the provinces, respectively, felt
the stimuli to expansion or contraction and the rapidity with
which they responded to such stimuli. Finally, if the Bank fol-
lowed a sympathetic policy, there should be positive correlation
between the changes in the two types of issues, but with the
changes in the Bank of England issues lagging after the changes
in the country bank issues. This does not, of course, exhaust the
range of possible relationships, since the types of relationship
distinguished above need not in practice have been mutually ex-
clusive, but could have been present in varied and varying com-
binations.

From his examination of the statistical data Silberling con-
cludes that ‘“the quarterly cyclical fluctuations in the country
notes preceded . . . the discounts of the Bank of England (a
much more accurate measure of accommodation than their
notes).”™ If this were the case, it would indicate that the Bank
of England either had followed the “sympathetic” policy toward
country bank issues, surely the least defensible of ali if it was its
function to keep the currency in order, or had had no policy at
all but had reacted in the same way as the country banks, but
more slowly, to the forces operating in the country at large to
bring about a currency inflation. Silberling nevertheless presents
this conclusion as an important element in his exoneration of the
Bank from blame.

Angell, using Silberling’s data finds that the Bank of England
note circulation “was a comparatively stable element” and that

® “Binancial and monetary policy,” loc, cit., p. 420, note; “British prices and
business cycles,” loc. cit., p. 243- If bank notes are rejected as a suitable measure

of the “accommodation” granted by the Bank of Eogland, they should be re-
jected also for the country banks.
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“the great element of fluctuation in the volume of currency was,
rather, the issues of the country banks. These issues usually ex-
panded greatly before and during a rise in prices, while they con-
tracted even more abruptly before and during a fall,””®® i.e., the
Bank of England followed a passive policy.

The statistical conclusions of both writers rest, unfortunately,
on faulty data with respect to the country bank note circulation
There was no record of the actual amounts of notes issued, but
the notes had to carry tax stamps, and all contemporary estimates
were based on the official statistics of the tax stamps sold by the
government, and on the estimated average life of the notes. Coun-
try bank notes were subject to tax only upon their original issue.
Subject to some complex qualifications, prior to 1810 these notes
could not be reissued after three years from the date of their orig-
inal issue, This limitation was removed in 1810, on the assump-
tion that on the average the notes would, because of wear and
tear, have a life of about three years. If the notes could be pre-
sumed to last, prior to 1810, on the average for three years, if
after 1810 all the notes could be presumed to last for the full three
years, and if the country banks always succeeded in maintaining
in circulation the full amount of notes for which they had pur-
chased stamps, then the circulation at the beginning of any quar-
ter would be equal to the amount of notes for which stamps had
been sold during the preceding twelve quarters. There was no
available mode of estimating the circulation which did not neces-
sitate making doubtful assumptions of this kind.** Silberling’s
estimate of country bank note circulation, which Angell also uses,
has, moreover, a special and catastrophic defect of its own. It
consists merely of the amount, for each quarter, of £1 and £5 notes
for which stamps had been sold in such quarter, arbitrarily multi-
plied by ten, ie., with the decimal point moved one place to the

* Theory of intermational prices, p. 486.

% The country banks would always have to keep on hand some of their notes
as till money or awaiting the possibility of their issue. The notes of banks
which failed or suspended payments or for other reasons ceased to issue would
be withdrawn before three years from the date of their original issue had
elapsed. There were still other obstacles to making reliable estimates of the
country bank note circulation from the statistics of stamp sales. Ci. the testi-
mony of J. Sedgwick, Chairman of the Board of Stamps, Report by the Lords
Committee {on] resumption of cash payments, 1810, appendix F, 7, pp. 408-15.
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right, presumably as the result of an error in copying.3® It bears
no resemblance in its fluctuations to the other available estimates
of country bank note circulation, as the following table shows:

TABLE 11
EstiMATES OF COUNTRY BANK NOTE CIRCULATION FOR SPECIFIED QUARTERS
{In Millions of Pounds)
Based on aggregate
Third quarter sales of stamps Sedgwick's Silberling's
of year during preceding estimate® series®
twelve quarters*

1807......00unnnn 19.7 1.0
1808............. 17.5 14.9
1809............. 20.6 17.0 23.1
1810. . ........... 22.9 21.8 13.1
171 & SRR 23.1 21.§ 18.7
1812, . .....el.. 19.2 19.9 15.3
2.7 & YU 20.5 22.6 . 17.5
1.} ¥ SO 22.1 22.7 14.5
I8X5. . ... nunln. 20.8 19.0 9.0

* Report by Lords Commitiee [on] ion of cash pa: ¢s, 1819, appendix P. 1, p. 396 (£1
and £5 notes only).

b Ibid., appendix F. 8, pp. 408-15; based on assumption that in any given year there would
be in circulstion all the notes for which stamps had been sold during that year, two-thirds of the
notes for which stamps had been sold in the preceding year, and one-third of the notes for which
stamps had been sold in the next preceding year. (A# notes.)

¢ Silberling, *"British prices and business cycles,” Joc. cil., p. 258 (£1 and £5 notes only).

Silberling claims for his series that *“since this stamp duty in-
volved expense to the issuing bankers, it is wholly probable that

® The following data for quarters chosen at random show adequately the
nature of Silberling’s series:

D | Numterof | Nusberof | Totatvalue | gy
um o .,
First £1 notes £5 notes of £1 and £5 mf‘“
quarter stamped dur- | stamped dur- notustnmped millions of £¢
ing quarter* | ing quarters |during quartery

181r......... 472,078 122,399 £1,084,070 10.8
814......... 946,174 137,712 1,634,734 16.4
1818......... 954,268 217,383 2,041,183 20.4

« Report of [Commons] Commilles on resumption of cazh paymenty, 1819, sppendix 32, p. 330.
hcmma-n;xm;).
¢ Silberling, “British prices snd business cycles,” loc, cit., p. 258,
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the volume of notes stamped each quarter affords a safe index, at
any rate, of the variability of the actual issues.”® But Silberling
overlooks that the amount of stamps issued each quarter indicates
at best only the amount of sew notes which were issued during
that quarter. Since it gives no indication of the amounts of old
notes which went out of circulation during that quarter, it is a
wholly unreliable index of the net change during the quarter in
country bank note circulation. Silberling’s series, as its method
of compilation would lead one to expect, shows much greater
quarter-to-quarter and year-to-year variability than do the other
available estimates of country bank note circulation. These last
do not indicate any appreciably greater instability in country bank
note than in Bank of England note circulation. But even these
other estimates are probably too defective to warrant any con-
fidence on conclusions based on their use.®

x. ReEsponsIBILITY FOR ExcEss Issue: Tre CrebiT PoLicy
oF THE BANK oF ENGLAND

Silberling finds other statistical evidence of the high quality of
the Bank of England’s management of its affairs during the
Restriction : “the Bank’s loans to the State tended to expand when
discounts were moderate, and vice versa. In other words, the
Bank granted accommodation to the government during the war
rather sparingly and according to the state of their mercantile
accounts. They put the business interests foremost and assumed
a primary responsibility for the maintenance of British trade and
industry, which, in an essentially commercial war, was of vast
conaequenee.”‘Butasmnbesecn from chart II and table III, all
that the data show is that there was somewhat of an inverse
correlation between the short-run changes in commercial dis-
counts and advances to the government. As they stand, the data
will equally well support the conclusion that commerce got only
what was left after the government’s demands had been satisfied.
An even more plausible explanation of the inverse correlation
between commercial discounts and advances to government, be-
cause it does not involve the attribution to the Bank of England

B “British prices and busines cycles,” loc. cif,, pp. 242-43.

% Cf. Tooke, 4 history of prices, I (1838), 130-31.
1 Silberling, “Financial and mooetary palicy,” loc. cif,, p. 420, note.
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of any consistent regulatory policy, is that advances to the govern-
ment supplied commerce with funds as effectively as, though less
directly than, commercial discounts. When the government bor-
rowed freely from the Bank, the borrowed funds flowed into
commerce and consequently lessened the demand of businessmen
for discounts.® But while Silberling here praises the Bank for giv-
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ing commerce a preference over the government, and for treating
the latter only as a residual claimant for credit, he later attacks
the bullionists for their alleged failure to recognize the extent to
which the Bank’s expansion of its credit was due to the demands
made upon it by the government.?

Angell, from the same data, derives a substantially different
defense of the Bank's operations. Instead of finding that the
Bank treated the government as a residual borrower, he claims,

*Officers of the Baunk testified before the Commons Committee of 1819 that
when the advances to the government were large, the demand for commercial
discounts was generally small. (Reports from the Secret Committee on the
expediency of the Bank resusning cash paymenis, 1819, pp. 27, 143.)

* “Financial and monetary policy,” loc. cit., pp. 425-37.
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TABLE III (data of Chart II)

CoMMERCIAL DISCOUNTS AND ADVANCES TO THE GOVERNMENT BY THE BANK OF
ENGLAND, 1795-1815

(In Millions of Pounds)
Year Commercial paper Advances to the
under discount* governmentb
29 13.3
3.5 11.6
5.4 87
4.5 9.6
5.4 9.5
6.4 13.0
7.9 13 6
75 13.9
107 11.6
10 0 15.0
11.4 14.5
12 4 14.6
13 5 13.7
13.0 15.0
15.5 15 7
20.1 16.4
14.4 20.4
14.3 22.3
12.3 25.8
13 3 30.1
14.9 26.5

. Rxpwl from the (Commons) Commiliee . . . on the Bank of England cherter, 1832, appendix no
59, P.

b chorts by the Lords Commitiee . . . [on] the expeds of the y
1819, appendix A. 5, p. 309. (Vearly avemges of returns for February and August ol mh year,)

probably justly,* that the Bank was not a free agent in deciding
the amount of credit it should grant to the government, and
concludes, from his analysis of the data, that the Bank in its
commercial discounts, “that part of the credit extensions over
which it had independent control,” exercised “a moderating policy,
of restraint in boom times and of assistance in stringency. . . .
The Bank of England, in so far as its independent and uncon-
trolled loan-extensions were concerned, was largely blameless.”®

4Cf. Chancellor of the Exchequer Vansittart, Hansard, Parliamentary de-
bates, 1st series, XXIV (Dec. 8, 1812), 230: “the enormous profits of the
Bank had also been dwelt upon: to this he would bear testimony, that the
Bank was an unwilling party to those measures whence the profits accrued,
and which were forced upon it by the government of the country.”

$ Theory of international prices, p. 486,
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What inverse correlation there was between the commercial
discounts of the Bank and its advances to the government is
consistent, in the absence of additional information, with a wide
variety of interpretations of the credit policy of the Bank. All
that can reasonably be inferred from the available data, statistical
and non-statistical, with respect to the operations of the Bank is
that during the Restriction period the Bank increased both its
advances to the government and its commercial discounts sub-
stantially, that the increase in its commercial discounts was pro-
portionately much greater than the increase in its advances to
the government, that rising premiums on bullion, falling ex-
changes, and rising prices all failed to act as a check on the
expansion by the Bank of its credit facilities of all types, and
that the Bank directors told the truth when they insisted re-
peatedly that they followed no clearly-defined rule or principle
in regulating their discounts except insistence that the commercial
paper discounted should be “sound” and of short maturities. That
the depreciation was, on modern, less exigent standards, only
moderate, seems to have been due much more to the fact that
the 5 per cent discount rate had become traditional and therefore
was not lowered than to deliberate policy of the Bank. Even if
it be granted that the Bank of England exercised a stabilizing
influence, the evidence is lacking that it did so deliberately and
as a matter of policy, and the record as to the premiums on bul-
lion, the fall of the exchanges, and the rise of prices, demonstrates
that it did not exercise it sufficiently, if these phenomena are
regarded, as all the bullionists regarded them, as highly un-
desirable.

There is substantial ground for accepting Angell’s plea in de-
fense of the Bank’s advances to the government that the Bank
with respect to these was not a free agent. It nevertheless had
much greater scope for regulating the currency through control
of its commercial discounts than it made use of. Ample facilities
for direct credit to private business had developed during this
period outside the Bank of England both in London and in the
provinces, and it is by no means clear that there was any longer
any urgent need, as far as the nation’s commerce and industry
were concerned, for the Bank to grant any genuinely “‘commer-
cial” discounts at all. Its “commercial discounts” increased, how-
ever, from 6.3 millions in 1800 to 15.3 millions in 1809 and
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19.5 millions in 1810,° amounts which were never again reached
until after 1914! The proportion of the Bank’s commercial dis-
counts to its total advances increased, from an average of approxi-
mately 25 per cent during the years 1794 to 1796 inclusive, to
33 per cent for 1797 to 1800, 42 per cent from 1801 to 1805,
50 per cent from 1806 to 1810, and 36 per cent from 1811 to
1815;7 in 1820, after resumption, it fell to 19 per cent, a level
which it appears barely to have maintained during the 1820's.®

Even these percentages apparently minimize the extent to which
the Bank’s expansion of its credit facilities provided funds for
use by private industry rather than by government. The govern-
ment during the Restriction kept a large proportion of the ad-
vances to it by the Bank, for the years 1807 to 1816 exceeding
50 per cent on_the average,® on deposit with the Bank, presum-
ably as an emergency reserve. The commercial discounts, on the
other hand, were in the main drawn out immediately in cash, and
the private deposits at the Bank of England during the same
period averaged under 12 per cent of the commercial discounts.*®
It is likely, therefore, that the funds resulting from the commer-
cial discounts had a greater velocity of circulation and conse-
quently, pro rata, a greater influence on the level of prices, than
the advances to the government.

Angell makes some attempt to determine the responsibility of
price inflation in England for the fall in the exchanges and the
premium on bullion by a comparison of their fluctuations with
the fluctuations in the English price level, as shown by Silber-
ling’s index number of English prices for the period, but with
admittedly inconclusive results.® Such a comparison is by its

*Some of the increase in “commercial discounts” may have been in redis-
counts for London bankers, and some of it consisted undoubtedly of advances
to subscribers to new issues of government stock, rather than of commercial
discounts proper.

TCL. Angell, Theory of intermational prices, p. 498, col. 15. Angell comments
that“thesepcrcentagesareonﬂsewluﬂesurmunglylow”(lbd. p. 502) but
does not indicate what his criterion of “lowness” is.

® Cf. the statistics of public and private securities held by the Bank, given in
ﬂaeRepmutheMowalaucha,xSy,ammdixm S, PP. 13-25.

* Cf. ibid., appendix no. 24, p. 35; appendix no. §, pp. 13 ff.

* Ihid., appendix no. 32, p. 41; appendix no. 5, pp. 13 f.

“Thecryofmmmpm: D- 484. Angell says, in this connection, that
“contrary to the opinion of most contemporary writers, neither the specie
premiom nor the rise in the foreign exchanges were correct measures of the
depreciation, if this last be measured by commodity prices. Both were much
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nature without significance. Even a comparison of the fluctua-
tions in the exchange rates with the relative fluctuations of Eng-
lish to foreign price levels would not yield conclusive results
unless there was very marked agreement or disagreement in the
fluctuations.!?

That resort to price inflation is necessary if a great war is to
be financed seems to Silberling so axiomatic that without argu-
ment he makes their failure to acknowledge this one of the most
heavily stressed counts in his indictment of the bullionists.’® There
is no need to debate this issue here, but several considerations of
which the bullionists were aware call for notice. Contemporary
writers pointed out that England had financed successfully the
Seven Years’ War and the American War, both of which in-
volved fairly comparable financial strain, without resort to price
inflation involving serious depreciation of the currency in terms
of bullion. Napoleon financed his side of the war on a strictly
metallic currency basis. There was, moreover, a substantial rise
in English prices even in terms of gold and silver, and England
could, therefore, have had a substantial inflation even if she had
remained on the gold standard.

too low.” Since the bullionists did not in fact measure depreciation by the
trend of English commodity prices, and the anti-bullionists either denied its
existence or claimed that the premium on bullion and the fall in the exchanges
exaggerated the extent of the depreciation, this passage is not easy to under-
stand.

= Although Silberling’s index number is a valuable contribution, it would
not be satisfactory for this purpose even if a comparable Continental index
number were available, Of the 35 commodities from whose prices the index is
computed, only 11 are classed by Silberling as British commodities—including
copper plates (or cakes or sheets) and tin blocks, essentially import commodi-
ties?—and none of these is a substantially fabricated commodity. (“British
prices and business cycles,” loc. cit., p. 200.) For such comparisons, it is the
relative trends of the prices of “domestic commodities” which are most signifi-
cant. See infra, p. 385.

1 Sitberling’s emphasis on the desirability of inflation under the then existing
circumstances makes it hard to explain his anxiety to free the Bank of England
from the charge that it was mainly*responsible for bringing it about.



Chapter 1V

THE BULLIONIST CONTROVERSIES:
II. THEDEFLATION PHASE

The guinea was made for man, and not man for the guinea.
—Thomas Attwood, A letter on the creation of money, 1817, p. 95.

1. THE ResuMmPTION OF CASH PAYMENTS

The Bullion Report, which advocated resumption of cash pay-
ments at the old par within two years, was presented to Parlia-
ment on June 8, 1810, but was not taken up for discussion until
July of the following year. In the latter part of 1810 there began
a marked depression, the result largely of a collapse of the boom
in the export trade which had followed the opening of Latin
America to British trade. This depression continued into 1811,
and was accompanied by the suspension of many country banks
and by credit stringency. To relieve the situation the government,
in March, 1811, issued £6,000,000 in exchequer bills to merchants
on the security of commodities, in order to provide the merchants
with acceptable paper for discount at the Bank of England or at
other banks.! In the meantime the premium on bullion had been
rising, and was not to reach its peak until 1813 for gold and
1814 for silver. These circumstances tended to strengthen the
opposition to an early resumption of cash payments, and in the
parliamentary session of 1811 the Horner resolutions embodying
the conclusions of the Bullion Report were defeated by large
majorities.

In 1813 and 1814 commerce and industry were in a prosperous
state, and as the termination of hostilities impended the price of
bullion began to fall. Napoleon’s return from Elba and the re-
sumption of hostilities in 1815 resulted in a rise of the premium

The government had used this expedient to alleviate a credit stringency at
least twice before, in 1782 and 1792,

7%
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on bullion, but a financial crisis, and a fall in prices and in the
premiums on gold and silver, followed the definitive defeat of
Napoleon at Waterloo.

These rapid changes within a few years in the fortunes of the
paper pound appear to have converted many influential persons to
the desirability of a return to a metallic standard. In 1816 the
government enacted measures preparatory to a return to the gold
standard at the old par. Silver coins were definitely relegated to
a subsidiary status, thus completing the legal progress toward a
monometallic gold standard begun in 1774. It was provided also
that the authorization, by the Act of 1797 and later continuing
legislation, of the issue of bank notes of smaller denominations
than £5, should termirtate within two years after the resumption
of cash payments. But the government continued to refuse to
obligate the Bank of England to resume cash payments, and both
government and Bank were obviously waiting for the course of
events to disclose the auspicious occasion for resumption. In 1816
gold fell to little above its mint price, and the Bank bought
quantities of it at the market price and had it coined at a loss.
In January, 1817, on its own initiative, it began partial resump-
tion at the old par, giving gold upon demand for certain cate-
gories of its notes, under the authority of a provision in the
Restriction Act of 1797 permitting the banks to pay notes under
£5 in cash. But the exchanges soon after turned against England,
with a resultant drain on the Bank’s newly replenished gold re-
serves, and early in 1819 Parliament, at the suggestion of the
newly-appointed committee referred to below, forbade the Bank
to redeem any of its notes in gold.

Promises having been made on five different occasions of
eventual resumption of cash payments, the House of Commons
finally, in 1819, appointed a committee, under the chairmanship
of Robert Peel the younger, to inquire into the expediency of the
resumption of cash payments: A similar committee was appointed
by the House of Lords. The House Committee, after hearing
testimony of witnesses who, with one exception, were all favor-
able to resumption, recommended resumption with only one dis-
senting vote. In its report it took the desirability of resumption
at the old par for granted, and confined itself to recommenda-
tions as to the time and manner of resumption. It recommended a
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gradual return to cash payments at the old standard, along lines
which Ricardo had proposed. The government left the decision to
the House, which, after but little debate, passed the Act of July 2,
1819, repealing the ancient restrictions on the export of coin
and bullion and requiring the Bank to pay its notes in gold bars
of a minimum weight of 60 oz. each, at rates per standard ounce
which were to attain, by graduated stages, the old rate of £3.
17 s. 10% d. per ounce by not later than May 1, 1821; after
May 1, 1822, the Bank could pay its notes in gold coin or in
ingots upon demand as it chose.

The price of gold fell to the mint price almost immediately,
the exchanges turned in favor of England, and gold began to
flow into the Bank. There was no demand whatsoever for the
gold bars, and early in 1821 an act was passed, at the request of
the Bank, which did not like the ingot plan, permitting it to cash
its notes in gold coin after May 1, 18212

From 1816 on, there was a long period of economic distress,
although with short intervals of prosperity. There had been
voices raised before resumption, warning that it would bring evil
consequences.® Once it was in effect, many persons attributed the
distress to it, and there arose an extensive controversy over the
expediency of the resumption and of the manner and occasion of
bringing it about, which was actively to persist for many years,
and was in fact not completely to end until after the middle of

*For more detailed accounts, see A. E. Feavearyear, The pound sterling:
a history of English money, 1931, chap. ix; A. W. Acworth, Financial recon-
struction in England 1815-1822, 1925, chap. vi.

* Thomas Attwood in particular protested vigorously against the casual man-
ner in which what he regarded as the main question, ie., whether there should
be a metallic standard, and if so at what par, was answered by the Commit-
tees, and he predicted that the deflation necessary if return was made to the
old par would not be as easily borne as the Committees supposed. “It is
extraordinary,” he exclaimed, *. .. to observe the coolness with which the
Coammmkammwkd&nhnd,wdmmbm&mhavmg
sufficient time ‘to call in their accommodations.’ . . . ‘To call in accommoda-
tions,’ mybespaﬂmthem,mdtothebmkﬁs,wztudathwthepublm
1 wish that the Committees were to spend twelve months in a banking house,
during the period of a general ‘calling in of accommodations.” They would get
more knowledge of human fife, and of its ways and means, in that short period,
than is to be learnt in all the books that ever were written from the beginning
of the world” He pointed out that general lquidation was 3 much more serious
Proposition than liquidation by a single bank. (A letter o the Eorl of Liver-
pool, on the reporis of the vommiliees, 1819, pp. 34 K. CL also ibid., A second
letter . . , on the bonk reports, 1819.)
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the century there occurred a reversal in the hitherto downward
trend of the price level.

11. RESPONSIBILITY OF RESUMPTION FOR THE FALL IN PRICES

From a peak according to Silberling’s index of 198 in 1814,
the English price level fell to 136 in 1819, to 114 in 1822, to
106 in 1824, and to 93 in 1830. Ricardo had predicted that re-
sumption would bring about a fall in prices not greater than the
then prevailing premium on gold, or from 3 to 8 per cent.! After
the event Ricardo conceded that resumption had probably caused
a greater fall in prices than he had anticipated. He still contended,
however, that if resumption had been managed in accordance with
the plan which he had proposed, it would not have caused a
greater fall in prices than 5 per cent. If resumption had actually
caused a fall in prices greater than this it was because the Bank
of England had so mismanaged the resumption as unnecessarily
to bring about a rise in the world value of gold.? He held that
there was no certain way of determining how much of the in-
crease in the world value of gold was due to this mismanagement
and how much to other causes, but he accepted as a plausible
guess Tooke’s estimate of 5 per cent as the additional fall in
English prices resulting from the mismanagement of the Bank.®
This would make the total reduction in English prices which
according to Ricardo could be attributed to the resumption some
8 to 13 per cent, with the remainder of the fall attributable to
other causes operating simultaneously to raise the world value of
gold. At other times, however, Ricardo assigned to the Bank’s
mismanagement responsibility for a greater portion of the defla-
tion of prices than Tooke’s estimate would indicate.* In the
absence of any index numbers, he could have had only a vague

1In testimony before the Commons Committee, March 4, 1819, 5 to 6 per
cent (Reports from the Secret Cmmm'Hcc on the expediency of the Benk re-
suming cash payments, 1819, p. 137 in testimony before the Lords Committee,
March 26, 1819, 8 per cent (Reports respecting the Bank of England resuming
cash mmxt: 1819, p. 202) ; in the House of Commens, May 24, 1819, 3 per
cent (H d, Parli tary debates, 1st series, XL, 743).

* Hansard, Parliomentary debates, 2d series, VH {June 12, 1822), 939 &.

3On protection to agriculture {1822}, Werks, p. 470.

¢Cf. Ricardo to Mailthus, July 9, 1821: “Almost the whole of the pressure
“has arisen from the increased value which their {ie, the Bank’s] operations
have given to the standard itself.” Letlers of Ricardo to Malthus, p. 185.
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idea as to the extent of the fall in the price level which had
occurred, and he seems to have seriously underestimated it.

In his ardent defense of resumption in principle, and also,
though to a lesser extent, in his criticism of the management of
resumption by the Bank, Ricardo occupied a somewhat isolated
position. In the face of the depression which followed resump-
tion, defenders of the resumption were few and these tended to
rest their defense on the claim that a metallic standard of some
sort was desirable, without undertaking to justify the restoration
of the old par or to blame the Bank for the evils which they
admitted had resulted from resumption as it had actually been
brought into effect. Of the ardent bullionists who during the in-
flation period had insisted upon the desirability of a return to
the metallic standard, some were now dead, or inactive as far as
the currency controversy was concerned; and others, such as
Wheatley and Lauderdale, when faced with falling prices, lost
their earlier enthusiasm for a return to the metallic standard at
the old par. Even so ardent a disciple of Ricardo as McCulloch
thought that the return to cash payments at the old par had been
a mistake. Much later in the century the Resumption Act of 1819
came to be generally regarded as a great achievement of economic
statesmanship, but the economic distress which had followed it
and the extensive literature of protest and criticism to which it
gave rise had by then been largely forgotten.®

Ricardo, however, had given more hostages to fortune than
the other bullionists. Not only had he been still active in 1819 in
advocating resumption at the old par, when other bullionists had
become silent or had advised devaluation, but he alone, or almost
so, among the bullionists had insisted that the premium on bullion
was a measure of the extent to which the suspension of cash
payments had been responsible for the rise in English prices, and
therefore he alone was now bound, if he were to be consistent,
to maintain that it would also be a measure of the extent to which
resamption of cash payments at the old par would lower prices.
The other bullionists had not committed themselves to any quan-
titative estimate of the inflationary effect of suspension of cash

S Feavearyear's statement that *all the best-known writers of the nincteenth
contery graised the settlement of 3819 by which, after the crrency inflation of

she Napsieonic period, the ofd standard was restored” (The pownd steriing,
. T37), i true at all, is true only for the second hatf of the centary.
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payments. They were now free to reject Ricardo’s measure of
the deflationary effect of resumption.®

It was later frequently alleged, mainly on the evidence of
Heygate, a vigorous opponent in Parliament of the Resumption
Act, that Ricardo, shortly before his death in 1823, had admitted
to friends that he had been wrong in forecasting that resumption
would cause a fall in prices of only 5 per cent.” This, however,
seems doubtful. Ricardo, as we have seen, openly admitted that
resumption, as actually carried out, had resulted in a greater fall
of prices than 5 per cent, but he continued to deny, apparently to
the end, that this greater fall had been an inevitable result of
resumption.® When Ricardo stated that resumption would cause
a fall of 5 per cent in English prices, he did not mean that
resumption might not be followed by a much greater fall in
prices. Other factors might well be operating simultaneously, but
independently, to lower prices. Ricardo, moreover, when forecast-
ing in 1819 the effect of resumption on prices, assumed proper
management of the resumption,® and he always had reference
to the level of prices and the premium on gold as they were in
1819, and not, as did some of his later critics, to the higher

*Cf. Mathias Attwood, Letfer to Lord Hamilion on alterations in the value
of money, 1823, p. 26: “The discussion of 1811 turned wholly on the question,
whether any depreciation of money did or did not exist? The discussion of
the present day is as to what was the extent of that depreciation.”

*Cf. eg., William Ward, Remarks on the commercial legislation of 1845,
as cited in The currency question, 2d ed. (1847?), p. 20: “Now Mr. Ricardo
lived to change this opinion, and shortly before he died expressed that he had
done so; the late Sir W. Heygate was with him, and he said, ‘Ay, Heygate,
you and the few others who opposed us on the cash payments have proved
right. 1 said that the difference at most would be only five per cent, and you
said that at the Jeast it would be twenty-five per cent’” Ci. also Sir James
Grabam, Cors and currency, 4th ed, 1837, p. 30.

Mwmbamwwhmmt&n&e&ﬁm
mwmmmmmaﬂ at the passing of Mr.
Pecl's Bill did not exceed 4 per cent. There i3, & Mmmrmwkn.eve‘r
for this assertion, which, like many other figments, has been repeated until it
has acquired the anthority of truth.” (George R. Porter, Progress of the nation,
1851 od, . 438)

*Ct, Bicands, in Hansard, Porfismeniary debsies, 2d 12,
Bar), :.--&mwmmMu&mmkmwm
consequences ‘which were distinct from . . .
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prices and higher premiums of the preceding years.’® Ricardo
had been charged during the inflation period with exaggerating
the extent of the depreciation of paper and of the rise in prices.
He was now to be charged, sometimes by the same persons, with
minimizing the extent to which paper had been depreciated and
therefore also the extent to which resumption had been respon-
sible for the fall in prices which followed it.**

Ricardo had proposed that convertibility should be restored in
terms of ingots of bullion instead of coin, and that the actual
circulating currency should consist wholly of paper. In this way
a metallic standard could be reestablished with a minimum drain
on the world’s supply of gold, and therefore with a minimum
appreciation of the world value of gold.** The Bank, however,
was unwilling to follow this plan and instead engaged in what
Ricardo regarded as an unnecessary contraction of credit and
accumulation of gold, thus raising its world value and forcing
additional deflation of English commodity prices. Ricardo be-
lieved that if the Bank had acted in accordance with his plan it
would not have found it necessary to add to the stock of gold
which it already had in 1819: “There was nothing in the plan
which could cause a rise in the value of gold, for no additional
quantity of gold would have been required.””® This alleged mis-

BCL. ibid., 945: “. . . to Mr. Peel’s bill could only be imputed the alteration
which had taken place in the currency between 1819 and the present period.”

B Cf. Ricardo, On protection to agriculture [1822), Works, p. 467: “1 believe
it will be found, that many of those who contended, during the war, that our
money was not depreciated at all, now endeavor to show that the depreciation
was then enormous, and that all the distresses which we are now suffering have
arisen from restoring our currency from a depreciated state to par.” Cf. also
Huskisson, in the House of Commons, Feb, 15, 1822 (Hansard, Parliamentary
debates, ad series, VI, 428) : . . . it is rather curious that the new converts,
those who stoutly denied depreciation when it most glaringly existed, should
now he the most strenuous to exaggerate the extent to which it was then
carried.”

* Ricardo's first suggestion of this plan was made in 1811. (High price of
bullion, appendix to 4th ed., 1811, Works, pp. 300-01.) He developed it further
in Prm:al: for am ecomomical ond secure cwrrency, 1816, and advocated it
before thre Parliamentary Committees of 1819. On the history of the plan, see
James Bonar, “Ricardo’s Ingot Plan” Ecomomic jourmel, XXXIII (1923),
281304, and A, W. Acworth, Financial reconsiraction in England 1815-1822,
1925, chap. vii.

2On protection to agricuiture [1822], Works, p. 468. In February, 1819,
the Bank held £4,200,000 of bullion; in August, 1819, £3,600,000. By February,
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management of resumption by the Bank aroused strong feeling
on the part of Ricardo.™

Table IV presents some statistical data on the operations of
the Bank during the critical years of preparation for and actual
establishment of cash payments. They appear in general to lend
confirmation to Ricardo’s criticism. But although the Bank’s hold-
ings of bullion increased greatly after 1819, they had been un-
usually low in that year. It is difficult to find a basis for an
estimate of what would have been a conservatively safe gold
reserve for the Bank at that time, in the absence of data as to
the extent of the credit superstructure for which the Bank’s bul-
lion holdings were the base. If we use the ratio of its gold holdings
to its own total demand liabilities as a measure of the status of
the Bank’s gold reserves, it would seem fairly clear that from
1821 to 1825 the Bank maintained larger reserves than were
necessary. But with reserves at their peak in 1825, the Bank
barely managed to survive the crisis of 1826 without suspension
of cash payments. Even if the Bank's difficulties in 1826 were
due to inexcusably reckless credit expansion on its part, the
rapidity and the extent of the drain on its bullion reserves demon-
strated that large reserves were necessary, given the quality of
the Bank’s management and the nervous state of public opinion
with respect to the solidity of the paper circulation in times of
financial strain. Information is lacking as to what the Bank’s
motives were in accumulating gold and in pushing it out into
circulation, but one consideration seems to have been its desire

1821, the Bank had increased its bullion holdings to £11,900,000. (Report . . .
on the Bank of England charter, 1832, appendix no. 5, pp. 13 ff.) In August,
1822, the bullion holdings of the Bank had fallen to £10,100,000. The Bank had
meanwhile been using the permsission granted to it in 1821 to pay out coin
instead of bullion for notes, and had been actively withdrawing its small notes
from circulation. Of the gold so paid out a large part, therefore, must have
gone into English circulation in substitution for the canceled paper, and was
thus withdrawn from the world sipply. Ricardo in 1819 had advised the Bank
not to buy ballion, but boldly to sell—Hansard, Parliomentary debates, 2d
series, VII (1822), 939.

¥ Cf. Ricardo to Malthus, July o, 1821: “I very much regret that in the great
change we have made from an unregulated currency to one regulated by a fixed
standard we had not more able men to manage it than the present Bank
directors. If their object had been to make the revulsion as oppressive as possi-
ble, they could not have pursued measures more calculated to make it so than
those which they have actually pursued. . . . They are indeed & very ignorant
set.” Letters of Ricordo to Malthus, pp. 184-85.
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TABLE IV
PricE LEVEL AND BANK OF ENGLAND ACTIVITIES, 18101830

Note
Year Price level* adzgrlaclesb m{ic;;lna- Deposits® | Bullion® Rr:‘.:ge
(1790 = 100) In Millions of Pounds Per Cent
18i0. . .... . 176 35.7 22.9 13.1 34 9 4
1811......... 158 339 23.4 11 3 3.3 9.5
812.. ....... 163 36.4 28 2 11.8 3.1 89
1813. ....... 185 385 24.0 I3 28 79
1814 ..., 198 42.9 26 6 13.7 2.2 55
1815 ....... 166 42.5 27.3 12 2 2.7 68
1816 . ..., 135 34 6 26 9 12.2 6.1 15 6
1817 ..., T 143 270 28 § 10.0 10 7 27.8
1%8... ...... 150 29 0 27 0 8.0 8.3 237
819 ........ 136 27.2 25.2 6.4 39 12.3
1820, ........ 124 22.2 23.9 4.3 6.6 23.4
1821 ... ..., 117 18.0 22.2 57 11.6 41.6
122, 000iunn 114 17.1 18.1 5.6 10 6 44.7
1823. .. 000annn 113 16.0 18.8 7.5 13.6 51.7
1824, ......... 106 14 8 19.9 10.0 12.8 42.8
1825. ... 00uunn 118 17.9 20.1 8.3 16.2 57 O
1826.......... 103 17 6 23.6 7.1 4.7 15.3
1827 ......... 101 12.0 22.3 8.5 10.4 33.8
1828......... 97 10.8 21.7 9.7 10.4 33.1
1829, ......... 94 11.2 19.7 9.3 6.8 23.4
1830.......... 93 10.6 20.8 1.2 10.2 31 9

'ﬁlbeflmg. “British Prices and Business Cycles, 1770-1850," Review of ecomomic statistics,
k v (1923), b 2, PP. 232-33.

b Ibid., p 255. Simple averages of quarterly data.

&mmm(cmm..,mmmdwm, 1832, appendix
no. 5, pp. 13~-35. Simple averages of data for two dates in each year.

¢ Percentage of bullion to sum of note circulation and deposits.
to rebut the charge that it was unduly concerned about its own
profits.’®

The Bank’s abandonment of the bullion standard was more
assuredly a mistake. The Bank, and other critics of Ricardo’s
plan, cxwdtheabscnceofanynnmedmtacdenmdiarmgm;sa
demomstration of its impracticability. But under the bullion stand-
ard, and in the absence of domestic gold hoarding, there could
have been a demand for ingots only for industrial purposes and

®CL the testimony of William Ward, Repori . . . on the Baenk of England
chorter, 1832, Minutes of evidevce, p. 163
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for export. The fact, therefore, that from 1819 to 1821, when
the Bank was contracting its discounts, when paper was not at
a discount, and when the exchanges were favorable, there was no
demand for ingots, in no way reflected on the practicability or
the desirability of the bullion standard. If the Bank had not with-
drawn its small notes from circulation, there would have been no
demand for coin or ingots.*® The chief virtue of the ingot plan
lay in the fact that at a time when the general return to metallic
currencies was threatening to cause a price deflation, it would
enable England to make her return to the gold standard with a
minimum drain on the world supply of gold. It had the additional
virtue that in times of depression, when there was still confidence
in the paper currency but impaired confidence in the profitability
of investment, the desire for cash liquidity could be met wholly in
notes instead of in bullion, thus avoiding forced deflation by the
Bank of England. It was open to the objection, however, that it
would lessen the stabilizing influence of the pressure brought to
bear on the Bank of England by an increase in active circulation
during periods of credit expansion and of the leeway given to
the Bank to expand credit in times of depression by the decline
in active circulation and the consequent influx of gold to the
Bank.

From February, 1819, to August, 1822, the Bank reduced its
circulation of notes under £5 from £7,400,000 to £900,000, mostly
by substituting gold coin for paper in circulation. This also was
undoubtedly a mistake. In case of internal distrust, it was mostly
the small notes which came back to the Bank for payment in
gold, and these were therefore the part of the paper circulation
which was most dangerous to the maintenance intact of the gold
standard, and conservative opinion in England has always re-
garded notes of small denominations with misgivings. But the
substitution of specie for paper could have been made more grad-

* 1, the comment of “A country banker” in a letter printed in James Wilson,
Capital, currency, and banking, 1845, p. 276:

When the ingot plan was put in practice, it became a dead letter, and
for this plain and wholesome reason: the Bank of England had by con-
traction of her issues, raised the value of her paper to a par with gold, and
the balance of trade being in our favor with foreign countries, not an ounce
of gold was called for. Such, no doubt, would be the action of the ingot
plan, were it now adopted; a dead letter when the exchanges were in our
favor, and an cffectual means of supplying gold when they came against us.
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ual without serious risk. Some writers argued, further, that the
gold standard could not be safely operated unless there was a
secondary reserve of gold in the form of circulating coin from
which external drains could be met,** but it is doubtful whether
the Bank could ever draw in circulating gold quickly enough
to serve as a means of meeting a severe external drain, and dur-
ing an internal crisis in a country where gold circulates it is
likely to be withdrawn from the banks into private hoards.

Samuel Turner, a director of the Bank of England at the time
of the resumption, attempted to meet Ricardo’s charge that the
Bank after 1819 had added to the difficulties resulting from re-
sumption by making excessive purchases of bullion by the argu-
ment that the Bank paid for the bullion in bank notes, and that
in the absence of such purchase its owners would have taken the
bullion to the mint to have it coined; the Bank’s purchases there-
fore merely made the increase in circulation come more promptly
than would have been the case if the holders of bullion had been
obliged to wait until they could get coin in exchange for their
bullion.!® But the data in table ITI make it appear probable that
the bullion would not have come to England at all if the Bank
had not contracted its discounts and withdrawn its small notes,
and that, instead of being exchanged at the Bank for notes, the
bullion imports were used, directly or indirectly, to cancel in-
debtedness to the Bank and as a substitute circulating medium for
notes. The Bank was not a purely passive agent, as its defenders
claimed, but by maintaining its discount rate unchanged,*® by sub-

¥ Cf. Erick Bollmann, A letter to Thomas Brand, Esq., on the practicability
and propriety of a resumption of specie payments, 1819: “A specie bank, in a
country destitute of a specie capital, seems to me a glaring misconception,
falling little short of a downright absurdity” (p. 54). “To render the resump-
tion of specie payments practicable and safe, the country must first be replaced
in the situation in which it was previously to 1797 ; that is, it must be re-stocked
with specie . . .” (p. §7). Cf. also, anon., Observations on the reports of the
committees, 1819, pp. 49-50.

¥ Samuel Turner, Considerations upon the ogriculture, commerce, and monu-
factures of the British Empire, 1822, p. 51. Cf. also, to the same effect, Thomas
Tooke, History of prices, 11 (1838), 108, In an earlier publication, Turner had
argued that there was no way in which the Bank could replenish its then
depleted gold reserves except by purchase of gold at the market price with new
issues of paper, thus further raising the premium on gold. (Samuel Turner, 4
letter , . . with rejerence to the expediency of the resumption of cash payments,
2d ed., 1819, p. 76.)
_ ™Early in 1822 the Bank resisted pressure from the government to reduce
its discount rate. Turner denied that the Bank in refusing to lower its discount
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stituting specie for small notes, and by reducing its holdings of
public securities, it was promoting deflation.

The government, however, must share responsibility with the
Bank for any mistakes that were made in connection with the
resumption of cash payments, at least prior to 1822. The Bank
had been hostile to resumption in 1819, and embarked upon it
only because compelled to do so. The Resumption Act had not
been a government measure, but the government had not opposed
it, and there is probably some basis for Mathias Attwood’s
charge®® that the committee hearings of 1819 operated, whether
intended to do so or not, to trap the opposition in Parliament to
advocate measures which the government itself wished to have
carried into effect, but for which it was reluctant to assume full
responsibility. The committees and the government itself also
yielded too readily, in spite of their misgivings,® to the Bank’s
insistence upon a drastic reduction of its floating debt to the Bank,
a measure deflationary in its effect. The substitution of gold coin
for small notes was made necessary by the provision in the Act
of 1816 terminating the Bank’s right to issue small notes two
years after resumption of cash payments.?® This provision re-
ceived little or no mention when the Resumption Act was passed,
and it has been suggested that its existence had been forgotten.?
But the government was no doubt aware of its existence and in

rate below its traditional level of 5 per cent was promoting deflation. The fact
that the market rate at the time was only 4 per cent proved, he thought, that
there was no shortage of circulating medium. (Considerations, p. 52.) Ricardo
also held that the Bank was not to be criticized for not lowering its discount
rate. Ricardo apparently thought that open market operations in public secur-
ities were the proper means of regulating the amount of the Bank's note circula-
tion. (See nfra, p. 258.) The Bank rate of discount, he claimed, should always
be kept equal with the market rate, and he apparently did not believe that a
deviation of the Bank rate from the market rate, or of the Bank of England
rate from that of the Banque de France, could affect the volume of circulation,
the price level, or the international movement of gold. (Proiection to agricul-
ture [1822), Works, p. 474.) On June 20, 1822, however, the Bank finally gave
way to parliamentary pressure and lowered its rate to 4 per cent, the first
change in its rate since 1773. -

= ] etter to Lord Hamilton, 1823, p. 41.

= Cf, Hansard, Parliomentary dubates, 1st series, XL (May 24, 1819), 687 ff.

® This was temporarily repealed .in 1822, and finally reenacted in 1826, to take
full effect in 1820,

®CE T, Joplin, An-analysis and history of the currency question, 1832, p. 65:
“Its existence had been Torgatten, and was as unknown to the Ministers as to
any other party. This is the only interpretation of the transaction . . . that can
be given do it.”
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any case was alone responsible for it, and it was probably also
due in part to pressure from the government that the Bank had
built up its gold reserves by gold purchases even when gold was
still at a premium.®*

Whether Ricardo overestimated the influence on the world
price of gold of the accumulation of bullion after 1819 by the
Bank of England it seems impossible to determine. Mathias Att-
wood pointed out that Ricardo was not consistent in his treatment
of inflation and of deflation. In accepting the premium on gold
as an adequate measure of the rise in English prices caused by
the suspension of cash payments, Ricardo in effect denied any
importance to the inflationary influence on world gold prices of
the release of a quantity of gold from English monetary use.
“But if a purthase of bullion on the part of the Bank be capable
of preventing bullion from falling, with an advance in the value
of the currency, it must be equally clear, that a sale of bullion by
the same body can prevent bullion from advancing along with a
depreciation [i.e., in the value] of the currency.”?® It was Mathias
Attwood’s position, not that Ricardo was exaggerating the defla-
tionary influence on prices of the Bank’s accumulation of gold,
but that, by virtue of his use of the premium on gold as a measure
of the influence of the Bank’s activities on prices, Ricardo had
underestimated both the inflationary influence of suspension and
the deflationary influence of resumption. Other writers main-
tained that, on the contrary, Ricardo was overestimating the
deflationary influence on prices of the Bank’s accumulation of
gold, since even at their peak the bullion holdings of the Bank
of England were only an insignificant fraction of the estimated
world stock of gold and silver, and since much of the gold ac-
quired by the Bank had probably come out of English hoards
rather than from the stocks of other countries.* But the com-
parison should be between, on the one hand, the English absorp-
tion for monetary purposes of non-hoarded gold, including the
gold which went into English circulation through the agency of

% Cf. the memorandum of Huskisson to Lord Liverpool, Feb. 4, 1819, in
C. D. Yonge, The life and administration of Robert Banks, second cari of
Leverpool, 1868, 11, 382-83.

% Letter to Lord Hamilion, 1823, p. 36.

%CL. Tooke, History of prices, 11 (i838), 131-43; McCulloch, Historical
sketch of the Bank of England, 1831, pp. 26-27.
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the Bank, and, on the other hand, not the world’s total stocks of
gold and silver, but the world’s monetary stocks of gold and
silver, but with greater emphasis on gold. The fact that the
greater part of the world was then in fact, if not in law, on a
silver standard basis makes it seem at least plausible that resump-
tion as it was carried out involved a significant absorption of
gold by England.

But whether or not Ricardo did exaggerate the deflationary
effect of the English absorption of gold on world gold prices, he
probably underestimated rather than overestimated the deflationary
influence on English prices of the resumption of cash payments.
In taking 1819 for his base year, Ricardo overlooked the prob-
ability that the mere anticipation of early resumption would de-
press prices, and that the fall in the premium on gold and the
decline in prices from 1816 to 1819 were also therefore to be
regarded as in part at least the consequence of the agitation for
resumption. One writer, George Woods, had pointed out some
time before that prices would not rise in full proportion to the
increase in paper issue, the physical volume of trade remaining
the same, if “speculators . . . invest their capital in bank paper

. in anticipation of being ultimately paid in specie or bullion.”*'
For the same reason prices could fall before actual resumption,
the paper issues and the physical volume of trade remaining the
same, if speculators were hoarding paper or dishoarding gold in
anticipation of resumption. But Ricardo, like most of the writers
of the period, paid little or no attention to the effects of specula-
tive factors on the value of paper money in terms of bullion or
of commodities. One writer claimed also that prior to the re-
sumption of cash payments, mechanical inventions and the subsidy
to labor from the poor rates had operated to keep the money
costs and therefore the prices of export manufactures down and
to increase the total volume of exports, and thus to give a tempo-
rarily high exchange value to the English currency,®® but it is
not clear that these factors ceased to operate, or operated in lesser
degree, after 1819.

The defenders of the resumption were justified, however, in

¥ George Woods, Observations on the present price of bulliom, 1811, p. 9.
C;. also, ;:av;d Prentice, Thoughts on the repeal of the Bank restriction law,
1811, p.

* Thomas Paget, A Ieiter . . . 1o David Ricordo . . . on the true principle
of estimating the extent of the late depreciation in the curvency, 1822, p. 12.
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denying that it had been responsible for all of the decline in
prices which occurred after 1816, or even after 1819, especially
as this decline continued until the 1850’s.?® Other countries which
had been on a paper basis with inflated prices during the war
returned to a metallic basis at old parities after its termination
and therefore participated with England in the scramble for bul-
lion, which was not available in sufficient quantities to support the
existing price levels. The long-continued decline in the English
price level after resumption is probably to be accounted for,
moreover, by a failure, for the world as a whole, of the pro-
duction of gold to keep pace with the growth of commerce and
industry. The post-Napoleonic fall in prices appears not to have
been confined to England, but to have been a world-wide phe-
nomenon,

But whether or not the resumption of cash payments was
causally responsible for part or all of the decline in the English
price level, in resuming cash payments at the old par England
was surrendering the means by which that downward trend could
have been checked if not wholly avoided. This argument was at
the basis of much of the criticism of the return to a metallic stand-
ard. Even Ricardo conceded that the Bank had some power to
check a fall in prices, as long as its notes were inconvertible,
which it did not have under a metallic standard, and that this was
an advantage. But it was an advantage offset, according to him,
by the disadvantages of an inconvertible currency.®®

11. Tae Economic Errecr oF CuANGING Prick LevELS

There was general agreement at the time that changes in price
levels resulted in arbitrary and inequitable redistribution of wealth

*Cf. Malthus, The measure of value stated and illustrated, 1823, pp. 67-68:
This rise . . . in the value of the currency has been by no means so
considerable as those are inclined to make it, who would measure it by
the fall of agricultural produce; nor is it so inconsiderable as those imagine
who would measure it solely by the difference between paper and gold. But
whether this difference is the whole of what can be fairly attributed to the
Bank Restriction and the return to cash payments, or not, it may by no
mezns be the whole change which has taken place in the value of the

.wmcy,wbenmmmdwi&mebj&twhidnhasnmchanged.

*“The Bank having the power to issue paper uochecked could certainly
tutigate the inconvenience resulting from a sudden fall [of prices]. . . . When
the Bank was unchecked, they had the power of arresting that reduction [of
brices]; an advantage counterbalanced by other disadvantages.” (Lords Com-
mittee, Report, 1819, p. 204.)
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and income. There appeared, however, during this period some
new arguments in support of the doctrine that falling prices had
adverse effects on the volume of wealth and production which
made them particularly undesirable, and that rising prices might
bring advantages for production and wealth-accumulation to com-
pensate for their inequitable influence on distribution. The general
trend of these arguments was such as to constitute at least a
partial defense of the wartime inflation and to strengthen the
opposition to resumption at the old par. Whether by implication
or expressly, these doctrines gave encouragement to the advocates
of a national paper currency free from the limitations to which
an international metallic currency was subject. To Ricardo these
doctrines were for this as well as for other reasons unpalatable,
and later “orthodox” economists, following in his path, tended to
ignore or to ridicule them. They were, no doubt, carried to
extreme and even absurd lengths. They represent, nevertheless,
a substantial contribution to economic analysis which in later
years had to be rediscovered.

According to Thomas Attwood, it was the lack of uniformity
in a fall in prices which made it injurious:

If prices were to fall suddenly, and generally, and equally, in all
things, and if it was well understood, that the amount of debts and
obligations were to fall in the same proportion, at the same time, it is
possible that such a fall might take place without arresting consump-
tion and production, and in that case it would neither be injurious
or beneficial in any great degree, but when a fall of this kind takes
place in an obscure and unknown way, first upon one article and
then upon another, without any correspondent fall taking place upon
debts and obligations, it has the effect of destroying all confidence

in property, and all inducements to its production, or to the employ-
ment of laborers in any way.}

A contraction ot the currency, on the other hand, was injurious
because the rigidity of costs prevented it from being followed
immediately by a reduction in prices. During the interval con-
sumers, finding themselves possessed of reduced funds, would buy
less physical quantities of goods. Workmen would thus lose em-
ployment, “until the action of intense misery upon their minds,
and of general distress upon all, shall so far have reduced their

* Prasperity Restored, 1817, pp. 78-79. Italics in the original.
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monied wages and expenses, as to reduce the price [of their prod-
uct] . . . within the reduced monied means of the capitalist.”?

Wheatley, abandoning his original views, now argued similarly
that falling prices, unless they resulted from increasing per capita
output, were a burden on farmers and manufacturers because
rent, wages, and taxes would not fall in proportion:

All the distress arises from an inability to make good the con-
tracts, which individuals entered into with each other and the state
when prices were high, and nothing can remove the embarrassment,
but altering the contracts, lowering rent, wages, and taxes, according
to the reduction of prices, or raising prices to their former standard
by increasing our currency to its former amount?®

These and other writers argued in like manner that an increase
in the quantity of money operates to increase employment and
prosperity. The argument took two forms. In one of them, the
“forced-saving” doctrine now first introduced in England,* it is
held that the increase in money results in an increase in com-
modity prices unaccompanied by a corresponding increase in the
prices of the factors. There results a forced saving on the part
of the recipients of the relatively fixed incomes, not in the mone-
tary sense of an increase in the amount of unspent funds, but in

* Thomas Attwood, Observations on currency, population, and pauperism,
1818, p. 10.

* John Wheatley, A Letter . . . on the distress of the country, 1816, p. 16.
Ci. also: C. C. Western, A4 letter . . . on the cause of our present embarras-
ment [sic] and distress, and the remedy, in Pamphleteer, XXVII (1826), 228-
229; G. Poulett Scrope, The currency que.m’ou freed from mystery, 1830, p. 2;
ibtd.,, On credit-currency, and its superiority to coin, 1830, pp. 20 ff. Malthus
( Pmmple.r of political economy, 1820, pp. 446-47) appears also to attribute the
decline of production resulting from a fall in pnces to the lag of wages behind
prices and the consequent destruction of the incentive to investment, but his
analysis is much inferior to Thomas Attwood’s.

¢ An elaborate exposition of the doctrine of forced saving is to be found in 2
book published in 1786 by one of the minor French physiocrats, Saint Peravy.
Unlike most of the English writers, Saint Peravy expounds the doctrine in
terms of an expansion of a metallic currency. When an increased amount of
money first enters into the circulation, it raises the prices of products without
immediately raising contract rents, wages, etc. Producers, therefore, have an
extra profit, which they invest in an increase in production, but the general
public suffers temporarily a corresponding diminution of rea/ income. Saint
Peravy regards the increased investment as a desirable phenomenon, but he
asserts that unless other countries experience an equal increase in their stock
of currency, their competition will prevent a rise in prices, which must be equal
in all countries. Guérineau de Saint Peravy, Principes du commerce opposé an
trafic, 17 partie, 1786, pp. 80-83.



188 Studies in the Theory of Imternational Trade

the opposite sense of a decrease in the amount of real consump-
tion while money expenditures are maintained. The increase in
money is retained by entrepreneurs, who invest it in additional
production. In the other form of the argument, commodity prices
do not rise immediately or do not rise in as great proportion as
the increase in money, and the money left over is available for
additional expenditures and consequently for the employment of
additional labor. This form of the doctrine, of course, was not
novel, but goes back to Hume, and even earlier to William Potter
and John Law,® and rests on the assumption that there are idle
resources.

The first stages of the development in England of the doctrine
of forced saving have been ably traced by Hayek.® He finds the
first statement in print of the doctrine in the following passage
from Henry Thornton:

It must be also admitted that, provided we assume -an excessive
issue of paper to lift up, as it may for a time, the cost [read prices?]
of goods though not the price of labor, some augmentation of stock
will be the consequence; for the laborer, according to this supposi-
tion, may be forced by his necessity to consume fewer articles, though
he may exercise the same industry. But this saving, as well as any
additional one which may arise from a similar defalcation of the
revenue of the unproductive members of the society, will be attended
with a proportionate hardship and injustice.?

Jeremy Bentham had shortly before completed an extended ex-
position of the same doctrine, but it remained in manuscript form
until published in 1843 as his Manual of political economy.®
According to Bentham, if an increase of money passes in the first
instance into hands which employ it “productively,” it results in
reduced consumption, because of higher prices, on the part of all
who use their income for “unproductive expenditure,” until the
new money reaches hands which will use it unproductively. Dur-
ing this interval the reduced consumption of wage earners and

*Cf. supra, pp. 37-38.

*F. A. von Hayek, “A note on the development of the doctrine of forced
saving,’” Qwarferly journal of ecomomics, XLVII (3932), 123-33.

* Paper credit, 1802, p. 263.

® An abstract of his forced-saving doctrine is presented in Bentham, The
rationale of reword, 1825, pp. 313-13.
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recipients of fixed incomes results in corresponding additions to
the national stock of capital.®

Hayek refers also to reasoning along similar lines by Malthus,
Dugald Stewart, Lauderdale, Torrens, and Ricardo,!® with the
caution that he would “not be surprised if a closer study of the
literature of the time revealed still more discussions of the prob-
lem.” Some important additions can be made to Hayek’s citations,
including both further discussions of the problem by the writers
whom he has cited** and discussions by other writers, and most
notably by Joplin.'*

In the other form of the doctrine that an increase in money
meant an increase in production, it was argued that an increase
in the quantity of money would increase the monetary volume of
purchases more€ rapidly than it would increase prices, with the
result that there would be a substantial interval during which
the increase of spendable funds would be absorbed by increased
employment in the production of consumers’ goods rather than
by increased prices.*® In this form of the doctrine, the increase

*Manual of political ecomomy, in The works of Jeremy Bentham, John
Bowring ed., 1843, III, 44 ff. Bentham here surely exaggerates the immportance
of the identity of the hands into which the money first flows.

® Hayek’s citations are: Malthus, “Depreciation of paper currency,” Edin-
burgh review, XVII (1811), 363 ff.; Stewart, in a memorandum on the Bullion
Report sent to Lord Lauderdale in 1811, but first published in The collected
works of Dugald Stewart, 1856, VIII, 440 ff.; Launderdale, in a letter to Dugald
Stewart which is quoted in the preceding reference; Torrens, An essay on the
production of wealth, 1821, pp. 326 #.; Ricardo, High price of bullion, appendix
to 4th ed. [1811], Works, p. 299, and ibid.,, Principles of political ecomomy, 3d
ed.,, Works, p. 160.

" Tarrens, Essay on money and paper currency, 1812, pp. 34 f.; Malthus,
review of Tooke, Quarterly review, XXIX (1823), 230; Lauderdale, Further
coudd:rgim on the state of the currency, 1813, pp. 06-97; Ricardo, see infra,
pp. 195 fF.

 Joln Rooke, A supplement to the remarks on the noture and operation of
money, 1819, pp. 68-69; Tooke, Considerations on the state of the currency, 2d
ed., 1826, pp. 23-24; Joplin, see infra, pp. 190 £,

PCL T. P. Thompson, “On the instrument of exchange,” Wesiminster re-
view, I (1824), 200; Henry Burgess, A letter to the Right Honorable George
Canning, 1826, pp. 79-82; G. Poulett Scrope, On credit-currency and its superior-
1ty fo coin, 1830, p. 31. Wheatley, in 1803, had denied that an increase in the
quantity of money could bring about an increase in production, since this could
oceur omly if it tock more time to increase commodity prices than to increase
production, whicli was not the case. (Remarks on currency and commerce,
1803, pp. 19 f£.) The answer, of course, is that it takes, or may take, more
time for prices to increase sufficiently to absorb ol of the increase in the
Quantity of money than for some increase of production to be initiated.
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in money results in increased real consumption, whereas in the
forced-saving form it results in increased investment, but in both
forms it makes possible increased employment.

The contributions of Joplin to the discussion are interesting
because of the way in which, in the midst of much confused
analysis, there appear concise statements anticipating some of
the “innovations” in both terminology and concepts of present-
day monetary theory. Hayek credits Wicksell with “a contribution
of signal importance” by his rediscovery of Thornton’s doctrine
of the effect of the rate of interest, through its influence on the
volume of bank loans, on the volume of money, and his combina-
tion therewith of the doctrine of forced saving resulting from
an increase in the quantity of money.** But Joplin has claims of
priority in this respect. Hayek has himself pointed out'® that
Joplin in 1823 and later had ably analyzed the influence of the
rate of interest on the quantity of money. Joplin not only stated
clearly the doctrine of forced saving, but on the basis of these
two doctrines reached conclusions as to the proper criteria of
currency management which in their essentials seem to anticipate
Hayek’s ‘“neutral-money” doctrine.

Joplin stated the forced-saving doctrine in several of his
writings. There follows one such statement:

If a person borrows one thousand pounds of a banker who issues
his own notes, the banker has seldom any means of knowing whether
he has lent him money that has been previously saved or not. He
lends him his notes, and if either he or some other banker should
not have previously had a thousand pounds’ worth of notes deposited
with them, he has at once added a thousand pounds to the capital
and a thousand pounds to the currency of the country. To the party
who has borrowed the money, he has given the power of going into
the market and purchasing a thousand pounds’ worth of commodi-
ties, but in doing this he raises their price and diminishes the value
of the money in previous circulation to the extent of one thousand
pounds, so that he acquires the commodities by depriving those of
them who held the money by which they were represented and to
whom they properly belonged. On the other hand, if a person pays
a thousand pounds into the hands of a banker, and the currency is
contracted to that extent, both one thousand pounds of capital and

¥ Prices and produciion, 1931, p. 20.
= Ibid., pp. 15-16.
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one thousand pounds of currency are destroyed. The commodities
represented by the money thus saved and cancelled, are thrown on
the market, prices are reduced, and the power of consuming them is
obtained by the holders of the money left in circulation.1®
Joplin does not approve of forced saving. It involves a fraud
on those who were holders of money prior to the increase in its
issue. At first it results in a stimulus to trade such as “in all
probability would more than compensate the holders of the money
in previous circulation for the loss they incurred,” but if the
increase of issue continues, definite injury and injustice results.”
“Legitimately a banker can never lend money which has not been
saved out of income. Money saved represents cornmodities which
might have been consumed by the party who saves it. Interest is
paid for the use of the commodities and not for the money.”8
If banks have the power to issue money, the amount of such issue
is determined by the rate of interest which the banks charge on
loans. If forced saving is to be avoided, banks should charge
“the matural rate of interest,” which he defines as the rate which
keeps savings and borrowings equal.’® Under a purely metallic
currency in its most perfect state, the quantity of money (and/or
the scale of value) would be “fixed and unchangeable” and banks
would be able to lend only what others had saved. But where
banks acquired the right to issue paper currency not fully covered
by gold, the quantity of money, “which ought, if possible, to be
as fixed as the sun-dial, came to depend upon the credit of bankers
with the public, and the credit of the public with the bankers,
upon the supply of bills, the value of capital, and innumerable
contingencies, which ought no more to affect the amount of cur-
remcy in circutation than the motions of the sun.® To remedy
this situation he would confine the circulation of paper money to
® 4n sllustration of Mr. Joplin's wiews on cwrrency, 1825, p. 28. Joplin we-

prints this passage from a letter to the Courier of Aug. 23, 1823. He restates
mmmhsymmmnbmﬂmfmdmmwﬁ,m 35&
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certificates of deposit of bullion exchangeable for and issued only
in exchange for bullion.®

Other doctrines were presented during this period which tended
similarly to lead to the conclusion that the inflation of the war
period had contributed to the augmentation of the national wealth
or the national income. Bentham had argued that if taxation fell
on funds which otherwise would have been spent on consumption,
and if the proceeds of the taxes were not spent unproductively by
the government, the “forced frugality” on the part of the tax-
payers would operate to increase the national wealth.??* Lauder-
dale, to the same effect, argued that the sinking-fund involved a
“forced accumulation of capital . . . annually raised by taxa-
tion,” thus “transferring from the hands of the consumers a
portion of their revenues to commissioners, who are bound by
law to employ it as capital, whilst, if it had remained in the hands
to whom it naturally belonged, it would have been expended in
the purchase of consumable commodities.” Like Bentham, Lauder-
dale disapproved of this “forced accumulation,” but not on the
grounds of equity to which Bentham appedled. Lauderdale
claimed that when the government’s current expenditures fell be-
low its revenues, there resulted a diminution of “effectual de-
mand” and consequently of production. While the war continued,

= Ibid., pp. 63 fF.

The objection to forced saving which in his own discussions of the phenome-
non Hayek emphasizes so strongly, namely, that it results in a distortion of the
capital structure of the country and thus in an eventual loss of the added invest-
ment, was not raised in the early literature, although somewhat later James
Wilson seems to have in part anticipated Hayek's doctrine to some extent.
(Capital, currency, and banking, 1847, pp. 147 fi.) But the early writers were
dealing with a deflation-depression, marked by unemployed resources and by
underinvestment rather than overinvestment, and under such circumstances there
is no @ priori reason for expecting the added investment resulting from forced
saving to prove wasteful in the long run. There seems to underlie the contrary
doctrine the tacit assumption that while much which goes on during a boom is
highly irrational even from the individualistic point of view, all that individuals
do of their own accord during a depression is sensible and proper. But if one
accepts instead what seems to be the sufficiently plansible assumption that the
bdumoimh:mdisul&dytobezrnﬁonﬂdmmgdeprmwaudm‘mﬁ

irratiomality during the boom and underinvestment during the depression, then
forced saving (in so far as the manner of bringing it about does not induce
voluntary savers to refrain from investment) is as much indicated a8 a cofrec-
tive measure during 3 depression as would be currency comtraction, or its
equivalent, forced hoarding, during a boom.

= Manual of political economy, Works, 111, 44.
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he wanted the government to carry on its increased wartime ex-
penditures by borrowing, and without forcing individuals, through
taxation, to decrease their expenditures.?® After the war had
ended, he urged the government to offset the decline in military
expenditures by increased civil expenditures on public works, in
order to restore the demand for labor.?*

William Blake similarly argued that increased government ex-
penditures financed by borrowing operated to increase prices,
profits, and production, by bringing into activity capital which if
left in private hands would have remained “dormant,” by which
he meant apparently that it would have been kept either as idle
cash or as idle stocks of goods. He explained the post-war diffi-
culties as due to “the transition from an immense, unremitting,
protracted, effectual demand, for almost every article of consump-
tion, to a comparative cessation of that demand.”®

John Rooke believed that spending on consumption contributed
to prosperity whereas savings, apparently even if invested, did
not. He therefore held that the cessation of military expenditures,
unless offset by deliberate currency inflation, would operate to
cause deflation and depression, especially if these military expend-
itures had been financed by borrowing :

As the funds which had supported them [i.e., soldiers] in a military
capacity, particularly in England, were partly derived from borrowed
money, the savers who had supplied this money did not become
spenders in the place of government; nor would the war-taxes which
were remitted immediately pass into circulation through the medium
of consumption, the basis of all income.2¢

* Lord Lauderdale, Sketch of a petition to the Commons Howse of Parliament,
1822, pp. §-7. Lauderdale was afraid of underconsumption. Writing in 1798, he
had already attacked the sinking-fund on similar grounds. If the government
financed its military expenses by borrowing from the Bank of England, this
resulted in an increase of circulation. Taxes on income to liguidate these loans
reduced the demand for bank notes by cutting down private expenditures. Since
“all encouragement to reproduction depends on demand” and “demand can
alone be created by expenditure,” he concluded that “funding is the best and
most prudent means of defraying the extended expenses of modern warfare.”
(A letter on the present measures of finance, 1798, pp. 18-24.)

“gg “Protest,” Journals of the House of Lords, LII (Dec. 17, 1819),
Pp. 963

* Observations on the effects produced by the expenditure of government,
1823, pp. 6o-67, 88.

* Remarks on the nature ond operation of money, 1819, pp. 37-38. Cf. also
pp. §8-50: “There 48 never any fear that the people will not have any inclination
to save; the greatest difficulty is to get men to spend unnecessarily.”
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In one of his earliest essays, John Stuart Mill denied Blake’s
argument that it was the cessation of the government’s war ex-
penditures which brought about the depression :

. every argument is [fallacious] which proceeds upon the supposi-
tion that a fund becomes a source of demand by being spent, while
it would not have become so by being saved. A loan is a mere trans-
fer of a portion of capital from the lender to the government: had
it remained with the lender it would have been a constant and peren-
nial source of demand: when taken and spent by the government, it
is a transitory and fugitive one.?

# Review of Blake's Obscrvations, Westminster revicw, 11 (1824), 39.

This identification of saving with investment by the saver, involving a denial
either of the possibility or of the possible importance of hoarding, was common
among the classical economists. Cf. Ricardo, Notes on Melthus [1820], p. 231:
“I know no other way of saving, but saving from umproductive expenditure to
add to productive expenditure’”; ibid., p. 245; “Mr. Malthus never appears to
remember that to save is to spend, as surely, as what he exclusively calls
spending.” Cf. also “Mr. Owen’s plans for relieving the national distress,”
Edinburgh review, XXXII (1819), 473: “With the exception of a few insane
misers who hoard their treasures, all persons are desirous of consuming what-
ever wealth they can command, either productively with a view to improving
their condition, or else unproductively with a view to immediate enjoyment.”
(Ricardo believed that Torrens was the author of this article—cf. Letters of
Ricardo to . . . Trower, p. 108—but it was more probably written by McCul-
loch). Cf. also John Craig’s objection to Lauderdale’s argument that the post-
war depression was due to a decrease in demand resulting from the cessation
of government spending in excess of its revemue: “ .. circulating capital is
annually consumed as regularly as income, though by a different set of people;
capital by hired workmen, the produce of whose labor restores it, with a profit,
to its proprietor; income by the proprietor himself, without any kind of repro-
duction, for his own gratification. No new demand therefore arises from chang-
ing capital into income, but merely an alteration of the persons by whom it is
consumed, together with this material difference, that there is no longer any
new production in consequence of that consumption.” (Remarks on some funda-
mental doctrines in political economy, 1821, p. 214.) “. .. our own profuse
expenditure during the war, . . . never, in any possible circumstances, can be
the parent of even a temporary semblance of natiomal prosperity” (Jbid.,
p 219.)

Malthus attributed the depression, apparently, to an increase in saving unac-
companied by a corresponding increase in investment, and thought that, given
the absence of sufficient incentive for investment under prevailing cmditions,
the remedy was to be found in increased private expenditures on consumption.
(Principles of political economy, 1820, 463 £.) It seems much more probable,
however, thxtthcmonﬂoimmgwasless—-ratm&angream—durmg
d:pressxm&nndnrmgtheprosperouswaryws,bmﬁmme&dmemmhty
to save in the post-war years was associated with an even greater decline in
willingness to invest such savings as were made.

The only member of the Ricardian school I have foormd who gave any atten-
tioh to the fact that saving might have other motives than securing interest on
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Mill is here tacitly assuming that the government borrowed
funds which the lenders would otherwise have themselves in-
vested. But Blake had argued that if left in private hands these
funds would have remained ‘‘dormant,” i.e., would have been
kept either as idle hoards of cash or as idle stocks of commodi-
ties. He could even more effectively have argued that the funds
borrowed by the government were in large part created by the
banks for the purpose of being lent to the government and there-
fore might not have existed at all in the absence of the govern-
ment borrowings.?® Mill also objected that Blake’s contention that
there could be oversaving rested on the reasoning that although
the savers were the only persons who could purchase the (net?)
products of their investment, men saved because they did not wish
to consume. Mill replied, that on the contrary, men saved because
they wished to consume more than they saved.”® Mill is here
once more clearly identifying saving with investment. He over-
looks the possibility that men may save without investing because
for the time being they wish neither to consume nor to invest,
but merely to preserve their capital resources without risk of loss
through unprofitable investment, and that this is especially likely
to be the case when prices are falling rapidly and no investment
seems profitable or secure.®

It is not surprising that Ricardo, with his loyalty to the metallic
standard and his temperamental reluctance to explore the short-
run and intermediate phases of economic process, also did not
take kindly to these doctrines.®® His references to them are few,

current investment, and who showed some recognition that the “transmutation
of savings into capital” was not an automatic and certain process was William
Ellis—*Employment of machinery,” Westminster review, V (1826), 106 ff.

®Cf. John Ashton Yates, Essays on curremcy and circulation, 1827, p. 28:
“, . . the bankers who issue the paper not only lend the real capitals which are
deposited with them, but they lend their own credit. . . .”

® Mill, Westminster revicw, 11 (1824), 43.

® Cf. Thomas Attwood, A letler . . . on the creation of money, 1817, p. 13:

“The contractive action then [ie., 1810] commenced, and ever since then,
until the present period, in a greater or less degree, there has been a greater
reward in indolence than in industry, there has been a greater profit in locking
up money in a chest, than in any possible way in which human knowledge, care,
and industry could have employed it.” Cf. also C. C. Western, A letter . . . on
the cause of our presemt embarrassment [sic] and distress, in Pamphleteer,
XXVII (1826), 228-20.

% Ricardo appears to have seen, and taken issue with, Bentham's Manual of
political economy before it reached the printed stage. Cf. the statement of the
Duc de Broglie to Senior: “I remember a conversation at Coppet, which lasted



196 Studies in the Theory of Internatiomal Trade

and tend to be obscurantist in nature. As in other cases, he alter-
nated between outright denial of their validity, on the one hand,
and qualified admission of their correctness for the short run but
with minimization of their importance, on the other hand.

To Malthus’s argument, that an increase in the quantity of
money would operate to transfer purchasing power from those
with fixed money incomes, an “idle and unproductive class,” to
farmers, manufacturers, and merchants, and would thus result in
an increase of capital, Ricardo replied that an increase of prices
resulting from such increase of money, by reducing real fixed
incomes, might reduce the savings of those receiving such incomes
to an equal degree instead of reducing their consumption.®?

In answer to questions put to him by the Lords Committee in
1819, Ricardo dealt further with the question of forced saving.
He denied that bank credit created capital :

Credit, I think, is the means which is alternately transferred from
one to another, to make use of capital actually existing; it does not
create mpltal it determines only by whom that capxtal should be
employed . . . Capital can only be acquired by saving.?®

Asked what in his opinion was the difference between “a stim-
ulus . . . by fictitious capital® arising from an overabundance of

for one or two days, between Ricardo and Dumoht, as to Bentham's political
economy. Dumont produced many manuscripts of Bentham’s on that subject.
There were few of his doctrines to which Ricardo did not object, and, as it
seemed to me, victoriously.” (N. W. Senior, Conversations with M. Thiers,
1878, II, 176.)

® High price of bullion, appendix to 4th ed. [1811], Works, p. 299. Ci. also,
ibid., Notes on Malthus [1820], pp. 212-16. To the extent that this occurred,
there would be no net increase in investment as the result of currency expan-
sion. This argument, however, could scarcely be applied to wage earners, who
coul;gﬁmumedtommdthebnlkofﬂuiranﬁngs whatever their level
might

#1.ords Committee, Report, 1819, pp. 102-93.

% The first Earl of Liverpool had applied this term merely to signify paper
money in his Treatise on the coins of the realm [1805], 1880 reprint, p. 255,
and Huskisson had quoted him in this sense, substituting “factitions,” however,
for “fictitions,” in 1811. (Hansard, Porliamentary debates, 1st series, XIX, 731.)
But Launderdale had used the term in his letter to Dugald Stewart in 1811, and
again in his Further considerations on the state of the currency, 1813, with
reference to the phenomenon of forced saving: “It has been argued, and

mmmammbymmadmm
but by creating a mass of fictiious capital” (Fariker considerations, p. 96.)
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paper in circulation, and that which results from the regular
operation of real capital employed in production,” he merely
replied :

I believe that on this subject I differ from most other people.

I do not think that any stimulus is given to production by the use
of fictitious capital, as it is called.

He conceded that an increase in paper money circulation, by
changing the proportions in which the national income is divided
in favor of the saving classes, “may facilitate the accumulation of
capital in the hands of the capitalist; he having increased profits,
while the laborer has diminished wages.” This is not an acceptance
of the forced-saving doctrine, for the increase of investment is
held to result indirectly and voluntarily from the redistribution
of real income from a non-saving to a saving group, rather than
directly and involuntarily from the rise in the consumer’s cost of
living. Ricardo, moreover, added that “This may sometimes hap-
pen, but I think seldom does.”™®

Although Ricardo conceded that a sharp fall in prices was a
serious evil, the only undesirable consequence of such a fall which
he emphasized was the arbitrary redistribution of wealth which
resulted therefrom.*® He admitted also that economic depression
was likely to follow the end of war, but he attributed it to a rela-
tive shift in the demands for particular commeodities, to which
the capital equipment of the country had not yet had time to
adjust itself.®” Ricardo’s position on these questions was closely
related to his acceptance of the James Mill-]. B. Say doctrine
that production, if properly directed, created the demand for its
product, and that a general insufficiency of demand to absorb all
of the possible ontput of industry was impossible. This doctrine
leads naturally to a denial that a fall in prices would operate to

Since Lauderdale was a member of the Lords Committee of 1819, be may have
been the person who put the question to Ricardo.

* Lovds Committee, Report, 1819, pp. 198-95.

®CL Joim Rooke, A swpplement, 1819, p. 15: "Neither Mr. Wheatiey, nor
Mr. Ricardo, appears 1o have had any conception of the effects produced upon
public wealth by an expanding, or a contracting currency.” Wheatley’s later
writings must have been unknown to Rooke.

“Ricwedo, Principles of pelitical ecomemy, 34 ed., Werks, p. 160. Malthus
m?miqd(Mdemdq
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restrict production or a rise in prices to increase it. It rests on
concepts of “supply” and “demand” too physical and an implicit
assumption of price and money-cost flexibility too unrealistic to
serve adequately the purposes of analysis of short-run disturb-
ances in a monetary economy. If “stipply” and “demand” are
interpreted, as they should be, not as simply quantities of com-
modities but, in the modern manner, as schedules of quantities
which would be produced or purchased, respectively, at specified
schedules of prices, it becomes easy to see that if money costs are
inflexible the schedules of demand prices may fall more rapidly
than the schedules of supply prices, with a consequent reduction,
not only in prices, but also in volume of sales, in output, in
employment, in willingness of capitalists to invest, and in willing-
ness of bankers to lend even if there were would-be borrowers.

Malthus was convinced that there was something wrong in the
James Mill doctrine, including its Ricardian version. He failed,
however, ever satisfactorily to expose the fallacy which underlay
it, because he was himself insufficiently emancipated from the
purely physical interpretation of “supply” and “demand.” In the
following passage, confused though it is, it appears to me that he
comes nearest to exposing this fallacy successfully:

The fallacy of Mr. Mill’s argument depends entirely upon the
effect of quantity on price and value. Mr. Mill says that the supply
and demand of every individual are of necessity equal. But as supply
is always estimated by quantity, and demand only by price and
value; and as increase of quantity often diminishes price and value,
it follows, according to all just theory, that so far from being always
equal, they must of necessity be often very unequal, as we find by
experience. If it be said that reckoning both the demand and supply
of commodities by value, they will then be equal ; this may be allowed ;
but it is obvious that they may then both greatly fall in value com-
pared with money and labor; and the will and power of capitalists
to set industry in meotion, which is the most general and important
of all kinds of demand, may be decidedly diminished at the very
time that the quantity of produce, however well proportioned each
part may be to the other, is decidedly increased

It was not Malthus™ but the two Attwoods, and especially
* Review of Tooke, Quarterly review, XXIX (1823), 232, mote.

#]. M. Keynes, however, finds Malthus's doctrines on these matters entitied
to less qualified praise. CL “Commemoration of Thomas Robert Malthus,”
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Thomas Attwood, who first explained in reasonably satisfactory
fashion the dependence of the “demand and supply” of price
theory on the state of the currency:

. while it is certain that a reduction of the quantity of money in
circulation necessarily occasions a reduction in the monied prices of
all commodities; it is of equal necessity, that the price of no com-
modity whatever can decline, without some alteration in its relative
proportion of supply and demand. The manner, therefore, in which
a lessened quantity of money reduces monied prices, is by operating
on those ulterior principles by which supply and demand are them-
selves governed. A scarcity of money makes an abundance of goods.
Increase the quantity of money, and goods become scarce. The rela-
tive proportion between money and commodities can never alter with-
out producing these appearances. Mr. Tooke, and Mr. Ricardo, will
find in this obvious principle an exposition of many of the difficulties
and inconsistencies in which they have involved the subject.°

Money is as necessary to constitute price, as commodities : increase
the supply of money, and you increase the demand for commodities ;
diminish the supply of money, and you diminish the demand for
commodities. The supply of commodities is the demand for money,
and the supply of money is the demand for commodities. The prices
of commodities, therefore, depend quite as much upon the “propor-
tion” between the supply of, and demand for, money, as they do
upon the “proportion” between the supply of, and demand for, com-
modities. This is a truth which Sir Henry Parnell has altogether
overlooked, and his neglect in this respect has led him into a labyrinth
of errors. He has considered the supply of, and demand for, com-
modities as acted upon by some obscure, uncontrollable, and capri-
cious principles, baving no reference to the state of the currency, and
none to the legislative enactments, which, at one period, have intro-
duced cheap money and high prices, and, when enormous monied
obligations have been contracted in such cheap money, have then,
at another period, introdnced dear money and low prices, and have

Economic jowrnsl, XLV {(1935), 233: “A hundred years were to pass before
Mtwoﬁhmmbmdvﬂhmaﬂﬁawdqmﬁymdmdep
standing his powerfudl and unanswerable attacks on the great Ricardo. So
Malthus’ name has been immeortalized by his Principle of Population, and the
brilliant intuitions of his more far-reaching Principle of Effective Demand have
been forgotien”

“Mathias Attwood, Letter to Lovd Archibald Howilton, 1823, pp. 48-49.
Attwood ciearly means, by scarcity of goods, scarcity relative to demand at
the hitherto prevailing price; not reduction of ouviput. He has been arguing
that an increase i the quantity of money will increase output, mot decrease it.
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thus strangled the industry of the country by compelling it to dis-
charge monied obligations which its monied prices will not redeem

1v. R1cARDO’S PoSITION ON THE GOLD STANDARD

Although Ricardo believed that stability of its purchasing
power was the criterion for an i{deal standard of value, the effect
of the suspension of cash payments on the purchasing power of
the pound received no emphasis in his appraisal of the conse-
quences of the suspension. In the first place, he thought the meas-
urement of general purchasing power impossible.! Secondly, he
attached great importance, on ethical grounds, to the maintenance
of contractual obligations, and regarded it as vital that creditors
should be enabled to collect, upon the maturity of their claims,
the amount of gold specified by or contemplated by the con-
tractors. He regarded it as unjust to withhold from ‘a creditor
the benefit of any rise in the purchasing power of his monetary
claim as long as he was obliged to assume the risk of any fall in
its purchasing power.?

“Thomas Attwood, The Scotch banker, 2d ed, 1832, pp. 70-71. (Except for
a different title-page, the second edition is identical with the first edition of
1828.) Ci. also sbid., A letier . . . on the creation of momey, 1817, pp. 18 ff.,
where he incidentally makes the modern distinction between transaction yelocity
and income velocity of money, estimating roughly the former at 50 and the
latter at 4 per annum. For a sympathetic account of Thomas Attwood’s doc-
trines, see R. G. Hawtrey, Trade and credit, 1928, pp. 65-71.

»Ci. Proposals for an economical and secure currency [1816], Works, p. 400.

2Cf. Reply to Mr. Bosanguet's observations [1811], Works, p. 326; Pro-
posals for an ecomomical and secure currency {1816], Works, p. 403.

To the argument that departure from the metallic standard involved injustice
to bondholders, Thomas Attwood later replied that when bondholders lent their
money, they knew that their debts were in terms of pounds sterling, whose
metallic content had been altered in the past and was liable to alteration in
the future. If they wanted to make certain that they would be repaid the same
amount of bullion as they had lent, they should have stipulated “in a special
contract, that their debts and dividends should be paid in so many ounces of
mlverorofgold,mdmtmﬁxevanablemediumofthepmds&dm They

their

Mhm&m&%hz&ﬁb&mn&“—
tions, akin to the modern *gold dauses,” Iad
duced into comtracts.
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It is a mistake to suppose, however, that Ricardo assumed or
believed that gold always maintained a constant purchasing power,
and that a prémium on gold over paper always meant that paper
had fallen in value and never meant that gold had risen in value,
views frequently attributed to him by anti-bullionists and appar-
ently ascribed to him by Silberling in the following passage:
“Ricardo assumed that gold was still effective as a legal standard
and could never itself rise in price in terms of paper. It was
always paper that fell, not gold . . . that rose.”® Ricardo never
denied that it was possible for the value of gold to fluctuate, and
claimed for it only that it was more stable in value than any
other commodity :

A measure of value should itself be invariable ; but this is not the
case with either gold or silver, they being subject to fluctuations as
well as other commodities. Experience has indeed taught us, that
though the variations in the value of gold and silver may be con-
siderable, on a comparison of distant periods, yet, for short spaces
of time, their value is tolerably fixed. It is this property, among
other excellencies, which fits them better than any other commodity
for the uses of money.*

Ricardo complained, in fact, that while all his argument rested
on the fluctuations in the price of gold, his opponents insisted on
raising objections based on the fluctuations in its value. Although
he was justifiably skeptical of it, he did not deny that an increase
in the value of gold had occurred during the war; he claimed
only that it was irrelevant to the question of whether deprecia-
tion of the paper currency had occurred.®

The violent currency and price fluctuations which followed the
termination of hostilities led Ricardo later to admit that gold and
sitver were more variable in their value even in short periods of
time than had generally been recognized. He still insisted, how-
ever, that the variations in the value of gold were irrelevant to

* “Financial and monetary policy,” Quarterly journal of economics, XXXVIII,

424,

*High price of bullion, Works, p. 270, note,

®Cf. Ricardo to Horner, Feb. 5, 1810, Minor papers on curvency, p. 49;
Ricardo to McCulloch, March 235, 1823, Letters of Ricardo to McCulloch, p.
146, Ricardo thought that “whether in point of fact gold really rose or paper
really fell, there is no criterion by which this can positively be ascertained.”

(;:e;) Ci. also Hansard, Paerliamentory debates, new series, VII (June 12,
1822), 947




202 Studies in the Theory of International Trade

the bullionist case, and that in spite of these variations gold and
silver still provided the most stable standard of value available.®
It was apparently Ricardo’s position that since gold and silver
were in general more stable in value than an inconvertible paper
currency would be, in case of departure from a metallic standard
the paper currency should ordinarily be so regulated as to give to
it the value which a metallic currency would have had under like
circumstances, even if this should occasionally result in a greater
instability of the value of the currency than would have prevailed
if the paper currency had not been so regulated.

Malthus, in the same spirit, maintained that even if gold had
risen in its world value during the Restriction, as some critics of
the Bullion Report had claimed, it would nevertheless be desirable
to restore the paper currency to parity with gold.” Although suffi-
ciently loyal to the metallic standard, John Stuart Mill refused to
go so far, though his refusal, given his denial that the circum-
stances which would justify this heresy had ever existed, was
rather academic:

. . . Mr. Blake is of opinion, that instead of causing a variation,

°® “This admission only proves that gold and silver are not so good a standard
as they have been hitherto supposed,—that they are themselves subject to
greater variations than it is desirable a standard should be subject to. They
are, however, the best with which we are acquainted.” (Proposals for an eco-
nomical and secure currency [1816], Works, p. 402.)

“The bullionists, and I among the number, considered gold and silver as less
variable commodities than they really are, and the effect of war on the prices
of these metals were [sic] certainly very much underrated by them. The fall
in the price of bullion on the peace in 1814, and its rise again on the renewal
of the war on Bonaparte’s entry into Paris are remarkable facts, and should
never be neglected in any future discussion on this subject. But granting all this
it does not affect the theory of the bullionists.”” Ricardo to Trower, Dec. 25,
1815, Letters of David Ricardo to Hutches Trower and others, 1899, p. 12
Ct. similarly, Francis Horner, in a speech in the House of Commons on May 1,
1816 (Hansard, Parliamentary debates, 15t series, XXXIV, 145) : “The opinions
which he had formerly given had reteived a strong and unexpected confirmation
by late events; but he had already modified the opinion which he had formerly
given as to the price of gold. When by the depreciation of the currency, gold
was permanently separated from paper, it was subject to all the variations in
price of any other article of merchandise.”

Y“Review of the controversy respecting the high price of bullion,” Edinburgh
review, XVIII (1811), 451. CL Substance of two speeches of Henry Thornton,
Esq., 1811, p. 72: “It was said that gold itself had risen: but even if it had,
gold being the standard, we were bound to hold to it; we had held to it in
the general fall, and we ocught to abide by it in its geners rise also.”
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it [the Bank Restriction] prevented that which would necessarily
have taken place, if the currency had continued on a level with its
nominal standard. We ourselves, if we could believe the Bank Re-
striction to have had this effect, should be among the warmest of its
defenders and supporters.®

v. REFORM wITHOUT DEPARTURE FROM THE METALLIC
STANDARD

The currency difficulties of the period, and especially the vio-
lent fluctuations after 1815 in the premium on gold, in commodity
prices, and in business conditions, gave rise to a number of pro-
posals for reform of the currency, with greater stability of its
value as the objective. We will deal first with those proposals
which involved a restoration and maintenance of a metallic stand-
ard of some sort, and then with those more radical proposals which
involved the complete abandonment of a metallic standard and
the substitution of a stabilized paper standard.

From at least 1809 on, proposals had been made that further
depreciation of the currency should be checked, and at the same
time a disastrous fall in prices avoided, by returning to the gold
standard at the then prevailing price of gold in terms of paper,
instead of at the old par. The Bullion Committee held that devalu-~
ation would be a “breach of public faith and dereliction of a
primary duty of Government,” while Huskisson characterized it
as “a stale and wretched expedient.”® Ricardo, writing in Sep-
tember, 1809, when, it should be noted, a marked depreciation
had been prevailing for less than a year, not only termed devalu-
ation “a shocking injustice,” but for some reason which he does
not make clear, claimed that it would not remove the premium

*Review of Blake’s Qbservations, 1823, Westminster review, 11 (1824), 47.
Blake, in 1823, had recanted some of his previously published views, and now
claimed that it had been gold which had risen in value, and not paper which
had fallen. (Observations on the effects produced by the espenditure of govern-
meni, 1823, pp. 17, 79.) As Mathias Attwood pointed out (Letter to Lord
Hamilton, 1823, pp. 68-69), Blake was hopelessly confused. Blake insisted that
gold had risen in value and that paper had not fallen, although he conceded
that there had been a rise in commodity priees in terms of paper, and that this
tise ‘was greater than the rise of gold in terms of paper.

‘Mvukeport p. 74
mw guestion concersing the depreciation of our curvency sioted,

P
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on gold over paper and would result in a further rise in com-
modity prices.?

Devaluation was not without its advocates in 1819, but they
failed to receive a sympathetic hearing in influential circles. There
was considerable impatience at the failure of the government to
redeem the pledge which it had repeatedly given from 1814 on
that resumption would be carried out at the old par as soon as
practicable; and the decrease of the premium on bullion in 1819
to a point where the paper currency was almost at a par with
gold, and the widespread feeling that the resumption of cash pay-
ments at anything less than the mint par would serve still fusther
to increase the reputedly excessive profits of the Bank of Eng-
land, also operated strongly to prevent devaluation from becoming
a practical issue at the critical moment when policy was to be
decided. Ricardo was therefore in accord with parliamentary senti-
ment in giving little or no consideration to the desirability of
resumption of cash payments at a higher mint price for gold than
the old par. In his testimony before the Parliamentary Commit-
tees of 1819 Ricardo still advocated resumption at par, with no
reference to devaluation that I have been able to find.* But in a
speech in Parliament in 1820, Ricardo stated that if the premium
on gold had not fallen to 5 per cent while the 1819 Committees
were sitting, he would have favored an alteration of the standard
in preference to a return to cash payments at the old standard,®
and he later made similar statements.®

By Silberling and Angell, this is taken as evidence of a revo-

*“The hint thrown out of altering the mint price to the market price of gold,
or, in other words, declaring that 3 1. 17 s. 10%4 d. in coin, shall pass for 4 1.
13 5., besides its shocking injustice would only aggravate the evil of which I
complain. This violent remedy would raise the market price of gold 20 per cent
ahove the new mint price, and would further lower the value of bank notes in
the same proportion.” Three letiers on the price of gold [1809], J. H. Hollander,
ed., 1903, p. 18.

4 Ci., however, Silberling, “Financial and monetary policy,” loc. cit., p. 437:
Angell, Theory of intermational prices, p. 56, note.

*“At the time when that discussion took place, he certainly would rather
have been inclined to have altered the standard than to have recurred to the
old standard. But while the Committee was sitting, a reduction took place in
the price of gold, which fell to 4 1. 2 s. and it then became a question whether
mwmamﬁwﬁemmamm&mmm
a small degree of embarrassment and difficulty in recurring to the old.” Han-
utd.ParhcnenmdcbamndmI {May 8, 1820), 191.

* Ricardo to Wheatley, Sept. 18, 1821, in Letiers of David Ricardo to Huiches
Trower and others, p. 160; Oumrwutccpmmm {1822], Works, p. 458.
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lution in Ricardo’s views, corresponding to a change in his per-
sonal economic status from that of presumably a large holder of
fixed-income securities to that of a landed proprietor. But
Ricardo’s will shows that he still had very large holdings of secu-
rities at his death, and the apparent change in his views can be
explained in a much more creditable—and credible—way. When
he attacked devaluation in 1809, the pronounced depreciation in
the currency had prevailed only for a few months. By 1819 it had
prevailed for some ten years, and many of the existing contracts
had been entered into on the basis of such depreciation. What
would be glaring injustice in the one situation might well be
defended as the closest approach to justice available in the other
situation.”

During the period of rising prices, the bullionists, Ricardo in-
cluded, had always explained the mode of operation of a metallic
standard as if, under given conditions in the world at large, it
dictated to a country adhering to it a specific quantity of currency
and a specific range of commodity prices. After 1815, however,
Ricardo made it clear that he regarded the gold standard as not
absolutely inflexible, but as permitting for short intervals of time
some degree of latitude with respect to the quantity of currency
and the level of prices which could be maintained under it. His
charge that the Bank had so managed resumption as to bring
about a greater contraction of the currency and a sharper fall in
prices than was necessary would be unintelligible if he did not
hold such views.® In 1816 he proposed a remedy for the periodic

*Cf. Ricardo, in the House of Commons, June 12, 1822 (Hansard, Parlia-
mentary debates, 2d series, VII, 946, italics not in original) :

If, in the year 1819, the value of the currency had stood at 14 s. for the
pound note, which was the case in the year 1813, he should have thought
that upon a balance of all the advantages and disadvantages of the case, it
would have been as well to fix the currency at the then value, according
to whick most of the existing contracts had been made . . .

* Ci. Hansard, Parliomentary debates, 2d series, VII (June 12, 1822), 939
{Ricardo speaking) :

His hon. friend had, said, that whilst the Bank was obliged to pay its
notes in gold, the public had no interest in interfering with the Bank re-
specting the amount of the paper circulation, for if it were too low, the
deficiency would be supplied by the importation of gold, and if it were too
high, it would be reduced by the exchange of paper for gold. In this opinion
he did not entirely concur, because there might be an interval during which
the country might sustain great inconvenience from an undue reduction of
the Bank circulation.
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scarcities in currency which occurred prior to the dates of pay-
ment by the government of ‘the quarterly dividends on the public
debt.® He thought that the rigid rules for granting loans followed
by the directors of the Bank made commercial discounts unsuit-
able as an instrument for the regulation of the velume of cur-
rency, and thesefore recommended that the managers of the
currency should -engage in open-market operations when -expan-
sion or contraction of the currency was desirable.’

Walter Hall argued that if there were a return to the gold
standard—which he vigerously opposed—the Bank of England
should maintain generous specie reserves, so that it would not be
necessary for it to make its note issue fluctuate in exact corre-
spondence with specie movements. Whenever an unfavarable bal-
ance of payments occurred which was due to temporary factars,
the Bank should permit gold to flow ount without tontracting its
issues. ™

John Rooke, although an advecate of more thoroughgoing cur-
rency stabilization than was possible on a fixed metallic basis,'*
insisted that there were limited possibilities of price ‘stabilization
even on a fixed metallic basis :

A plain view of actual events wounld, therefore, seem to point omt
the justice and propriety of augmenting the circulating mnedium when
prices hawe a tendency to fall, and of diminishing it when they have
a tendency to mise. There is always a direct mode of acting at hand.
A greater ar less amount of bauk paper may always be forced out of
or into circulation, as occasion may reguire, and to a givem extemt,
without causing the price of gold to vary. Tt evidently dees not fallow
at all tuncs,ﬂ&mtmmmusea’f harkk paper will oocasion a mise in the
market rate of gold, since fhat depends upom the circemstance,
whether the cireulation of the paper maoney be carried 4o #s preatest
possible extent, which is seldom the case™

Torrens also claimed that the gold standard permitted some
scope for flexibility of the quantity of the currency, within the
limits of the gold poists. If 2 metrn were made to the gold
standand, it would be desirahble that the range between the gold

* Proposals for an ecosomioal and secmre corvency [1816), Works, pp. qeo-11.

* Hamsard, Parliomentory debates, 15t series, X1 (May 24, 18%), 744; Plon
for :hmg.mm frBag], Werks, ». 312.

“Wahg'm.dmojmlm“ddmﬁmm. 1819, pp. B £,

"Su‘a&g.gpm‘ i i

¥ An inquiry jule the priuciples of nations! mealtk, ikag, pp. 314-15.
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points should not be too small. He therefore urged the retention
of the laws against the melting and export of coin, as operating
to raise the gold export point. For the same reason, he opposed
Ricardo’s plan of substituting ingots of bullion for gold coin.
Coin was a “less eligible article of export” than bullion, and
therefore would not reflect as closely as bullion the fluctuations in
the foreign balance of payments.!

In 1812 Torrens had advocated raising the tariff as a means of
making resumption of cash payments possible without resulting
in a fall in the English price level. He conceded that this would
involve a loss of the advantages of the “territorial division of
employment,” but he maintained that the evil of a fall in prices
was greater than the benefit from foreign trade.’® Another writer
made a similar proposal in 1818:

A more rapid method however of increasing the price of com-
modities, may be found in the adoption of a paper currency; which,
if aided by uniform duties on importation, will not entirely drive
out of circulation the precious metals. By this means they may be
kept at par with the paper, so long as the amount of paper issued
does not exceed its due proportion to the rate of the import duties.’®

In 1819 the Bank of England urged that if it were to be
required to make gold payments, it should not be at a fixed rate,
but at the market price of gold in paper, whatever that might be
when its notes were being presented for payment in gold.*
Ricardo pointed out the obvious flaw in this proposal : The Bank,
by regulating its issue of paper, could determine the price of
gold in paper, and therefore would not be subject to any real

¥ 4 comparative estimate of the effects which o continuance and a removal
of the restriction upon cash payments are respectively calcwlated to produce,
1819, pp. 36 ff.

B An essay on money and paper currency, 1812, pp. 56 ff.,

* Anthony Dunlop, “Sketches on political economy,” Pamphleteer, X1 (1818),
424.

™ In response to a question sent to the Bank by the 1819 Lords Committee,
the directors replied: “The attainment of bullion by purchase in the market at
£3. 17s. 6d. is, in the estimation of the Court, so uncertain, that the Directors, in
duty to their Proprietors, do not feel themselves competent to engage to issue
bullion at the price of £3. 17s. 10%4d.; but the Court beg leave to suggest, as an
alternative, the expediency of its furnishing bullion of a fixed weight to the
extent stated, at the market price, as taken on the preceding foreign post day, in
exchange for its notes; provided a reasonmable time be allowed for the Bank
to prepare itself to try the effect of such a measure.” Lords Committee, Report,
1819, appendix a.8, p. 314
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limitation on its note issue.!® Only slightly less naive was George
Booth’s proposal.’® He advocated a paper standard currency. He
vaguely suggested that a paper currency must de natura retain a
constant general purchasing power, but gave no hint as to what
he would do if the purchasing power of the paper currency should
in fact fluctuate. But because of the liability to forgery of paper
money of small denominations, he would retain gold and silver
coinage. The standard would be the paper money, of which £1
would equal 20 silver shillings. The quantity of silver in a silver
shilling would be made to vary with the market price of silver
in paper money, so as to maintain parity of value between a paper
pound and the quantity of silver in 20 silver shillings. The exist-
ing gold guineas were to be retained unaltered in their metallic
content, but the number of shillings, paper or silver, which the
guinea was to represent was to be varied according to the market
price of gold in shillings. Booth failed to specify, however, any
criterion for regulating the quantity of paper shillings in order
to maintain stability of their purchasing power.

John Rooke, in 1824, made a somewhat similar proposal, which
was not guilty, however, of the crucial omission in Booth’s scheme
of any plan for the regulation of the paper money issues.* Rooke
advocated a convertible paper currency so regulated in its amount
as to have stable purchasing power. He proposed that, as the
purchasing power of the paper currency increased, the amount of
paper money should be increased, and vice versa. The market price
of gold in paper should be permitted to fluctuate freely, but con-
vertibility of the paper currency should be maintained by changing
the value in shillings or the denominations of the gold coins when-
ever necessary. The paper money would thus have a constant
purchasing power, but the gold coins would have a variable value
both in shillings and in general purchasing power. Rooke pre-
ferred, as the criterion for stabilization of the purchasing power
of the currency, the “annual price of farm labor” to the price of
any other commodity or set of commodities, because it has few
or no short-term fluctuations, But he conceded that “the prices of

B On protection to agriculture [1822], Works, p. 470.

”Gcorge Booth, Observations on paper currency, 1815, pp. 22 ff,, 36 f.

® An inquiry into the principles of national wealth, 1824, pp. 216-17, 226-27,
460 L. InmngbrbnnhochedRookeamanwmoihnsown
“compensated doflar” plan,
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other things might be taken into account as well as labor, if doing
so would give more exactness to the exchangeable value of the
currency.”#

Henry James, in 1818, advocated continuance of the Bank Re-
striction in order to avoid deflation.”® In 1820 he recommended
stabilization of the purchasing power of the currency in terms of
wheat and agricultural labor, but did not make any concrete sug-
gestions as to the method of stabilization.®

Joplin was in general a strong adherent of a metallic standard
currency, but he nevertheless recommended that gold payments
should be stopped temporarily during periods of crop shortages,
if otherwise the external drains of gold would result in sharp
declines in prices.*

vi. PAPER STANDARD CURRENCIES

All of the proposals described above provided for the continu-
ance in some degree of a metallic basis for the currency. But
advocates were not lacking of a complete break with the metallic
standard and the adoption of an inconvertible paper currency.
All of the defenders of the suspension of cash payments had
thereby demonstrated their preference for an inconvertible paper
over a metallic standard at least during the continuance of a great

® Ibid., p. 462. In 1819, Rooke had advocated a continually depreciating cur-
rency: “A system which secures a constant depreciation in the real value of
money, is alone calculated to accelerate national wealth.” (Remarks on the
noture and operation of money, 1819, p. 57.) But later in the same year he
withdrew his support of a depreciating currency, because it “carries along with
it in its train, evils and irregularities that, ultimately, may more than counter-
balance the good to be derived from its adoption.” (A supplement to the re-
marks, 1819, p. 4.) He advocated instead a stable monetary system “conforming
to the prices of the last 16 years” and presented in outline the proposals which
in his later work he developed in greater detail. As in his later work, he pro-
posed that stabilization be accomplished in terms of the wages of farm labor,
but because of the delay in the adjustment of farm wages to changes in prices
of commodities and also because of the problem created by fluctuations in
harvests, he suggested that wages in expurt industries be followed as a guide;
pruunably for short-term fluctuations. (/bid., pp. 88 f.)

B Considerations on the' policy or impolicy of the further continuance of the

Bank Restriction Act, 1818,

® Essays on money, exchanges, and political economy, 1820, p. 203. In a later
work, he advocated raising the price of silver in paper currency as prices fell,
and in the same proportion, thus approaching closely to Rooke’s proposal.
(State of the nation, 1835, p. 173.)

® Views on the subject of corn and currency, 1826, p. 76.




210 Studies in the Theory of International Trade

war involving heavy foreign remittances. One anti-bullionist even
appeared to find the superiority of the inconvertible paper cur-
rency over the metallic standard under wartime conditions to lie
in the fact that the former was not set up or regulated in ac-
cordance with any deliberate plan.! Many of the anti-bullionists
claimed that England profited during the war from having a
currency independent of international entanglements, and there-
fore free from the necessity of adjusting itself to all the wartime
fluctuations in England’s balance of payments.? The suspension of
cash payments, as one writer put it, gave England “the advan-
tages of an insulated currency, under the circumstances of an
expensive war.””® But while the war continued, most of the sup-
porters of the Restriction defended inconvertibility only as an
emergency measure, and looked forward to an eventual return to
a metallic standard. The writers who then ventured to declare
for an inconvertible paper currency as a permanent institution
were few in number and do not appear to have attracted any
following. Among them were: advocates of an “abstract cur-
rency” divorced from the precious metals, which in some unex-
plained way would always maintain a proper value and be issued
in the correct volume;* crude inflationists, for whom no amount
of money could be excessive;® and others who laid chief stress
on the importance of having a currency which was not liable to
flow abroad irrespective of internal needs.® But when the war had

14For these reasons, I am inclined to think, that the wants of men, and the
ingenuity exercised in remedying them as they occur, have in this, as in most
other instances, formed, upon the whole, a better system of currency for this
country at present, and better adapted to the circumstances of the time, than
any statesman, or political economist, however able and well informed, could
have devised in his closet. . . . The thing is done first; the reason why it
should be so done, is found out afterwards. . . . Where currencies of paper
have failed in other countries, it is generally where speculative men have formed
the plans for establishing them” (The Earl of Rosse, Obscrvations on the
present state of the currency of England, 1811, pp. 87-88.)

* Cf. the similar arguments of seventeenth-century writers, supra, p. 39.

*J. C. Herries, A review of the controversy respecting the high price of
bullion, 1811, p. 9b.

¢ E.g., Thomas Smith, An essay on the theory of money and exchonge [1807],
2d ed., 1811; Glocester Wilson, A defessce of abstract currencies, 1811; ibid., A
further defence of abstract currencies, 1813.

*Eg., Sir John Sinclair, Observations on the Report of the Bullion Commit-
tee, 3d ed,, 1810; ibid., Remarks on a pamphlet by William Huskisson, 2d ed., 1810.

*Eg., John Raithby, The low and principle of money comsidered, 1811, p.
111: “The currency of a couniry ought to be of a nature, the perpetual and
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ended, and especially when resumption of cash payments was ac-
companied by sharply falling prices, the advocates of an incon-
vertible paper currency became fairly numerous, although appar-
ently never influential with the government. Of greater interest
were the writers who, prior to 1830, advocated some form of
stabilized paper standard.

An anonymous writer as early as 1797 had proposed a system
of control of the inconvertible paper currency through the use of
the interest rate, although he failed to make clear whether or not
his proposal contemplated a variable interest rate as the regulator
of the quantity of the currency, and he failed to formulate an
intelligible criterion of the proper quantity of currency. He pro-
posed that all bank notes should be suppressed and that national
paper money, issued in exchange for government securities, should
be substituted for bank notes. The Bank of England should be
obliged to accept for deposit at inferest whatever quantity of
national paper money individuals should offer it, and the govern-
ment should be obliged to accept from the Bank all the paper
money above what the Bank found necessary for carrying on its
business. The government should pay interest to or receive interest
from the Bank according as to whether the government was in-
debted to the Bank or the Bank to the government.”

Although John Wheatley had been one of the most outspoken
critics of the suspension of cash payments, his belief in the metal-
lic standard diminished under the impact of the fall in prices
accompanying the approach and the realization of resumption of
cash payments.® In his writings from 1816 on, he expressed pref-
erence at times for a currency so regulated as to maintain con-
stancy in the price level, at other times for a currency constant
in quantity. But stability of prices was apparently his ultimate
objective, for he indicated that, where population was increasing

necessary tendency of which is to rest at home”; Lord Stanhope, in a Resolu-
tion presénted to the House of Lords: Not on!y gold and silver, “but likewise
every one of the other articles of merchandise by means of which British debts
to foreign nations can be discharged, is , . . an improper and an unfit legal
standard to serve as a fixed, invariable, and permanent measure of the relative
value of different commeodities and things within the country itself, which is
the grand and essential end and object of an internal circulating medium, . . .
Hangard, Parliamentary debates, 1st series, XX (July 12, x8u), 911,

* The iniquity of bonking, part 11, 1797, pp. 42 ff, 50 f,, 6a.

*For his advocacy, in 1807, of the voluntary use of a tabular standard for
long-term contracts, see infra, pp. 282-83.
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and there was a corresponding growth of production, the quan-
tity of money should be increased in the same proportion, so as
to prevent prices from falling. This would seem to lead to a
regulated paper currency, but in 1816 he still advocated a return
to the gold standard, on such a basis as to restore the 1813 level
of prices: “a currency of coin is neither liable to sudden excess,
to defraud the creditor, nor sudden contraction, to defraud the
debtor. . . . With a circulation of paper it is impossible to pre-
vent a constant variation in the amount of our currency. In times
of confidence the banks issue too much, in times of distrust they
issue too little.”® In 1819 he still advocated resumption. The evil
of deficiency of currency, which produces low prices, was greater
than the evil of excess, which produces high prices, but under
inconvertibility the currency system was liable to both deficiency
and excess. All that was necessary to get a proper currency sys-
tem was to abolish small notes, which were most liable to varia-
tion in their quantity, and to build up the stock of gold very
gradually so as not to cause a sharp contraction of prices and
5o as not to involve other countries in difficulties.’® But in 1822
he argued that sterling should have been allowed to remain de-
preciated until the world price level had risen to equilibrium with
the English price level. If under inconvertibility the amount of
the paper currency had been kept constant, it would have been
better that resumption of cash payments should never take place.
He now advocated that there be increased issue of paper until
the 1812-13 level of the price of corn had been restored, and
that thereafter there should be only such changes in the quantity
of currency as would be necessary to maintain prices and incomes
at this level, with the metallic standard, presumably, definitely
abandoned.

Thomas Attwood may not have had any great zeal for a
stabilized paper currency, and his real objective seemed to be
whatever increase in currency and prices should prove necessary
to bring about full employment, without limitations prescribed in
advance.® But he was deeply convinced that falling prices were

*John Wheatley, A letter . . . on the disiress of the country, 1816, pp. 14-
25, 43-44.
® 1bid., Report on the reporis of the Bank committees, 1819, pp. 4, 45, 50-51.

2 An essay on. the theory of money and principles of commerce, vol, 11, 1822,
pp. 121 8, r31 ff.

*He asks the question: why not issue money ad ifinittm? and replies:
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a serious evil which could not be avoided except through an
inconvertible paper currency, and his stabilization suggestions
seem to have been made in the hope that they would make his
plea for an inconvertible paper currency more palatable to public
opinion, They are nevertheless of considerable interest. Attwood
recommended an inconvertible paper currency issued by the gov-
ernment and its quantity regulated through open-market purchases
and sales of its own securities by the government.’® As the
criterion for the stabilization of the currency he wavered between
the price of wheat,** the general rise or fall in the prices of com-
modities,®® the rate of interest,’® and the wages of agricultural
labor.” He clearly was not prepared to commit himself definitely
to any one criterion. Regulation of the amount of the currency
should be entrusted to a legislative commission, and should be
carried out not by “laws of maximum and minimum but by
judicious legislative operations upon the issue of bank notes, or
other national paper.”'® He recognized that if wages of labor
were used as the standard for stabilization, there would be time-
lags between changes in the quantity of currency and resultant
changes in wages. He suggested, therefore, that, to supplement
wages, the market rate of interest should be used as a more sensi-
tive index of the effects of changes in the quantity of currency,
the rate of interest to be used as a “temporary” and the wages of
labor as a “permanent” guide in the regulation of issues.”®

Attwood realized that it might not prove easy to reverse the
trend of prices, and that more would be necessary than simple
authorization to the banks to issue more paper:

It would be of no use to act upon the “rag makers,” without at the

“Whenever . . . the money of a country is sufficient to call every laborer into
action, upon the system and trade best suited to his habits and his powers, the
benefits of an increased circulation can go no farther. . . .” Beyond that point,
further stimulus is “nugatory or injurious.” (A letter . . . on the creation of
money, 1817, p. 68.)

3 Prosperity restored, 1817, pp. 129-130; Observations on curresncy, popula-
tion, and pauperism, 1818, pp. 164-67; The late prosperity, and the present ad~
versity of the country, explained, 1826, pp. 34-35.

% Prosperity restored, pp. 120-30, 135.

* Ibid., p. 136.

* Ibid,, p. 183.

7 Ibid., pp. 184, 193-4; Observaiions on curvency, pp. 166-67.

® Prosperity restored, pp. 163 ff.

* Observations on currency, pp. 204-05.
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same time acting also upon the public mind; for unless the public
are willing to borrow the “rags,” the “rag maker” cannot issue them.,
It is therefore necessary to act upon both parties; the one must be
stimulated to borrow, and the other to lend. Both these dispositions
are rather stagnant at present, and are becoming daily more so. Prudent
and safe men are afraid to borrow money, because they cannot safely
and beneficially employ it. Bankers are afraid to lend it, because they
know that it cannot be safely employed, and because they remember
the late panic, when they were compelled to pay everybody, whilst
nobody could pay them.2°

Although all of the prominent members of the classical school
were adherents of a fixed metallic standard, I have not been able
to find any serious attempt during this period to meet these claims
that a better currency standard was available. There was then, as
there has continued to be since, a marked tendency on the part
of the exponents of the fixed gold standard to rely on dogmatic
assertions of the injustice of any other system and of the impos-
sibility of devising any system of currency which would have more
stability of value than the precious metals.** Attempts to stabilize
the value of money beyond what metallic money would do of
itself, they asserted, were impracticable, and were straining after
unattaina