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PREFACE TO THE THIRD EDITION

In this edition I have added a new second part to
the “Treatise on Money,” with special reference to the
effects of the production of the precious metals upon
industry and trade. Undoubtedly the question of most
interest at the present time in the monetary con-
troversy is whether the quantity theory of money can
be reconciled with the great increase in the production
of gold, and with the unprecedented accumulation of
gold in the Bank of England. In my view there is
sufficient gold to support a higher level of prices,
and one of the principal reasons why this higher
level is not attained is the continued depreciation
of silver. It is, I think, largely owing to this
cause that the recent gold discoveries have not had
the same stimulating effects upon trade as the dis-
coveries about the middle of this century in California
and Australia. The question seemed one of such
difficulty and importance as to demand a fuller treat-
ment than was given to it in the original “ Treatise on
Money,” and accordingly at the risk of some repetition,
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instead of modifying and enlarging this Essay, I have
added a second part.®
I have omitted from this edition the two essays on
“TLiving Capital” and “Capital and Labour—their
relative strength.” Several reviewers pointed out that
they were rather out of plaee in a work of this kind.
They will be included in a volume of my Essays to be
published shortly, dealing with general and social
economic problems.
* This second part (like the first in 1888, as explained in the
Preface to the first edition) in its original form was published in the

Annual of the Wholesale Co-operative Society for 1895, but it has been
rearranged and partly rewritten for this volume.

J. SHIELD NICHOLSON.

UNIVERSITY OF EDINBURGH,
September 1895,



PREFACE TO THE FIRST EDITION

IN the spring of 1886, the Directors of the Wholesale
Co-operative Soctety requested me to write for their
Annual an essay on Money, suitable for the industrial
classes. I gladly took advantage of this request to
recast the general prineciples of monetary science,
and I thought the best way to make the theories
popular and intelligible was to indieate their bearing
upon questions of present interest. In doing so,
however, I took the greatest pains to point out where
any conflict of opinions arose: my object was not
conversion but instruction. This was the original
form of the present ZT7eatisc on Money, but many
corrections have been made, and the last two chapters
have been entirely rewritten.

The second part of the volume consists of a number
of essays, differing widely in character, but all dealing
with present monetary problems. This deseription
applies even to the essay on “John Law and his
System,” for it was never more necessary than at
present to show the conneetion between credit and



viil MONEY

metallic money, and there has never been a better
example in the whole range of financial history than
“the system ” par excellence.

In the paper on “One-Pound Notes for England,”
a definite scheme for their issue, with the special
object of restoring the gold coinage, is proposed.

The essay on “The Effects of Gireat Discoveries of
the Precious Metals” is mainly historical ; but the
bearing on some aspects of the present controversy
is obvious.

Next in order come two addresses in which the
subject of “International Bi-metallism” is treated in
a somewhat popular manner.

The short paper on the “Stability of the Fixed
Ratio” is a statistical illustration of a well-known
theory.

The essay on “The Measurement of Variations in
the Value of the Monetary Standard ” deals with an
extremely difficult statistical problem. The general
method is original,* and the practical form of it may
be useful as a supplement to other methods also
confessedly imperfect with the statistics at present
available.

I venture to call special attention to the last essay
in the volume,t on the “Causes of Movements in
General Prices.,” It was commenced more than two

* Compare Mr. Edgeworth’s learned memorandnm, presented to

the British Assoeiation, September 1887
+ Fssay VIIL in the present edition.
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years ago, and has been completed with my examina-
tion before the Currency Commission fresh in my
mind. The first part contains a brief critical ex-
position of all the prineipal causes which have been
assigned for the recent fall in prices, and the con-
clusion is that several of these causes—e.g. improved
methods of produetion, on which much stress is
sometimes laid—are indeterminate in their action,
and, at any rate, of minor importance.

It is, however, the concluding portion of this essay
which will, I hope, provoke most ecriticism. It con-
tains, I believe, the first complete statement of the
various modes in which gold prices, silver prices, and
the ratio between gold and silver may theoretically
interaet, with the consequent effects on international
trade. One of these possible modes is of great in-
terest at the present time, as it shows that the fall
in gold prices may be the direct effect of the prior
depreciation of silver. The general analysis, however,
indicates several other possible cases, and only facts
can decide whether this particular solution is eorreet.

J. SHIELD NICHOLSON.

Tur UNIVERSITY,
EpiNeULRGH, February 1888,
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CHAPTER 1

DIFFICULTIES IN THE STUDY AND PRACTICAL IMPORTANCE
OF THE SUBJECT

§ 1. The difficulty of getting clear ideas.—It seems
desirable at the outset to warn the reader that, although
this treatise on the principles of monetary science is
intended to be elementary and introductory, the subject
is in its nature difficult, and, in spite of its having been
treated by many writers celebrated for their clearness
of thought and distinctness of language, has not yet
received a form which can be considered easy reading.
The difficulties presented are of two kinds.

In the first place, there is the difficnlty of getting
clear ideas and attaching accurate and definite mean-
ings to the words employed. People are apt to
imagine that because they are familiar with the use of
the words money, pound sterling, exchange, bank-note,
ete., they are equally familiar with the things and pro-
cesses and ideas which the words stand for. As a
consequence, they do not think it necessary to strain
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the attention and couple what seems easy reading with
hard thinking, and, according to the degree of their
self-esteem, they come to the conclusion either that the
subject is one which no one can understand with any
amount of reading, or one which every one can under-
stand without any reading at all.

§ 2. The difficulty due to the complexity of facts—
The second difficulty inherent in the subject depends
upon matters of fact, and the need for statistics and
experience to give body to the abstract ideas and
general propositions of the theory. Xven the most
zealous student is apt to become bewildered when he
finds authorities of equal standing opposed to one
another on problems of great practical urgency, and
feels inclined to conclude that there are no settled
principles in the whole subject. This conflict of
opinions, however, often arises simply from the fact
that there is not sufficient evidence on which to base
a certain conclusion-—just as in medicine the best
doctors may disagree, or in war the best generals,
although no one would deny the vast progress in
modern times of the art of healing or the art of
destruction. It must be remembered, also, that the
public only hears of the conflicts between the ex-
perts in any subject and of the struggles in making
the next advance; as soon as a controversy is settled
it passes from the newspaper or periodical to the
text-book.

Only those who take the trouble to compare the
monetary policy of successive historical periods can
form any idea of the extraordinary progress made in
the theory and practice of this branch of finance.
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This progress, as in other practical scienees, has con-
sisted in overcoming diffieulties of both the kinds just
noticed. On the one side ideas and general prineiples
have been made elear and intelligible, and on the
other large stores of facts and figures have been
brought to bear on their practical application. It
is to what may be regarded as well established that
the following pages will be mainly devoted, and if
matters of controversy are introduced, the leading
opinions on both sides will be stated, and the reader
left, like a British jury, in his own person to form his
own conelusions on the facts and opinions advaneed.

§ 5. Importance of general study of money tn o
country with popular government.—I have thonght it
necessary to emphasise and explain the nature of the
diffienlty of the subject, partly with the view of
showing the need for hard thinking in some cases,
and a suspension of judgment in others until suffieient
evidence has been obtained, but principally on account
of its great importance to the industrial classes in a
community with popular government. If it is once
generally believed that questions of currency can be
decided off-hand by popular votes, the way becomes
open for great national calamities.

At the same time, however, when questions of
changes in monetary policy arise, they cannot be left
to the decision of a few authorities without appeal to
the people. It is hardly possible to make any change
of this kind withont producing a eertain conflict of
interests, and all history proves that it is not wise for
any class to leave its interests entirely in the hands
of representatives drawn from another. In many
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cases, no doubt, the conflict of interests between
capital and labour, for example, or landlords and
tenants, or traders and consumers, is more apparent
than real ; but in some cases of vital importance the
divergence of interests is fundamental.

In the exchange of services and commodities, as a
rule, both parties to the exchange gain, but in merc
monetary changes what one gains another must lose.
If, for instance, owing to a change in the currency,
there is a general rise in prices, debtors will gain at
the expense of creditors; a farmer with a long lease
at a fixed rent will gain from a rise in prices and the
landlord will lose—the one will obtain a greater and
the other a less share than before in the general
wealth of the community.

§ 4. Enormous power jfor evil in currency requla-
tions possessed by Governments, illustrated from HEnglish
hastory. — The enormous power for evil which a
Government possesses in effecting changes in eurrency
has received more than one startling illustration in
our own history. “It may be doubted,” says Mae-
aulay, speaking of the state of things which rendered
necessary the recoinage of 1696, “whether all the
misery which had been inflieted on the nation in a
quarter of a century, by bad kings, bad parliaments,
and bad judges, was equal to the misery caused in a
single year by bad crowns and bad shillings. The
evil was felt daily, and almost hourly, in almost
every place and by almost every elass: in the dairy
and on the threshing-floor, by the anvil and by the
loom, on the billows of the ocean and in the depths
of the mine. Nothing could be purchased without
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dispute. Over every counter there was wrangling
from 1norning to uight. The workman and his em-
ployer had a quarrel as regularly as the Saturday
came round. No merchant would econtract to deliver
goods without making some stipulation about the
quality of the coin in which he was to be paid.
Even men of business were often bewildered by the
confusion into which all pecuniary transactions were
thrown. The simple and the careless were pillaged
without mercy by extortioners whose demands grew
even more rapidly than the money shrank. The
labourer found that the bit of metal which, when he
received it, was called a shilling, would hardly, when
he wanted to purchase a pot of beer or a loaf of rye-
bread, go so far as sixpence. Where artisans of more
than usunal intelligence were collected in great num-
bers, as in the dockyard of Chatham, they were able
to make complaints heard and to obtain some redress;
but the ignorant and helpless peasant was cruelly
ground between one class which would give money
only by tale (counting) and another which would
only vote it by weight.”

Professor Thorold Rogers, in his interesting work
entitled Stz Centuries of English Work and Wages,
often calls attention to the importance to the industrial
classes of a sound system of currency. “The mone-
tary history of all countries,” he writes, “is full of
instances which il! istrate the rapidity with which
people fall into the delusion that high prices, due
to over-issues of paper, the coinage of an over-valued
metal, or to excessive speculation, are evidences of
prosperity. Our English Parliament, in the present



8 MONEY

century, endorsed the follies of Vansittart and repu-
diated the truths which were announced by the Bullion
Committee and Lord King. But the issue of base
money is rapidly and irremediably mischievous. It
affects all exeept those who are quick at measuring
the exact extent of the fraud, and by turning the base
coin into an article of traffic, can trade on the know-
ledge and skill which they possess. To the poor, and
indeed to all who live by wages and fixed salaries, it
is speedily ruinous. The effect of the base money of
Henry VIII and Edward VI, though it lasted only
sixteen years, was potent enough to dominate in the
history of labour and wages from the sixteenth century
to the present time, so enduring are the causes which
influence the economical history of a nation.’

§ 5. Evils of bad currency tn France during the
LRevolution—Nor must it be supposed that the evils
of bad currency have been inflicted on nations only
by despots and irresponsible Governments. The most
glaring example of the violation of sound principles of
currency recorded in history is the issue by the
Government of the great French Revolution of the
inconvertible notes called assignats. It was constantly
urged,” says A. D. White in his work on Paper Money
Inflation in France, “that if any nation could safely
issue paper money France was now that nation; that
she was fully warned by a sevecre experience; that she
was now a constitutional Government controlled by
an enlightened, patriotic pecople—uot, as in the days
of the former issue of paper money, an absolute
monarchy controlled by politicians and adventurers ;
that she was able to sccure every franc of her paper



CHANGES IN CURRENCY NECESSARY 9

money by a virtual mortgage of a landed domain of
vastly greater value than the entire issue; that with
men like Bailly, Mirabeau, and Necker at the head,
she could not commit the finaneial mistakes and errors
from which Franee had suffered when at the head
stood John Law and the Regent and Cardinal Dubois.”
Deluded by these arguments, the issues were made,
with fatal consequences to Irench industry. « What
the bigotry of Louis XIV. and the shiftlessness of
Louis XV. could not do in nearly a century, was
accomplished by thus tampering with the eurreney in
a few months. Everything that tariffs and custom-
houses could do was done. Still, the great manu-
factories of Normandy were closed ; those of the rest
of the kingdom speedily followed, and vast numbers
of workmen in all parts of the country were thrown
out of employment. In the words of the most
brilliant apologist for Freneh Revolutionary states-
manship—‘ Commeree was dead—betting took its
plaee.””

§ 6. Difficulties in radical changes in currency, but
such changes sometimes necessary.—It would require
many large volmmes to deseribe the magnitude of the
evils which different nations, from the earliest times
down to our own day, have suffered from ill-regulated
currencies. So much have some Socialist writers
been impressed by these evils and by other difficulties
which arise even in the best monetary systems, that
they have tried to formulate schemes in which the use
of money would be entirely forbidden: with them
money itself is, in the fullest meaning of the expres-
sion, the root of all evil.
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Other writers, again, who have given much atten-
tion to the subject, have been so much impressed with
the evil consequences of any disturbance of a nation’s
system of currency, that they are opposed to all
changes if during a moderate length of time the
system has worked at all well In a recent paper,
Mr. Giffen has endeavoured to show that the func-
tions of Government regarding money should be
reduced to a minimum, and he writes in the most
despairing tone of human fallibility. “To obtain the
action of Governments you have to submit the dis-
cussion to tribunals of a very peculiar description,—
to Parliaments which are full of people who have no
intellectual interest in the subjects, and no qualifica-
tion of any sort or kind for dealing with them;
and to constituencies electing the members of Par-
liament who are still more unfit, and who have little
conception of the nature of the problems to be
discussed, and no means whatsoever of forming
practical conclusions upon them—who are, in fact,
likely to be bewildered and confused if a Government
makes a change of any kind in respect of the standard
money.”

It may certainly be conceded to Mr. Giffen that
very strong reasons ought to be adduced before any
great change in a Imonetary system can be recom-
mended ; but the conditions of industry have varied
so rapidly, such enormous changes have taken place
even during the last fifty years, that it is quite pos-
sible that a system of currency which acted well
enough in former times may at present require some
modification. It would certainly be a most remark-



DIFFICULTIES OF THE SUBJECT 11

able thing if, when economic institutions of every
kind have been remodelled, when vital changes have
taken place in the production and distribution of
wealth, when remote nations have become more
closely knit together by commerce than were cities of
the same country fifty years ago, when the whole
industrial world has been almost revolutionised, no
change whatever in currency, which is the very life-
blood of industry, should be necessary or desirable.

§ 7. The subject of money is in its nature dificult,
but not obscure or mysterious—it requires, like mathe-
matics, hard thinking and reqular advance—And if
any change is requisite, the secheme proposed ought to
be of a nature which can be made intelligible to the
people interested.  Bare authority will not be accepted
in these days; and after all, the fundamental prin-
ciples of money may be understood by any person of
ordinary capacity who will devote a little trouble, and
who is not too proud to begin at the beginning. To
say that a subjeet is difficult is not to say that it is
obscure, or unintelligible, or mysterious, or demanding
some peculiar, rare native gift. Mathematies is a
difficult study—even arithmetic, although now part
of a compulsory education, is not easy; but mathe-
matieal reasoning is eminently clear and distinet. So
it is with money: the principles of the subject,
although in one sense the most diffieult, are also the
clearest and most intelligible in economic science.
Those who find the practical problems at present
agitating the public mind difficult of comvrehension
and apparently insoluble, would look on them with
very different eyes if they had made a systematic
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study of the elements of monetary science. “There is
much,” says Professor Jevons, “to be learnt about
money before entering upon those abstruse questions
which barely admit of decided answers. In studying
a language, we begin with the grammar before we
try to read or write. In mathematics we practise
ourselves in simple arithmetic before we proceed to
the subtleties of algebra and the differential calculus.
But it is the grave misfortune of the moral and
political sciences that they are continually discussed
by those who have never laboured at the elementary
grammar or the simple arithmetic of the subject.
Hence the extraordinary schemes and fallacies every
now and then put forth.”



CHAPTER II

FUNCTIONS OF MONEY

§ 1. Definition of money—A good deal of discus-
sion has taken place as to the proper definition of
the term “money,” and it must not be thought that,
because no particular definition has been generally
adopted by economists, therefore the discussion has
been wasted. The great use of definitions is to lay
bare the meanings of the terms employed, to clear
up the ideas for which they stand, and thus to get
rid of all ambiguities; but it is a matter of compara-
tively small importance whether different writers
use the same word in precisely the same sense
when, either from their definition at the outset or
from the context, the meaning is plain.

As regards money, for example, some writers may
include and some exclude bank-notes, and other
forms of credit, but no harm is done provided the
functions of notes, cheques, ete., are properly de-
scribed. There is, however, considerable danger in
laying down, at first, hard-and-fast definitions, and
then deducing general laws, and applying these laws
to particular cases without due consideration.
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In the sequel we shall see that by far the most
important proposition laid down respecting money
is that, other things being the same, its value depends
on its quantity—that if the quantity of money is
increased, the value of each particular piece is dim-
inished. Now, if we were to lay down at the out-
set a definition of money which included convertible
bank-notes, and were then to argue, in accordance
with the proposition just noticed, that an increase of
bank-notes would lower the value of money, we
might happen to speak the truth, but unless many
more ecircumstances were taken into accouny we
should only speak the truth by accident. Yet
reasoning of this kind prevailed in making the most
important law ever made affecting the paper cur-
rency of this country. As it happens, it is generally
admitted that this Act, passed in 1844, has on the
whole worked well, or, at any rate, has done no
great harm; but it is more satisfactory when Acts
of Parliament succeed on the grounds on which they
were ostensibly passed, and not for reasons which
were not considered. It would be out of place to
discuss the Act in question at this stage; I have
only mentioned it to show the danger of being
misled by words. Opinions are divided on the
real merits of the Act, but no one now will defend
the reasoning with which it was supported by its
promoters.

I shall not attempt to give a short and simple
definition of money, because it scems to me that the
meaning of the term must vary according to eircum-
stances. An illustration will make this quite clear.
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What is meant in the money articles of the news-
papers by the supply of money and the demand for
money ?  KEvery one knows it is not mercly coin or
notes of the Bank of England, but they would have
some difficulty in explaining what else ought to be
included. The important thing, however, for our
present purpose, is not to decide what is the most
appropriate meaning to give to the term “money,”
but to describe ecertain functions of the industrial
world which are generally briefly spoken of as being
performed by money.

§ 2. Money as a medium of exchange—First of all,
then, let us consider money as a medium of exchange,
and its importance in this capacity. “It is easy to
imagine, even in a primitive society, the inconven-
iences of pure barter. The griefs of the bootmaker
wanting a hat, who found many who had hats but
did not at the time want boots, and many men who
wanted boots badly enough but were quite as ill off,
temporarily or permanently, respecting hats, have
been related by every writer on money” (Walker).
But what is not so often attended to is the ever-
increasing importance, with the growing complexity of
industrial societies, of a universal medinm of exchange :
it becomes, as division of labour is extended, not merely
a convenience in distributing the finished product,
but an aetual necessary of production. Let any one
consider the vast series of operations necessary to pro-
vide for the maintenance in our days of the family of
an unskilled labourer; or, better still, let him glance
over the list of occupations of the people as given in
the census reports, in which he will find hundreds of
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names to which he can attach no meaning whatever.®
‘Without some common medium of exchange, it would
be absolutely impossible under our present industrial
system to carry on the mannfactures and commerce of
the country. The only conceivable alternative would
be governmental control of the most elaborate kind
pervading every home, involving in itself an enormous
waste of time and labour. Without a complete revolu-
tion in the conditions of society, a medium of exchange
is indispensable. Production rests on division of
labour, and division of labour involves easy and
prompt exchange, which, again, involves a common
medium. Money in this sense is as essential to the
interchange of commodities as language to the inter-
change of ideas, and in the last resort the exchange of
commodities is for the most part the exchange of the
services through which they are made. Thus money,
in the sense of a common medium of exchange, is
necessary in order to exchange all kinds of labour,
from the highest to the lowest.

In these days we are so familiar with this universal
medium, with this alchemist’s stone which turns every-
thing into gold—Iland and labour, the fleeting wealth
of the present and the stored wealth from the past—
that it is difficult for us to realise the state of a nation
in which custom took the place of contract, and the
mass of the people lived practically without money.
There can be no doubt that during the Middle Ages the
commutation of various services and labour dues into

* The Census Report for 1881 states that it was found neeessary, in
order to elassify the different employments returned, to make a small
dietionary.
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money equivalents was the prineipal factor in the
industrial progress of that period. The break-up of
fendalism, the independence of the towns, the abolition
of serfdom, and the growth of commeree, are all largely
due to the substitution of money payments resting
on contraets in place of services founded on law and
custom. So far from being an evil, during this
period at any rate, the extension of the use of money as
a medium of exchange was the means of effecting
great social reforms, and there can be little doubt
that progress was retarded largely by the deficiency
of the preecious metals, and especially the dearth of
silver.

The Socialists, who look on money as an engine by
which the rich torture the poor, will find in many
instances that, on the contrary, it has been the greatest
benefactor of labour. We have a modern instance of
the benefits of money payments in the state of things
which led to the passing of the Truck Aets. Every
one knows that the worst mode in which a workman
can be paid for his labour is in a quantity of the
commodity which he makes or assists in making—in
cider, for example, as was the custom in some places
in England.

§ 3. Money as a measure of wvalues—Necessarily
involved in this function of money as a medium of
exchange is its funetion as @ measure of wvalues. 1t is
useless to convert all things and services into terms of
money as a medium of exchange unless this is done at
certain rates. What we want to know in any given
case is not the bare fact that by means of money

exchanges can be effected between one commodity and
DA
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ten thousand others, but we want some measure of the
rates of exchange.

Now it is quite possible that the actual medium of
exchange adopted may not be itself the measure in
which values are expressed—it may itself be measured
by some other standard. In this country at the
present time the standard unit of value is the sovereign,
which consists of a definite amount of gold and alloy
fixed by Act of Parliament. Consequently all values
in this country are measured in pounds and parts of
pounds. But although the sovereign is the standard
unit, it is by no means the exelusive medium of
exchange. We use not only silver and bronze, but
paper as the actual medium.

The important point to observe, however, is that
all these substances used as actual means of exchange
are measured in terms of the sovereign either as
multiples or submultiples. Wages, according to the
quality of the labour, the times of payment, ete., are
paid sometimes in pence, sometimes in shillings, some-
times in bank-notes, sometimes in cheques; but the
standard measure is the sovereign, and the values of
the pence, shillings, notes, or cheques depend on their
relation to the sovereign.

It is extremely important to distinguish between
the actual medium and the measure of reckoning. In
some parts of Scotland the rent paid for land depends
on the prices of certain kinds of agricultural produce ;
in effect, we may suppose that the rents consist
nominally of so much corn. DBut they would not be
actually paid in corn. Instead of the rents depending
on the prices of a few agricultural products, they might
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depend on the prices of a hundred different articles.
That would be just as if the farmer stipulated to pay
certain quantities of these articles in different propor-
tions, In this way the unit of value would be very
complex, but the payment would never be made in all
these articles.

We sce, then, that the two funetions of money
already noticed are not necessarily performed by the
same thing : we may measure in terms of one thing and
pay in terms of another, but the two functions are
equally neeessary to an industrial society, and are
mutually dependent. The medium of exchange wounld
be useless unless measured in terms of the standard,
and the measure would be useless unless some common
medium of giving effect to it practically is adopted.
A person who has something to sell—whether labour,
or land, or produce—wants to know not only that his
commodity bears a certain proportion in value to the
commodities of other sellers—that is, he not only
wants his commodity measured as the others are
measured, but he wants some medium by which he
can make as many purchases of these commodities
as his article entitles him to obtain.

§ 4. Money as a standard for deferred payments.—
So far nothing has been said of the clement of Zime.
We have spoken of exchanges being effected and the
values of commodities being measured without any
reference (except by way of illustration) to deferred
payments, or payments extending over a long period.
It is this consideration, however, which constitutes
the greatest difficulty, both practical and theoretical,
in choosing a standard unit of value as the basis of
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money. At any particular time, or, rather, to effect
any single set of exchanges, we might measure the
values of all commodities by any one of them-—say
corn—write down their values in terms of corn on
bits of paper, and exchange accordingly. In some
Socialistic schemes it has been proposed to issue
labour-tickets against commodities or services, and
everything being expressed in terms of so much
labour, exchanges might be made on this basis. Dut
a little reflection would show that there would be
much difficulty in taking an hour’s labour as the
unit of value over a long period, because all kinds of
changes might occur in the efficiency, or intensity, or
hardship of the labour; and the same kind of diffi-
culty arises with whatever standard is chosen.

§ 5. Contracts jor long periods—Under our present
system we must find some means of overcoming un-
certainty in the interpretation of contracts: the whole
of industry rests on an endless series of contracts,
which ought to admit of a definite interpretation.
Now it is quite easy to lay down that our unit of
value, our chosen standard, shall consist of a certain
weight of a certain specified substance of a certain
quality, and if we only wanted our unit as a measure
of weight or of fineness, no more would be required.

But the difficulty is this: We want our unit to
measure, not weight, or qualities, or capacities, or colours,
but values. We may, by choosing any substance what-
ever, capable of exact measurement and definition, avoid
in one sense any uncertainty in the interpretation of
contracts ; but we do so in a purely artificial and useless
manner unless other changes are taken into account.
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To discover what these other requisites are, let us
take an example of deferred payments. A farmer
takes a farm on a nineteen years’ lease at so many
pounds, say £1000 a year. There will be no doubt
about the meaning of the contract. He must either
pay exaetly every year the thousand sovereigns, or
give some document or other which will enable the
receiver to obtain on demand that number of pounds
sterling. In making this agreement, supposing the
bargain was the result of eompetition, the farmer
would have taken into account not only how much
the land would yield of various kinds of produce, but
also the prices he would expeet on the average to
obtain, as also the prices he would have to pay for the
various expenses of production, for labour, machines,
manures, ete. Suppose, now, that at the end of ten
years, owing to any eause whatever, the prices of pro-
duce have fallen very greatly, and also that the price
of labour and the materials of production have not
fallen equally, the result will be that he cannot
really afford to pay the same rent as before, and he
will be inelined to argue that Government should re-
lease him from his contraet, because it was entered on
with the expectation that prices would on the average
have remained steady. The example just taken is
essentially the case of many farmers at the present
time. And they may very plausibly argue that if
they are compelled to pay their rents they will be
ruined, that the land in the proeess will be exhausted,
that their successors will not have the same experi-
enee, and allege other inconveniences to the nation at
large. This is not the place to consider whether this
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plea should be urged on the Government or on the
landlords, but of the hardship to the farmers there can
be no doubt.

Let us take another example, also of a practical
kind. The Indian Government engages the services
of a highly trained body of men, and promises to
pay them a certain number of rupees. There is no
doubt as to the meaning of the rupee in its material
shape. It is a certain weight of a certain quality of
silver. Suppose at the time the bargain is made ten
rupees go to a sovereign, then the savings of Indian
servants remitted home will command that rate so
long as it lasts; but it is equally clear that if the
value of the rupee sinks to a shilling, for purposes of
remittanee they will lose half the value of their salaries.

One more example on a larger scale. The Govern-
ment of this country has to pay more than twenty
millions sterling of interest on the National Debt.
To do so it must levy taxes. If, reckoned in moncy,
the taxable wealth of the country has become much
less, so much more heavy must the taxation be to
make these payments.

§ 6. Importance of comparative stability of value in
money.—1t is clear from these examples that “money”
is required not only as a medium of exchange and a
measure of values, but as a standard for deferred pay-
ments. So long as contracts into which time enters
as an element are expressed in terms of money, it is
necessary that the standard adopted should possess
eomparative stability of value. It is at this point that
one of the most serious difficulties of the subject arises,
for it is now universally admitted in works on political



MEANING OF «DEMAND” AND “SUPPLY?” 23

economy that any such thing as a commodity with
absolute stability of value is unattainable. The best
way to see this is to consider the canses on which the
value of any commodity depends.

§ 7. Meaning of terms “demand” and “ supply.’—
Stated in the most general terms, and in the form
most familiar to the industrial world, value may be
said to depend on demand and supply. Both of these
words, however, familiar as they are, require some
further explanation. What do we really understand
by demand ? It is quite clear that we do not simply
mean desire to possess, for, roughly speaking, it may
be said that human desires are insatiable—that every-
body desires everything. It is obviously not in this
vague sense that we can properly speak of there being
no demand for commodities of various kinds—for food,
clothes, houses, and luxuries. There are, at any rate,
always “poor about our gates,” who not only desire
but very urgently need those very things for which the
commercial papers tell us there is no demand.

Precisely the same difficulty occurs in regard to
supply.  All manufacturers would be delighted to
supply many times as much of their articles as
they actually do if they could only find purchasers.
The explanation is found in introducing a phrase
which must always be understood. Both demand and
supply mean demand and supply af o price, and the
peculiarity of both is, that in general they vary with
the price, but in opposite directions. As a general
rule it may be laid down that, other things being
equal, if the price of an article falls relatively to that
of others, the demand increases.



24 MONEY

This is a law which has reccived striking illustra-
tion from the history of taxation. Impose a tax of a
very onerous amount, and instead of increasing the
revenue you may kill the revenue altogether; whilst,
on the other hand, the progressive diminution of a tax,
by increasing the demand, may also increase the
revenue obtainable.

As regards supply, the general rule is, that if there
is a rise in the price an additional supply will be
forthcoming. If, for example, the price of coal rises,
a great stimulus is given to coal-mining; labour and
capital are directed to this industry, and there is a
great increase in the supply.

§ 8. Law of demand and supply—We see, then,
that the demand and supply of any article both vary
according to price—both depend upon price: how,
then, can we say that price depends on demand and
supply ? The solution is found in what J. S. Mill
called the “equation between demand and supply,”
which may be expressed in the following form. In
any market, competition will take place between
sellers on one side and buyers on the other, until
such a price is arrived at that the quantity demanded
at that price is equal to the quantity offered. Any
increase in the competition of buyers will tend to
raise the price, and the rise in the price will drive
the poorest and least eager of the competitors from
the circle of demanders; whilst, on the other
hand, the same rise will tend to induce dealers
who had been withholding their stocks to come
forward.

It will be seen, then, that everything depends
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on competition; * and this disposes of an objection
by the late Professor Cairnes, who said that all J. S.
Mill's boasted equation amounted to was, that in
any market the quantity bought at a price was pre-
cisely equal to the quantity sold at that price, which
was no doubt quite true, but also quite useless. But
the point of J. S. Mill’s argument is, that competition
is the moving force according to which the price rises
and falls, and the quantities offered or demanded are
increased and diminished.

If, now, we push the analysis further, and ask,
On what does competition depend? we have thrust
upon us at once a variety of causes. Amongst these,
undoubtedly the most important are the various
conditions of supply. Some things are absolutely
limited, and this class consists by no means simply
of such commodities as are indicated by the stock
example of old pictures. The land of a whole
country, and equally the areas of particular districts
and towns, are strictly limited. It must be remem-
bered, also, that many things which could be increased
if only time were allowed, may be wanted imme-
diately. Talke, for example, the food-supplies of any
industrial area. No doubt this country could raise a
much greater supply of food within its own borders,
but in case of a great war, or other cause of cessation
of imports, there would certainly be famine prices.

* For the purposes of this treatise it was not thought advisable
to push the analysis of value further. The writer fully admits the
importance of considering the conception of final wtility and the
case of monopoly (cf. Note on Value in his edition of the Wealth of
Nations, p. 407).
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There are, however, other commodities which can
be indefinitely inereased at very short notice, and no
one would give faney prices for existing stocks of
cloth if by waiting a few weeks an abundant supply
could be obtained. It is not necessary for the present
purpose to go into further detail. The point which
is essential to the argument is, that one important
factor in determining value is the conditions of supply,
and these conditions are subjeet to variation, as re-
gards most articles, with every change in the methods
of production.

The conditions affecting demand are equally im-
portant, and also subject to variation. A rise in the
price of any article will probably lead to an increase
in the demand for convenient substitutes, and, with
the progress of civilisation, the wants and desires of
people are constantly changing. Whether, then, we
look to a simple market and temporary prices, or to
the annual consumption of a great nation, we find
abundant reasons for expecting constant changes in
relative values. It is, then, quite clear that we ean-
not in strietness say that any single commodity is
capable of possessing stability of value. For value
means, in the last resort, exchange value; and any
commodity we like to choose will, in the lapse of a
very short time, fetch more of one article and less of
another.

§ 9. Is comparative stability of value in money
attainable —Are we, then, to suppose that the search
for a kind of money which will possess stability of
value is an idle quest, and that as regards stability of
value every artiele will be equally unsuitable ? This
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would obviously be unjustifiable. A little reflection
will show that, for practical purposes, we may get
for a considerable time a much greater comparative
stability in some things than in others. In some
things the annual production compared with the
total amount in use may be small, and the demand
may be fairly constant—that is, not subject to sudden
changes in fashion or (to express it imore generally)
in desire. A commodity of this kind would be pro-
perly said to be more stable in value than an article
in which these qualities were wanting.

Thus, although we cannot find any substance for
our standard money, a given quantity of which will
always possess the same purchasing power over each
and every commodity, we may find that one substance
will over a term of ycars have a much more uniform
power of purchasing things in general than is the
case with other substances. “Things in general ” is,
of course, a vague and rather uncertain expression,
but it is perhaps the best obtainable. For practical
purposes, however, we only require a particular class
of things. An agricultural labourer, for example, if
Lie wishes to compare the purchasing power of his
wages with those in other times and places, will be
able to make a tolerably just comparison by taking a
very few commodities; and if he can lay by a few
pounds he will be satisfied with the stability of value
of money, provided they enable him to obtain about
the same amount of the articles of his habitual con-
sumption as when he made his saving.

Unless some stability of value of the kind indi-
cated were attainable in money, the world would be
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put to very great inconvenience. This has been
illustrated only too often in history by the criminal,
or at best ill-considered, action of Governments in
artificially changing the value of the standard. It
is, at any rate, perfectly certain that a coin of a
uniform weight and fineness is in all respects more
steady in value, or represents a more constant pur-
chasing power, than one which is subjected to wilful
debasement or diminution. And if, instead of metal,
paper is exclusively used for money, and the issues
are not most carefully regulated, the fluctuations in
value will be still greater and more detrimental.

§ 10. A4 tabular standard of value—We have now
examined the three most important functions of what
is briefly spoken of as money. Every industrial
society requires a common medium of exchange, a
general measure of values, and a standard for de-
ferred payments; and there can be no doubt that it
will be much more convenient if these three requisites
are found united in, or rather conjoined with, the
standard money of a nation. It has, however, already
been pointed out that it is not necessary that the
actual medium of exchange should itself be the money
of account or measure of values, and in the same way
it is not necessary that contracts for long periods
should be made, as they are usually at present, in
terms of definite quantities of the standard money.

This is especially noteworthy at a time when the
general movement in prices is downwards at an un-
certain rate. It may, then, be worth while to describe
briefly what is known as the “tabular standard,” of
which the reader will find a more detailed aceount in
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the excellent manual of Professor Jevons on Money
(pp. 327-333), to which reference has already been
made. The following passages will, perhaps, suffice
to show the essentials of the scheme: “To carry
Lowe’s and Serope’s plans (published in 1822 and
1833 respectively) into effect, a permanent Govern-
ment Commission would have to be created, and
endowed with a kind of judicial power. The officers of
the department would collect the current prices of
commodities in all the principal markets of the king-
dom, and by a well-defined system of calculations
would compute from their data the average variations
in the purchasing power of gold. The decisions of
this Commission would be published monthly, and
payments would be adjusted in accordance with them.
Thus, suppose that a debt of £100 was incurred upon
the 1st July 1875, and was to be paid back on
1st July 1878 ; if the Commission had decided in
June 1878 that the value of gold had fallen in the
ratio of 106 to 100 in the intervening years, then
the creditor would claim an increase of 6 per cent
in the nominal amount of the debt. . . . The diffi-
culties in the way of such a scheme are not consider-
able. It would no doubt introduce a certain com-
plexity into the relations of debtors and ecreditors,
and disputes might sometimes arise as to the date
of the debt whence the calculations must be made.
The work of the Commission, when once established
and directed by Act of Parliament, would be little
more than that of accountants acting according to
fixed rules. Their decisions would be of a perfectly
bond fide character, because, in addition to their
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average results, they would be required to publish
periodically the detailed tables of prices upon which
their calculations were founded, and thus many persons
could sufficiently verify the data and the ealeulations.
Fraud would be out of the question.”

It will be observed that, according to this scheme,
there would be no change in the aetual currency ; the
only object would be to give a more definite meaning
to eontracts for deferred payments by taking into
aceount changes in the purchasing power of the
sovereign. Recently the plan in question has received
strong support from Professor Marshall. I quote from
a paper furnished by him to the Royal Commission on
the Depression of Trade (Third Report, Appendix C,
D- 33): “A perfeetly exact measurc of purchasing
power is not only unattainable, but even unthinkable
[that is, taking into account the varying wants and
resources of industrial soeieties]. The same change
of prices affects the purchasing power of money to
different persons in different ways. Yor one who
can seldom afford to have meat, a rise of onc-fourth
in the price of meat, accompanied by a fall of one-
fourth in that of bread, means a rise in the purchasing
power of money. His wages will go further than
before; while to his richer neighbour, who spends
twice as mueh on meat as on bread, the change acts
the other way. The Government would, of course,
take account only of the total consumption of the
whole nation; but even so, it would be troubled by
constant changes in the way in which the nation spent
its income. The estimate of the importance of different
commodities would have to be recast from time to time.”
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§ 11. Index numbers—The form in which the
problem of a general rise or fall in prices is most
often presented to the public is in the caleulation of
what are termed “index numbers”; and, in fact, the
tabular standard is simply an official index number.
We may take as an example the index numbers
which for many years have been adopted in the
annual commercial review of the Economist news-
paper. According to this method, the average prices
of a number of selected articles were determined for
a period of six years (1845-50), and each of these
prices per unit taken was reckoned at 100. Thus
we might get a pound, or a yard, or a gallon, as the
original unit, but the price per unit is in every case
100. Now, suppose changes occur in prices, then
the corresponding change is marked by the addition
to or subtraction from this 100 of the necessary per-
centages. In general, we find movements in opposite
directions, and the resultant or general movement is
determined by simple addition of the new index
numbers, as they are called. Thus, if, as in the
Keonomist, 22 articles are taken, the addition of the
original initial index numbers would be 2200. If
at any time the aggregate index numbers amount
to more than 2200, a general rise in prices is
said to have taken place; if they amount to less,
there is a general fall It is quite clear that the
caleulation is very rough, and must always be used
with caution. For example, if the index numbers
showed a general risc, it would not do without
further examination to say that the same money
wages would purchase less commodities for the use
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of labourers, for it might happen that the particular
articles consumed by labourers had fallen in price
on the whole.

§ 12. Movements in index nwmbers in recent years.—
It may be interesting to notice the principal move-
ments in the index numbers of the Eeconomist since
their adoption, when, as explained, the total index
number of 22 commodities reckoned at 100 each
was 2200. A fluctuating rise, with occasional re-
lapses in particular years, took place up to 1864,
when the index number was 3787. This is equiva-
lent to saying that on the articles taken there was
an average rise of about 72 per cent. (It must,
however, be remembered this very high number is
largely due to the exceptional price of cotton, owing
to the American Civil War.) From 1864 to 1871
there was a fluctuating fall in prices, the index
number in the latter year being 2590. Then a rise
took place, the numbers in 1872-3-4 being re-
spectively 2835, 2947, 2891. Thus, in these years
of inflation, as they are often termed, though there
was a rise of about 31 per cent on the original index
number of 1845-50, there was a still greater fall from
the number of 1864. From 1874 there has been a
steady and rapid decline, until we find, on 1st January
1886, the aggregate index number is only 2023,
which is lower than the original number, and than
that of any subsequent year.®

* For a criticism on the general method of index nnmnbers, compare
the Essay on ““Variations in the Value of the Monetary Standard ™ (p.
312). By far the best monograph on the whele subject is that
furnished by Mr. F. Y. Edgeworth to the British Association, Sept-
ember 1887.
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It is this very remarkable fall in priees which is
at present exciting so much attention, and which has
been the principal cause of the appointment of the
Royal Commission on Currency. 1 have dwelt at
some length on this aspeet of the subject, because it
is not only the most difficult of the functions of
money to understand, but has very serious practical
consequences. 1 am not inelined to think that the
use of a general official index number, however care-
fully it was constructed, would be likely, at any rate
for many generations, to be commonly adopted as the
basis of contracts, even for a long term of years. It
is all very well to talk of getting rid of the specu-
lative element, say in rents, but hwunan nature is on
the whole so buoyant and confident, that this is pre-
cisely the clement an enterprising farmer would wish
to retain. At the same time, however, I think it
must be admitted that the idea is a very fruitful
one, and 1is capable of less perfect but more
practical applications in the shape of varieties of
the “sliding scale” If there is any likelihood
of a fall in prices during the next ten years,
being on the same scale as in the last ten, un-
doubtedly a great many contracts must be readjusted
to the change in the purchasing power of the standard
money.



CHAPTER III
MATERIAL MONEY AND REQUISITES OF GOOD COINAGE

§ 1. Early forms of money.—It is necessary, however,
before attempting to explain the causes of these
movements in general prices, to return to the simple
clements of the subject, and to consider what sub-
stances are best adapted to serve for money, or to
fulfil these various money functions. We are so
much accustomed to regard gold and silver as money
par exeellence, that we are apt to forget the mumber
and variety of materials which have been used at
different times. If space permitted, a historical
survey would show that what are termed the precious
metals may be regarded as “survivals of the fittest”
in the struggle for existence of a great variety of
substances,

“It is entirely,” as Professor Jevons says, “a ques-
tion of degree what commodities will, in any given
society, form the most convenient currency.” [ give
a few examples, chiefly derived from this writer’s
work on Money. Tn the lmuting stage of socicties
skins have very commonly been used, and this is the
explanation of the verse in Job (il 4): “Skin for
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skin; yea, all that a man hath will he give for his
life”  The transition from skins to leather was
natural, and leather money is said to have been used
in many aneient nations. Even in quite recent times
in the trade of the Hudson’s Bay Company with the
North American Indians, furs long formed the medium
of exehange. In the pastoral stage, when the principal
wealth of the society eonsisted of herds, we find eattle
used as a measure of value, and it is said that pecunia,
the Latin term for money, is derived from pecus,
cattle.

In the agrienltural state corn came into use as
money, and is said still to form the medinm of ex-
change in some remote parts of Kurope, whilst at
different times and places olive-oil, tobacco, tea, dried
fish, salt, and straw mats have been used. Iron, tin,
lead, and ecopper were also tried at a higher stage of
development, but in the great majority of eases all
other materials for standard money have given place
to gold and silver; and during the last twelve years
in the Western world an attempt has been ade to
make gold the sole standard.

§ 2. Qualitics of good metallic money —An enum-
eration of the various qualities good metallic money
should possess will explain this gradual exclusive
adoption of gold and silver. The substance should
be generally acceptable on its own account if it is to
serve as a medinm of exchange, and no metals are
more sought after on their own aceount than these
two. There can be no doubt i our own times that
the eonsumption of gold, especially for the arts, has
enormously inereased, and is one of the most 1im-
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portant factors to be taken into account in eonsidering
the effeets of the “scareity of gold,” of which more
will be said presently. It is well known also that one
of the best signs of the prosperity of India is a large
importation of gold, not for use as money, but as
treasure .or ornaments. ‘

Other qualities of good metallie money which
require little explanation, and whieh are eminently
possessed by gold and silver, are portability, whieh
again is eclosely conneeted with great value in small
bulk ; durability, so that no deterioration takes place
by saving, and a minimum of wear and tear in use;
uniformity of parts, so that equal weights, however
large or small, shall have the same value; devisibility,
which is implied in the quality just mentioned ; and
finally, what Professor Jevons ealls cognisability, or
such characteristies that the purity of the inetal may
be easily recognised, and that it may be eonveniently
coined. Taking all these qualities together, gold and
silver are certainly the best metals for money; and
it may be noticed that gold is too valuable in pro-
portion to its weight to be used for very small, just as
silver is hardly valuable enough for very large sums.

§ 3. Connection of these qualitics with the functions of
money.—1It is hardly neeessary to explain the eon-
nection between these qualities of money and its
primary functions as a measure of value and medium
of exchange; but, as has been shown above, in the
progress of soeiety, stability of value becomes of more
and more importance, and in this respect it is essential
that the supply should keep even pace with the de-
mand if that is possible. The great durability of gold
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and silver, and the care taken of them in consequence
of their value, render the supply in the hands of man
very large compared with the annual produece of the
mines. At present the proportion of the annual to
the total supply is probably not much more than one
to fifty.* As we shall see presently, the greatest
sources of fluctuations are on the side of demand. At
any rate, there can be no doubt that these metals are,
in respeet of comparative stability of.value, superior to
any others.

§ 4. Cotnage of money. “ What is a pound ?”—In
the list of qualities mentioned as desirable in metallic
money, it will be remembered that the last was
cognaisability. At first, after gold and silver were
generally adopted, the risk of being defrauded by
inferior quality or adulteration was left entirely to the
receiver of the metals; in faet, they eirenlated between
the inhabitants of the country simply as merchan-
dise, just as at present between different countries.
Very carly, however, it began to be recognised that
there would be great convenienee if pieces of the
metal were certified by authority to be of certain
weights and fineness; and accordingly, coinage has
always been one of the first industrial functions that
Governments have undertaken.

At the time of the Domesday survey in England
(1086) every important town had, as part of its
privileges, the right to a mint. It is probable, hoth
from the analogy of other cases and the particular
evidence to hand, that the profits of the king or

* The statisties as to the total amount of gold and silver in the
hands of man are of course extremely vague.
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feudal lord acted at least as powerfully as the
interests and convenience of the subjects in the
institution of coinage, and it is certainly noteworthy
how surely and steadily the nominal weight diminished
in reality. At the same time, however, in the in-
terests of historical truth, it must be observed that in
most cases (until the reign of Henry VIII.) the lower-
ing of the weight of the standard coins was only the
legal expression of an accomplished fact (through law-
ful and unlawful wear and tear). The purity of the
standard silver was never tampered with except by
the first Defender of the Faith.

The following is an inferesting passage from a
speech of Sir Robert Peel in the debate on the Bank
Charter Act, May 6, 1844, in which he asked his
famous question—* What is a pound?” “ What is
the meaning,” he said, “ of the pound according to the
aneient monetary policy of this country ? The origin
of the term was this: In the reign of William the
Conqueror a pound weight of silver was also the
pound of account. The ‘pound’ represented both
the weight of metal and the denomination of money.
By subsequent debasements of the cwrrency a great
alteration was made, not in the name, but in the in-
trinsic value of the pound sterling; and it was not
until a late period of the reign of Queen Elizabeth
that silver, being then the standard of value, received
that determinate weight which it retained without
variation, with constant refusals to debase the standard
of silver, until the year 1816, when gold became the
exclusive standard of value.”

It was in this year that the Coinage Act was
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passed, which, though sinee repealed, was in substance
re-enacted by the Coinage Act of 1870. According
to this Act, the coinage of gold bullion of standard
value is executed in England (nominally) without cost
to the owner, and without limit as to amount. In
practice, however, it is usual for the owner of gold
bullion to take it to the Bank of England, which is
bound by law to buy any amount of gold at the rate
of £3:17:9 per ounce of standard gold. The
bank is authorised to charge £3:17:10% per
onnce to the Mint, the difference (11d. per ounce)
being its remuneration for trouble incurred, while, as
the owner of the bullion is thus able to convert it
immediately into money, he finds the transaction
profitable, as he saves the loss of interest from delay.
The charge on coining gold bullion is thus about %
per cent practically.

§ 5. The Mint price of gold.—TIt will be scen, then,
that what is termed the Mint price of gold is a very
different thing from other prices. In all essentials,
all that is meant by the Mint price is that a certain
amount of gold, mixed with a definite proportion of
alloy to harden it, is coined into a certain number of
gold coins of a given denomination. The old way of
expressing this in the Mint indentures was that
twenty pounds’ weight, troy, of standard gold are to
be coined into 934 sovereigns and one half-sovereign.
It, then, any one foolishly complains that the Mint
price of gold is fixed, the real meaning of his com-
plaint is that the weight of the sovereign is fixed.

Sometimes a difficulty is felt in reconciling this
fixity in the price of gold with the constant fluctua-
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tions in the value of gold. The diffieulty arises from
the fact that the exchange values of all other com-
modities are reckoned in terms of gold coins, but there
is not even an apparent contradietion in saying that
an ounce of gold will make a fixed number of coins,
whilst these coins will exchange for a variable amount
of other commodities.

§ 6. The value of gold—1It is important, however,
to observe that by business men the phrase “value of
gold ” is sometimes used, as is always the case in the
writings of political economists, in the sense of ex-
change value or purchasing power, but more often
with quite a different meaning-—namely, as equiva-
lent to the rate of interest, and especially the Bank
of England minimum rate ; in other words, they mean
by the value of gold, the price paid for the use of a
eertain sum for a certain period.

At a later stage it will be necessary to explain that
the rate of interest—the rate at which traders can
discount their bills, or otherwise obtain advances—
often has an important effect on the prices of com-
modities. A very high rate may cause a fall in prices,
and a low rate may in some cases cause a rise; but
the two things are absolutely distinet, and it is quite
possible, and indeed common, to have a low rate of
interest with a low level of prices—that is to say, a
low value of gold in the sense of interest, and a high
value in the sense of purchasing power.

To summarise: The Mint price of gold depends on
the weight of the sovereign as fixed by law, whilst
the exchange value of gold means its purchasing
power over other things; so that, iff the general level
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of prices is low, that means the value of gold is
high-—its purchasing power is great ; whilst, if the level
of prices is high, conversely the value of gold is low.

§ 7. Possible difference between the Mint price and
the market price of gold.—1% is, however, quite possible
that, although the Mint price of gold is fixed in the
manner described, the market price of that metal
might in certain circumstances rise above the Mint
price. This could not happen so long as the standard
gold money is the actual circulating medium, and also
is in reality of the same weight and fineness which
by law it ought to be. But if the actnal currency,
whether by fraud or by the act of the Government, or
by natural wear and tear, becomes of less than its
nominal value, then the market price of gold reckoned
in these inferior coins will rise in proportion to the
inferiority.

In the same way, if inconvertible paper money is
the actual currency, the market price of gold reckoned
in these notes may rise to any height above the Mint
price.  The nature and magnitude of the evils which
result from depreciation of the coinage may be
gathered from the passages already quoted in the
introduction to this subject. It must be observed
that the ultimate result is the same whether the
debasement is eaused by natural wear and tear, by
individuals “ garbling” the coins, or by the Govern-
ment making light issues. It is quite possible, how-
ever, that if the coins have gradually become light by
ordinary wear and tear, they may for a long time
cireulate at their nominal value side by side with
coins of full weight more recently issued. It is cer-
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tain, however, that if the deterioration goes on, at
some point it will be suddenly recognised; the good
coins will be melted and exported, and the whole of
the actual currency will become, and be recognised as,
depreciated in value. '

§ 8. Bud state of English gold cotnage—1t is, per-
haps, not generally known, though the fact has long
been familiar to experts, that the gold currency of
England is at present in a very unsatisfactory state,
and that, unless something is done in the way of
restoration, the depreciation must soon be taken into
account practically, with very injurions consequences
to the industry of the nation. So long ago as 1869,
Professor Jevons ascertained, by a careful and ex-
haustive inquiry, that 314 per cent of the sovereigns
and nearly one-half of the ten-shilling pieces were
below the legal limit. Since that date matters have
certainly got much worse, and an attempt was made
by Mr. Childers, in 1884, to provide a remedy. The
urgeney of the reform in itself was generally recog-
nised, but the particular scheme announced did not
find favour, and was obliged to be withdrawn.

Without going into details, it may be mentioned
that the essence of the plan was to withdraw all the
light coins, then to make the sovereigns of full
weight Ly abstracting from the half-sovereign a
certain amount of gold, this coin being thus reduced
to the level of “token” eurrency, as it is termed.
Before giving an account of this species of money,
something more must be said of the manner in which
the standard coin may become depreciated, and the
diffienlties in providing a remedy for the evil.



CHAPTER IV
GRESIIAM’'S LAW AND TOKEN COINS

§ 1. Gresham’s Law and defective eoins.—What is now
generally known as Gresham’s Law, in honour of Sir
Thomas Greshamn (founder of the London Royal Ex-
change), who clearly perceived its truth in the rcign
of Queen Klizabeth, briefly stated, declares that bad
money drives good money out of circulation, whilst
good money cannot drive out bad. “At first sight,” as
Professor Jevons remarks, “there seems something
paradoxical in the fact that when beautiful new coins
of full weight are issned from the Mint the people
still continue to circulate in preference the depreciated
ones. . . . In all other matters everybody is led by
self-interest to choose the better and to reject the worse ;
but in the case of moncy, it would seem as if they
paradoxically retain the worse and get rid of the
better.” The solution of the difficulty is found in the
fact that the object for which the bad money is nsed
is simply to eflect exchanges and to pay debts, and so
long as the money is accepted by the payee, the payer
has no further care. Indeed it is for the interest of
the payer to pay in the cheapest or worst coins
obtainable and acceptable.
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Suppose that in any country the coinage, which
for simplicity may be assumed to consist of gold only,
has become to a large extent much below the nominal
standard of weight and fineness. Now let the Govern-
ment issue a large number of new coins of full value.
Obviously under these circumstances, unless the old
coinage is effectively withdrawn, no debtor, if he is
guided solely by what is called “enlightened self-
interest,” will be so foolish as to pay his debts with
new coins when he might sell them to the bullion
dealer, for melting or exportation, for a larger number
of the old coins, which, so long as they are actual
currency, would answer his purpose equally well.
Even if all debtors were as sensitive, moral, or
fearful as the repentant sinners who send “ conscience
money ” to the Chancellor of the Exchequer for taxes
evaded, there would always be a number of criminals
who would be only too glad to make a living by
picking and culling and garbling the coinage. This
is a species of criminality which it is extremely
difficult to detect, and cxperience shows that there
is not much use in imposing heavy penalties when
detection is uncertain.

§ 2. How Gresham’s Law operates.—Before making
practical deductions, however, from Gresham’s Law,
the peculiar manner in which this law operates must
be carefully recognised. It is quite possible, as the
present state of our gold coinage shows, that the merc
force of habit will be sufficient to keep light coins in
use at their nominal value.

With a certain level of prices, a certain quantity
of currency of some kind is required by the country
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at large for the purposes of internal trade. The great
majority of people have no means of practically test-
ing the coins which they receive, and creditors will, as
a rule, take the coin put into their hand, even if it is
obviously light, and trust to passing it again, rather
than rejeet it, and wait for payment. Shopkeepers
in particular are not likely to refuse “ready moncy ”
of a very inferior kind if they imagine it will be taken
by some rival.

If the Government were obstinately to refuse to
make new issues of gold coins, and the bad money
were limited, then, in accordance with a principle
which will presently be explained, there is, theoreti-
cally, no limit to the actual depreciation, whilst
nominally the coins remain at par value, and pass
as such.  Practically, however, in this case, a
stimulus would be given to the illicit manufacture
of inferior coins. It will be observed to what a large
extent the effective operation of Gresham’s Law may
depend on breaking the laws of the land; but it does
not operate entirely in this manner now, becansc the
laws against the exportation of gold coins have been
repealed.

§ 3. History of token coins.—The proviso noticed
above, as to the limitation of issues by the Govern-
ment, naturally leads to the consideration of “ token”
coinage. “Token ” coins may be defined in a pre-
liminary manner as coins the nominal value of which
as money is avowedly greater than their value as
metal, even if the cost of coinage is taken into
account. They are essentially bank-notes of a very
low denomination, and generally placed under peculiar
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restrictions.  The subject may be best introduced
by a slight historical sketeh derived mainly from
Boyne’s Tokens of the Seventeenth Century and Burn’s
account of the London tradesmen’s tokens in the
Beaufoy Cabinet.

From the earliest times the small coinage of
England was of silver. Silver money was coined as
low in value as the .penny, three-farthings, half-
penny, and farthing. A silver three-farthing piece
was struck in the reign of Queen Elizabeth (1561),
which is interesting as explaining a passage in Shake-
speare, though the poet, with his usual disregard of
anachronisms in his historical plays, throws back the
usage of the coin of Elizabeth to the reign of John.
" On the coin in question, beside the queen’s head is
a rose, and in the play—ZXKing John, Act i. Scenc 1
Fauleonbridge is made to say, satirically, of his
brother—

¢ My face so thin,
That in mine ear I durst not stick a rose,
Lest men should say—* Look, there three-farthings goes!’”

It may be added, that in Shakespeare’s time there was
a custom of putting a natural rose behind the ear or
in the head-dress.

These coins were at first standard coins, and it is
easy to sec that the silver coin of a pemny or three-
farthings, and still more one of a farthing, would be
very inconvenient in size and easily lost.  Besides
this, these small coins do not seemr to have been
coined in sufficient abundance for the purposes of
trade ; and accordingly, the great want of halfpence
and farthings in the reign of Elizabeth compelled the
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almost general use of private “ tokens” of lead, tin,
and, it is said, of leather. These issues took place,
much to the inconvenience of poor people (for the
issuers often 1refused to change the tokens for
goods or sterling money), up to the year 1613, when
the king (James 1.) graunted, for a consideration, the
monopoly of striking copper farthings to Lord John
Harington.

On the acecession of Charles I. the patent for the
coinage of farthings was renewed. “The privilege
was greatly abused by the patentees, who issued themn
in unreasonadble quantities, and at a merely unominal
intrinsic value. They encouraged the cireulation by
giving twenty-one shillings in farthings for twenty
shillings in silver; Dby this means many unprineipled
persons were induced to purchase them, and would
Joree five, ten, and cven twenty shillings' worth of them
at a time on all with whom they had dealings. In
a short time not only the city of London, but the
whole kingdom, and especially the counties adjacent
to the metropolis, were so burdened with them, that
in many places scarcely any silver or gold coin was
left, the cwmreney consisting entirely of farthing
tokens.”

The patentees were not content with the profits
obtained in the home country, but forwarded large
parcels of their farthing tokens to the American
colonies ; but the Old Pilgrim Fathers were not to
be taken in in this manner, and it is grimly recorded
of Massachusetts— March 4th, 1634, at the General
Court at New Town, brass (or copper) farthings were
forbidden, and Jullets were made to pass for farthings.”
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In England, however, the accumulation of the patent
farthings in the hands of small tradesmen -caused
them so great a loss from the refusal of the patentees
to exchange them, that in 1644, in consequence of
the public demand, they were suppressed Dby the
House of Commons, which ordered that they should
be surcharged from money raised on the patentees’
estates. Tt appears that by this Aet the royal tokens
were suppressed, and at any rate the decapitation of
the king five years later “annulled for ever all dis-
putes between the patentees of the farthing token
and the public.” The Crown had throughout been
the greatest delinquent, and had plundered the poor
most mereilessly. The whole affair, to all who were
engaged or named in it, remains one of indelible
disgrace. ~ After the death of the king, the old
practice of private issues was resorted to—the tokens
being made of lead, brass, and copper. In M.
Boyne’s work detailed deseriptions of 9466 tokens
are given, and probably more than twenty thousand
different kinds were in use from 1648-1672.

§ 4. Adbduses of private tokens—The necessity for
small ehange, and the abuses which arise from the
use of private tokens, are graphieally deseribed in an
old print of 1671 in the following passages: “The
number of those whose bowels yearn for their daily
bread before they can earn a pemny to buy it, do
eminently exceed all the rest of the people in any
nation, and their extreme poverty makes them incap-
able of paying if trusted, so that to keep them from
farthings, and sueh small exchanges, were to Starve
three-quarters of the people, and withal to break, and



PRIVATE TOKENS 49

so in fine to starve, all those multitudes of petty
retailers who sell only these poor all neecessaries for
life.  This necessity enforeceth those retailers, for want
of a publique allowed token, to make tokens of pence,
halfpence, and farthings, and therein, as in all else,
to grind the faces of the poor by wholly refusing, or
at best giving but what they please for their own
late-vented tokens.” Evelyn, in his Diary, speaks of
the tokens issued by every tavern “passable through
the neighbourhood, though seldom reaching further
than the next street or two.” It is easy to sce, with-
out further details, that the issue of private tokens,
though at first made to supply a publie convenience,
had beecome a public nuisance.

§ 5. Principles of good token covnage—The his-
torical references just given show, in the first plaee,
that the attempt by the Crown to make a revenue
from token farthings by issuing, or allowing to be
issued, excessive quantities, had resulted in a great
evil : the sterling full-value coin had been driven from
circulation, and the tokens had become practically
worthless.  The only quality of good money they
possessed was probably a certain uniformity.

On the suppression of these royal tokens, the issues
by private people had to some extent provided the
small change needed, but only to some extent, because
there was no uniformity, and the ecireulation only
extended over a very small area—<the next street
or two.”

Thus, by sad experience, the people of this ecountry
had forced upon them the true prineiples of regulating
the issues of small echange. To secure uniformity,

4
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and to make the medium of exchange general, it was
necessary for Government to undertake the ecoinage
itself. At first, in defiance or in ignorance of
Gresham’s Law, it was thought sufficient to utter a
number of new silver coins of the value of one penny
and twopence “for the smaller traffic and ecommeree,”
but these coins were hoarded, and the private issues
were continued for the vast profit made from them.
At last it came to be understood that the proper plan
was to make the small coins of nominal value only,
to suppress private issues, to strictly limit the issues
by Government, and to make them legal tender only
for a limited amount.

§ 6. Present system of token coins in this country.—
Under the system at present in force in this country
both the silver and the bronze coins are royal tokens,
the former being legal tender np to forty shillings,
and the latter to twelve pence. The metallic value
of the bronze is not more than one-quarter of its
nominal value, and at present the silver is at least 3
per cent below its professed value. It must not, how-
ever, be thought that this difference between the
nominal and real value is an injury to the persons
using the eoins. So long as the coins pass current
for what they profess to be,—so long as a debt of two
pounds can he paid by forty shillings, and a debt of
one shilling by twelve pennies,—there can he no
injury. It is quite true that the Mint makes a profit
on the coins actually issued, but it does not attempt
to force the issues, and to all intents and purposes the
small eoins are the same as eonvertible bank-notes of
the same value.
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Quite recently an example on a small scale of the
injury inflicted by the use of private tokens has been
fortheoming in London. Large quantities of IFrench
bronze coins, of about the same size and appearance
as the English pennies and halfpennies, were put in
circulation. Some people took them, and then they
found that they ecould not pass them. No one who in
the course of trade would get large quantities could
afford to do so. Brewers and others, by an arrange-
ment with the Mint, may return their English coppers,
but obviously the English Mint cannot take at their
nominal value foreign tokens. If that were possible,
in a short time the country would be flooded with
foreign bronze, as in the time of Charles I. with token
farthings.  Aecordingly, the importation of these coins
has been stringently prohibited.

§ 7. Shape, etc., of cotns—I1t may naturally oeccur
to the reader who is mindful of the eyniecal view of
hmman nature on which Gresham’s Law rests, that a
very profitable industry to a clever eriminal would be
the manufacture of bronze and silver ecoins, which in
weight and quality were exactly like those issued by
the Mint. It is to obviate this danger that the coins
are made in such a manner as to require the use of
claborate machinery, whilst, of course, at the same
time heavy penalties are imposed in ease of detection.
Thus the device and shape of the coins are by mno
means matters of indifference. It may be remarked
also, though the observation applies even more to
coins of standard quality than to token coins, that the
shape and deviee ought to be such as to render the
wear and tear a minimum and to reveal any tampering
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in the way of clipping. The milled edges on coins
are difficult to make uniformly, and prevent unlawful
reduetion by paring. It is, however, obvious that if
the token coins are allowed to be in circulation till
they are worn quite smooth, fraudulent manufacture
will be more easy.

§ 8. Difficulties of keeping coins at full value—We
are now in a position to see more clearly the meaning
of, and the difficulties in the way of, keeping the
standard coin at its full value. Any one, as was
shown above, can get gold coined into sovereigns and
half-sovereigns practically free of charge, and any
gold imported must undoubtedly be coined before it
can be used for ecurrency. If, however, a large
guantity of the coins aectually used are mnech below
the standard, the evil will naturally spread, for there
is a direet eneouragement to artifieially reduce the
good coins, and at any rate they will always be chosen
for export.

As the law stands at present, it is illegal either to
give or receive coins below the proper value; but as
Mr. Childers pointed out in introducing his scheme,
this would logieally involve the carrying about by
every person of apparatus to test any eoins he may
receive. This is clearly impracticable, and the law
is in most cases a dead letter. Iven the banks have.
large accumulations of light-weight gold. The Bank
of England, however, and Government Offices, only
receive the gold coins at their full weight, and cases
are on record in which as a eonsequence people have
heen mulcted of large sums.

The practical diffienlty is to meet the expeuse of
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restoring the coinage, and to make the restoration in
an  equitable way and without encouragement to
fraud.  Obviously if the Bank of England offered to
receive during a lengthy period all coins at their
nominal value, giving full-weight coins in return, a
great encouragement would he given to “sweating” or
otherwise lightening the eoins of full weight as they
were issued, as well as those which happened to be in
circulation.

Again, as regards the expense, it would clearly be
unfair to make the last holder responsible, owing to
the letter of the law; and yet, so long as no practical
inconvenience is felt, the Chancellor of the Exehequer
would have a diffienlty in making taxation for the
purpose popular, to say nothing of the danger of frand
-as just described. T shall retuwrn to this subject in
connection with one-pound notes, the consideration of
which properly comes at a later stage.



CHAPTER V
THE QUANTITY OF MONEY AND GENERAL PRICES

§ 1. Meaning of appreciation awd depreeiation of gold
and silver.— This examination of money as the
mechanism of exchange may now be left for what
constitutes the most difficult and contentions part of
the subject—viz. the connecetion between money and-
prices ; in other words, the causes which determine
the value of money, which is the same thing, as we
said, as the general level of prices.

I take this opportunity of explaining a term which
1s often used in a very confusing mannecr—=the appre-
ciation of gold. "When we speak of the appreciation
of gold, what we mean is, that in the countiies using
gold as the standard money, the general level of
prices has become lower ; in other words, that a given
gold coin or a certain weight of standard gold will
purchase more commodities—or conversely, that com-
modities will bring fewer picces of gold.

Accordingly, it is unmeaning to speak of the
general fall in prices being causcd by the apprecia-
tion of gold; the two expressions in countries with
free mintage of gold currency mean preciscly the
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same thing.  We often use the term depreciation of
gold in two senses.  We may refer to a depreciation,
through loss in weight or purity, of a gold cwrency ;
or we may mean the converse of the appreciation just
described—that is, by depreciation we may understand
a fall in the value of gold eompared with commodities.

Some light may perhaps be thrown on the
expressions by considering the way in which they
are properly used as regards silver. In countries
such as England, where gold is the standard and silver
is only used in limited quantities as token coinage,
silver has a price just like any other commodity.
For the first seventy years of this ecentury this price
—for reasons afterwards to be given—was about
60d. per ounce troy, but latterly it has fallen as low
as 42d. This fall in the gold priee of silver con-
stitutes the depreciation of silver.

At the same time, it 1s often pointed out that in
India, where the standard currency is silver, no de-
preeiation, hut rather appreciation, of silver relatively
to commodities has taken place. This is using the
terms in the same scnse as when applied to gold.

§ 2. General and relative prices—To pass, how-
ever, trom the question of words to the question of
facts, our present problem is to explain the causes
which govern gencral movements in priees, or which
determine the changes in the exchange value of moncy.
As has already been pointed out in connection with
“index numbers,” from 1850, to go no further back,
great changes have taken place in the general level of
priees, and we ought to be able to discover the causes
of these changes.  More than this, we ought to be able
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to cxplain in a general way the causes which must
always be in operation.

First of all, in order to avoid a common source of
confusion, it may be well to explain that our problem
is the determination of general prices, and not, as at an
carlicr stage of this inquiry (chap. ii. § 8), the changes
in the relative values of commodities reckoned in
prices. It is easy to see how, from causes affecting
some particular article, that article may have fallen or
risen in value ; and similarly, through the whole range
of commodities, we may discover causes which have
made some to rise and others to fall. If, however, we
find that, apart from these relative changes, a general
change in the level has occurred, it is natural to
conclude that this is due either to causes primarily
affecting the standard by which prices are determined,
or to causes of a very wide-reaching character affecting
commodities. It cannot be too often insisted on that
the real meaning of the value of money is its value as
compared with things in general—that is, its value as
determined by the general level of prices.

§ 3. In explaining general prices, it s nccessary to
begin with a simple case, or @ “ hypothetical market.”—
Now, under the present conditions of industry and
exchange, the causes which lead to general movements
of prices are exccedingly complex and various, and
in order to understand them it is nccessary to begin
with the simplest case, and then gradually to introduce
the less obvious, though equally effective, causes of
movenient. I would then beg the reader to get rid,
as far as possible, of all the notions he may have formed
of the causes of the actual movements in prices
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in recent years in the complex industrial world of
to-day, and, in order to isolate and examine the most
important cause of all, to take up an attitude of
observation in what, for fault of a better term, may be
called a “hypothetical market.”

The phrase is suggestive of unreality, but no more
so than the suppositions or hypotheses constantly made
in physies and mathematices, of bodies perfectly rigid,
smooth, or without weight, or of lines without breadth,
or of points without parts or magnitude.

Let the following, then, be assumed as the laws and
conditions of our market: (1) No exchanges are to be
made unless money (which, to be quite unreal and
simple, we may suppose to consist of counters of a
certain size made of the bones of the dodo) actually
passes from hand to hand at every transaction. If]
for example, one merchant has two pipes but no
tobaceo, and another two ounces of tobacco but no pipe,
we cannot allow an exchange of a pipe for an ounce
of tobacco unless money is used. Credit and barter
are alike unknown. (2) The money is to be regarded
as of no use whatever except to effect exchanges,
so that it will not be withheld for hoarding; in other
words, it will be actually in cireulation. (3) Let it be
assumed that there are ten traders, each with one kind
of commodity and no money, and one trader with all
the money (100 pieces) and no commodities.  Further,
let this moneyed man place an equal estimation on all
the commodities.

Now let the market ble opened according to
the rules laid down ; then all the money will be offered
against all the goods, and every article being assumed
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of equal value, the priee given for each will be ten
pieces, and the general level of prices will be ten. It
will be observed, in this operation, each pieee of money
changes hands only onee—it passes, namely, from the
moneyed man to the respeetive traders. It is perfectly
elear, under these suppositions, that if the amount of
money had been 1000 pieees the general level would
have been 100 pieces per article, and if only ten pieecs
the priee per article would have been one piece only.
Under these very rigid assumptions, then, it is obvious
that the value of the money varies exactly and inversely
with the quantity put in ecirculation. If the merchant
with the “money ” had sacks full of dodo counters, the
value of each would be very small reekoned in goods,
perhaps not equal to the thousandth part of a pipe of
tobaceo, for example.

§ 4. Zllustration of the effects of the quantity of
money from the Freneh assignats—We have in  this
way isolated a eause whieh is in the aetual world of
eommerce, though often hidden and overshadowed,
always present, and of the greatest eonsequence. As [
am quite aware that the praetical man naturally
distrusts abstract reasonings, and considers them as
impalpable as ghosts which he can see through, I
hasten to support with hard faets the position that, at
any rate, one most important factor in determining the
general level of prices in a country is the quantity of
money in cireulation,

I will take, first, as the nearest approximation to an
unreal state of things such as was assumed, a state of
things which ought never to have oeeurred. I allude to
the issues of the assignats, or ineonvertible notes, of the
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French Revolution, the general evil consequences of
which have already been notieed. I quote a few
senteneces, taken almost at random, from the work of
Mr. White. “Towards the end of 1794 there had
been issued 7000 millions in assignats ; by May 1795,
10,000 millions ; by the end of July, 16,000 millions
by the beginning of 1796, 45,000 millions, of which
36,000 were in actual eireulation.” “ At last a paper
note, professing to be worth £4 sterling, passed current
for less than threepenee in money.” It is to be noticed
that this tremendous depreciation took place in spite
of the law imposing penalties on those who gave or
received the paper at less than its nominal value, at
first of six years in irons, then of twenty years, and
finally punishing with death investments of eapital in
foreign eountries.

§ 5. Fallacy of notes “ representing ” property~This
is the most glaring but by no means the only example
of the depreeiation of inconvertible notes, and it has
at last come to be perfectly understood that the only
possible way of preventing or lessening the deprecia-
tion is to strietly limit the issues. The very meaning
of the term ineonvertible is that the mnote eannot
be exchanged on demand against standard metallic
money, and consequently the ouly limit to issues is
found in the will of the issuers. The French asserted,
at first, that sinee their notes “ represented ” property,
as indeed at first they were supposed to do, being pro-
fessedly assignments of publie land, they eould never
become depreciated.

Now this argument is only good so far as it
implies some kind of limitation of the issues. DBut it



60 MONEY

would be quite as effective and rational to make the
issues “represent” so many stars in the firmament,
or the ages of so many ladies, or anything whatever
limited in number or amount. If by representation
is not meant convertibility on demand into some
valuable commodity, the only thing that determines
the value is their quantity compared with the work
to be done by them. It may, perhaps, be advisable
to repeat that, although the depreciation of the notes
is usually reckoned as against gold in the standard
metallic money, it implies necessarily a general rise
in prices of all commodities to the extent of the
depreciation.*

§ 6. Illustration from the Dank Restriction in
Iingland —Another example, thongh happily of a less
startling character than that just noticed, is furnished
by the suspension of cash (metallic) payments by
the Bank of England during the period known as
the Bank Restriction—the dark age of currency.”
The Government, being engaged in the vast con-
tinental wars in which Napoleon was the ruling spirit,
were afraid that all the specie would be drained from
the country, and none be left for military operations.
Accordingly, in 1796, the Bank of England was

* The rise in prices would theoretically be greater than is in-
dicated by the depreciation of the notes compared with gold. Kor
as gold is withdrawn from circulation and thrown on the bullion
market, it will tend to fall in value—in other words, gold itself
will be to some extent depreciated: Conversely, on the resumption
of specie payments, the demand for gold may cause a relative
appreciation—that is to say, prices will fall to a lower level than
was indicated by the premium on gold. DPractically, however, both

effects arc generally not great, owing to gold being an international
commodity.
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restrained from paying out speeie against its notes
—that is, the mnotes became ineonvertible.  This
lasted praetically about twenty-three years, and during
this period the notes became depreciated. In 1814
the average price of gold reckoned in notes had risen
to £5:4s. instead of £3:17:9, and general prices
had risen accordingly. The Bank of England direetors,
when examined as to the plan they had adopted in
making issues, gave answers which, as Mr. Bagehot
has said, have become classical Dby their nonsense.
They imagined that the quantity of notes issued had
nothing to do with their value, provided only that
they were issued in the usual eourse, on good banking
securities, at a minimun interest of 5 per eent. By
this plan they did indeed, to some extent, Nmit the
issues, but not enough, as the event proved. The
only perfeetly safe plan with inconvertible issues is
to restrict them as soon as ever the market price of
bullion rises above the Mint priee.

§ 7. Further illustrations of the effects of the quantity
of money—Further illustrations of the fundamental
importance of the quantity of money in the deter-
mination of its value (or the general level of prices)
are furnished in the ease of the precious metals,
though here, as we shall see presently, the operation
of the quantity is, in the modern world at least, not
so exelusively overpowering.  The deeline of the
toman Empire was largely due to a deficiency of the
eireulating medium, which was remitted in payment
of taxes in large quantities to Rome and the eentral
eities of the empire. As a consequenece, whilst in the
provinees prices ruled low, and the miserable taxpayer
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would give any amount of wealth for coins, in the
centre of the empire, where money was abundant,
prices were high. It is necessary to add, for the
benefit of those who may see quotations in historical
works of Roman prices, that the Romans had early
acquired the art of debasing their money—a method
of reducing its value and raising the level of prices
next in efficacy and injurious consequences to the
excessive issues of inconvertible paper.

‘We have in the times of the Middle Ages a constant
dearth of the precious metals, and consequently a low
level of prices. Under the Tudors a great rise oceurred,
which illustrates in a twofold manner the effects of
inereasing the qmantity of money. In the first place,
under Henry VIIL and Edward VI. the currency was
debased, and thus artificially inereased in amount, and
next it was naturally increased by the great discoveries
of the precious metals in America, especially the cele-
brated silver mines of Iotosi. The rise in prices,
occurring as it did in an irregular manner, attracted
much attention and produced mueh soeial disturbanee,
and even at that time a few keen minds detected the
true cause.

Coming to the present century, we find on reference
to the index numbers already quoted an uncommon
rise in prices between 1850-64, during which period
the great discoveries of gold In Australia and Cali-
fornia largely increased the supply of that metal; and
there can be little doubt that this fall in the value of
gold, as indicated Dby the general rise in prices, was
caused mainly by the inerease in the quantity of
metallic money.  The great fall which has since



RAPIDITY OF CIRCULATION 63

occurred in prices is at any rate coincident with a
gradual falling off in the gold supply and the use of
gold in place of silver, thus increasing the amount of
commodities to be moved or transactions to be effccted
by gold.

§ 8. Tufluence and meaning of rapidity of circula-
tion—It is time, however, to abandon this excursion
into the realm of historical faets, which was under-
taken to give substanee to the “airy nothings” of
abstract reasoning, and to return to our “hypo-
thetical mavket,” with its dodo eounters and one-idea’d
traders.

Let us assume as before that no exchanges are
possible without money passing, that one merchant
has all the money (100 pieces), and that ten have
commodities of equal value; but instead of the
merchant with the money wishing for all the com-
modities equally, let us suppose that he only wants
the whole of number one, whilst number one requires
that of number two, and so on up to the mninth
merchant, who wants the commodity of nunmber ten,
who wants the dodos. In this case each article will
be exehanged once, but the money will pass from hand
to hand ten times, and the price of each article will he
100 instead of 10 as before.

We now see, under these cirenmstances, with the
same quantity of money and the same volume of
transactions, the level of prices is ten times as great
as before, and the reason is that every piece of money
is used ten times instead of once. This frequent use
of money is what is generally called rapidity of eir-
culation, but Mill’s phrase, “efficiency of money,”
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is perhaps more suggestive of the meaning intended.
The whole argument may be put in a sentence which
only requires a little thinking out to become quite
clear: The effect on prices must be the same when, n
effecting transactions, one piece of money s used ten
tvmes, as when ten pieces of money are used once.

§ 9. Practical tllustration of rapidity of circulation.
—The reader may, perhaps, rebel against this abstract
manner of stating the case, but the object, as before,
is to isolate one cause and to be sure of having the
conditions the same.

But the truth I am anxious to convey may be
scen, though not so clearly and forcibly, by taking the
common  facts of trade. It surely is quite obvious
that, with a certain level of prices, ready-money trans-
actions may be carried on with a small amount of
money if it eirculates rapidly, whilst, if the circulation
is sluggish, more will be required. And practically,
this is the same thing as saying that prices may be
varied either by increasing the quantity of money
or by inereasing the rapidity of eireulation—.e. the
number of times each piece is used. The reason for
taking, in this case, a hypothetical market of a simple
kind is, that if we take a whole country for a certain
period of time (say a yecar), it is diffienlt to estimate
the rapidity of circulation, and we are misled by con-
sidering changes in the volume of trade and the effeets
of barter and credit, which require, in order to be
properly understood, a separate investigation.

§ 10. Influence on general priees of the wvolwme of
trade—We are then still a long way from an ade-
quate and complete account of the causes affecting
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general prices in a great industrial country, even
after allowing for rapidity of ecirculation as well as
for quantity of money. As regards the number of
transactions or the volume of trade, a glance at our
supposititious market will show us that an increase in
the transactions, or in the work to be done by the
money, must have the same effect as a diminution in
the quantity of money, the transactions remaining
unchanged.

Again, looking to the ordinary course of trade, it
ought to be clear that if the commerce and population
of the world are increased, so that the amount of
ready-money transactions is doubled, then so far, unless
the quantity of money is equally increased, there must
be a proportionate fall in prices. This is practically a
very important consideration.

There can be no doubt that, after the great dis-
coveries of the precious metals in the sixteenth and
the nineteenth centuries, the rise of prices would have
been much greater but for the enormous increase in
the volume of trade.

It follows too, from this consideration, that, other
causes affecting prices remaining the same, any in-
erease in the volume of trade by the extension ot
commerce to new countries must, in exaet opposition
to the popular view, result not in a rise but in a fall
of prices, unless these new countries happen to produce
the precious metals in greater abundance than their
cominerce requires.

§ 11. Influence of barter on general prices—In the
abstract presentation of the argument, so far, it has
been assumed that money must pass from hand to

5
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hand at every transaction—in other words, that there
is no barter; and it is only on this supposition that
the level of prices is exactly proportioned to the
quantity and rapidity of circulation of the money.
“And this requires us to observe”—I quote from
Professor Walker (Money, p. 64)— that in the view
of those who hold that money acts as a measure
of value, it performs this function in respect of a vast
bulk of commodities where it is not called on to
become a medium of exchange. It is its use as a
medium of exchange which determines its value, yet
its value so determined becomes the means of estimat-
ing values without reference to actual exchanges. It
costs nothing to measure values in this sense; it costs
something to exchange them. It requires the actual
use of money for a longer or shorter space of time to
effect those double exchanges which we call buying
and selling, but the prices resnlting from such ex-
changes may be applied to far greater bodies of wealth
without the use of money. FKor example, a farmer
sells a cow to be sent to the city for beef. It is only
in the actual sale that money is used, but he takes
the price—the money value—thus determined as the
means of estimating the value of his herd; and so
does the Government in taxing him; so, also, do his
neighbours in deciding how much of a man he is. . . .
It will be observed that every time a barter trans-
action is substituted for [ready money] buying and
selling the demand for money is thereby diminished
and its value thereby lowered (the supply remaining
the same), while the higher prices of commodities
which result from the sales actually effected by the
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use of money are carried over in estimation to the
commodities remaining unsold, or to those whose
transfer is accomplished by a dircet exchange of
goods for goods. And conversely, just so far as
sales for money are substituted for barter trans-
actions, the demand for moncy being thereby
increased, the value of money rises, and the lower
prices which result are carried over in estimation
to the cominodities directly exchanged or remaining
in store.”

§ 12. Influence on general prices of the use of the
precious metals for other purposes besides coinage.—
So much, then, for the effects of barter; and omitting
for the present the most difficult and intricate in-
quiry into the effects of credit, we may advance a
step nearer the reality of the modern world by taking
into account the fact that metallic money—for the
present purpose we will say gold money—instead
of being counters of dodo’s bones or inconvertible
paper, is made from a substance which is highly
prized for various purposes in the arts and manu-
factures, and which is only obtained from the mines
with a considerable expenditure of capital and
labour.

If gold were no longer used for coinage, it would
probably still possess a very high value as a com-
modity. People would still prefer gold ornaments
of all kinds to those made of any other metal. T
may mention that the ancient Egyptians, as their
mummies reveal, used gold for stopping teeth, and
since their time numberless new wuses have been
found for gold. It follows, therefore, that in practice,
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instead of “money” being offered as we at first sup-
posed against commodities regardless of its value for
other purposes, if the value of gold coins became very
low there would be a tendency to melt them down to
use in other ways.

An illustration will make this clear. If five gold
sovereigns would only purchase five small loaves and
two or three fishes, 2 man would be much more ready
to cause them to be melted for a gold wateh than if
they would purchase a house full of luxuries. In
fact, as in other things, a fall in the value of gold
as a commodity increases the quantity demanded. To
take a practical case: Great gold discoveries, by in-
creasing the quantity of gold money, will so far tend
to make prices rise; but the rise will not be quite as
oreat as it otherwise would be, because the use of gold
for the arts will be stimulated by its fall in value,
and thus the quantity available for coinage will be
diminished.

It follows, then, that although in some aspeets of
the question it is useful to emphasise the function of
money as a mere medium of exchange, because there
has often been a tendency to confuse money with
the wealth which it measures and exchanges, it would
be an error to negleet altogether the use of gold for
other purposes, especially if, in addition to those in-
dicated, we consider also hoarding.

§ 13. Influence on general prices of the cost of pro-
duction of the precious metals—There is, however, apart
from this absorption and diffusion, a mueh more direct
and powerful cheek on the rise in gold prices to be
found in the conditions of supply; for in the value of
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gold, as in other things, it is necessary to consider
supply as much as demand.

Unlike the issues of tokens or inconvertible notes,
in which the quantity depends on the will of
Governmnents, the quantity of gold money can only
be increased at considerable cost. Mines whieh are
very productive and easily worked only furnish part
of the annual supply; and, on the other hand, a
certain portion is yielded by mines which it only just
pays to work, and which, to adopt elassical economie
language, are on the “margin of ecultivation,” and
yield their supplies under the most unfavourable
circumstances.

‘What, then, speaking generally, are the lhmniting
conditions which determine whether gold-mines of a
certain produetivity will be worked—omitting, of
course, irrational and spasmodic speculation ?  Clearly,
the conditions are to be found in the expenses of
working compared with the yield.

These expenses obviously vary with the general
level of prices. If prices are high, the wages of
labour, the eost of implements and machinery, and
the expenses of transport, will also be high, and
therefore the gold produeed will yield a smaller
profit than if prices were low ; and if the expenses of
working, owing to a further rise in prices, become
still greater, the profit must become still smaller
and if the rise of prices eontinues, must vanish. It
follows, then, that every rise in general prices tends
to check production from the mines, whilst every
fall, by rendering a diminution of expenses possible,
tends to increase and extend produetion. It will
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thus be seen that the cost of production of gold only
operates on general prices by increasing or diminishing
the annual supply, and thus affecting the quantity in use.

§ 14. Effects of the durability of the precious metals.
—1If, now, it be remembered that the durability of
gold is very great, and that of the annual supplies
a large part is required for the arts and for simply
maintaining and restoring the gold coins actually in
circulation, it will be seen that, under present circum-
stances, when the average annual supply is less than
£22,000,000, whilst the gold coinage of the civilised
world is estimated (roughly) at £800,000,000, the
influence of the yearly fluctuations in production must
be very small.*

This is a point which requires the strongest
emphasis, as even so clear a thinker as J. S. Mill has
been led into the error of over-estimating the effects
of this element. In one sense, indeed, the cost of
production of gold is certainly the most important
cause affecting its value, but only in the sense of
imposing a limit on a rise in prices, or a fall in the
value of the metal. If gold could be produced very
cheaply by a kind of alchemy, there would be hardly
any limit to the rise in prices; but, seeing that the
quantity of gold is only one element in governing
prices, and cost of production only one element affect-
ing this quantity, it is a gross error to say, as Mill does,
that « the value of gold depends, apart from temporary -
fluctuations, on its cost of production.”

* The statistics, as before observed, are very uncertain, but the
argument rests on the annual production relatively to the total mass,
and there can be little doubt that it is very small.
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For, to take only one other cause, the volhune of
trade, it is clear that, although the annual supply of
gold was inereasing, and the ecost of produetion
diminishing, if the volumne of trade was inereasing
at a mueh greater rate, the value of gold would rise,
or, in other words, general prices would fall.

It is easy to see the way in which the error arose.
It was observed quite eorrectly that the value of gold
coins must on the average be equal to the value of
the same weight of gold bullion. DBut the next step
in the argumnent was a mistake of effect for cause;
for it was supposed that if we only determined the
value of the bullion, we should in that way determine
the value of the coins into which it ecould be made.
It was then argued that gold bullion was simply a
commodity, and that its normal value depended
on its cost of produetion. Herein lay the mistake.
Rightly understood, the general level of prices rests
on many ecauses, and this general level of prieces
determines the exehange value of gold ecoins—in
fact, that is the very meaning of their value—
whilst the value of the coins determines the value of
the bullion.

Cost of production can only affeet the value of any
article through supply, and its effeet is very different
in ease of a durable commodity like gold, which is only
slowly worn by being used, and in the case of one sueh
as corn, of whieh the greater part of the annual supply
is eonsumed in a year, though, of eourse, it may be
allowed that so far the difference is only one of
degree.



CHAPTER VI

EFFECTS OF CREDIT OR “ REPRESENTATIVE MONEY ”
ON PRICES

§ 1. Great wuse of credit substitutes for money in
Lngland—1It 1is, however, at the stage of the in-
quiry now reached, in which it becomes necessary
to examine the effect of credit on prices, that the
greatest difficulties in conncetion with the value of
money arise. The importance of this element may,
perhaps, be best seen by considering what would be
the effect on prices if, in a country such as modern
England, the conditions first assumed in our “hypo-
thetical market” actually prevailed, and if money in
the shape of coins were necessary in every transaction.
It is almost impossible to picture to the mind what
would be the extent of the fall in prices, but some
idea may be formed by taking into account a few well-
known facts.

In the first place, it is very unusual for coin to
be used at all in wholesale transactions. In the
Statistical Journal for September 1865, Sir John
Lubbock published some particulars concerning the
business of his bank during the last few days of
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1864. Transactions to the extent of £23,000,000
were effected by the use of ecredit documents and
coin, and the proportions per cent were as follows:
Cheques and Dbills of exehange, 94'1; DBank of
England notes, 5:0; country bank-notes, *3: and
actnal coin only ‘6. That 18 to say, of business
transactions to the amount of £23,000,000, a very
little more than % per cent were effected by means
of coin, and only a little above 5 per ecent by
eredit doeuments, which are supposed to represent
coin direetly.

The “eclearings” of the Banker’s Clearing House
in London, in which the reeiprocal obligations of the
banks are balanced, exceed £6,000,000,000 sterling
per annum, and these form part only of the total
payments of the whole country, whilst it has been cal-
culated that the whole value of the metals employed
in the curreney is less than £140,000,000.

§ 2. ZIuflucnce of credit on general prices shown by
reference to commercial erises—The way in which
changes in credit at once produce changes in general
prices is illustrated by the phenomena which precede
and follow commercial crises. We get, as a rule,
in the first place, an excessive use of credit instru-
ments of various kinds, accompanied by a great rise
in prices. All sorts of paper, which in less econfident
times would not be looked at, are used as a basis of
buying and selling. But the competition of those
who buy on credit, so long as that eredit is accepted,
obviously affects the demand for commodities, and
raises prices just as muech as when ready money is
offered. A person whose cheque will be taken in
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payment can bid as effectively as one who brings a
bag of money, and in times of inflation and confidence
the banks will advance directly or indirectly on all
kinds of securities.

Thus, in the period of the culmination of a com-
mércial fever, the amount of “representative money ”
is largely increased, and with this increase there is
an inflation of prices. As soon, however, as the con-
traction of credit sets in, the bankers make wry faces
over credit documents not of the first class, and there
is a sudden diminution in the representative money
and a great fall in prices. So great is the effect of
credit, even in the dullest times, that there is a
tendency for people to rush to the other extreme in
estimating the influence of the precious metals, and to
consider the quantity of metallic money as of the very
slightest effect in governing general prices, and thus
the exchange value of money.

§ 3. Al credit witimately rests on a metallic basis—
It scems at first sight that, just as there is no limit
to the rise in prices due to the issue of inconvertible
paper, except the will of the Government in limiting
the issues, so also there is no limit to the creation of
credit substitutes for coin, except the will of bankers,
traders, and merchants. Tt is well then to state, in
the most emphatic manner, that the whole of this
vast superstructure of credit must rest on a metallic
basis, and if this basis is cut away, the whole structure
would fall.

Let us consider the way in which, in England, this
metallic basis imposes a limit—though an clastic
one—on the rise in prices. 1In the first place, the
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banks themselves are built up on gold foundations.
It has been said that if all the banks at the same
moment were obliged to meet their obligations in
actual coin, they would just be able to pay 4d. in
the pound ; but if this is true, it is equally true to say
that, small as 4d. seems, still if, as a body, they only
kept 2d. per pouud in reserve, they would be unable
to conduct their business.

In this country, more than in any country, the
economy in the use of gold has reached a marvellous
development. KEvery bank is obliged to keep a small
amount of “till ” money, but its real reserve is usnally
lodged with the Bank of England. - We bhave, as a
matter of fact, as Mr. DBagehot’s Lombard Street
shows in the most forcible manner, a one-reserve system.

A banker who has a sufficient balance at the Bank
of England to meet any drain at all likely to be
made upon his bank, thinks, and thinks rightly, that
he has his reserve quite safe, and yet, as a rule, there
is not gold enough in the Bank of England available
to meet these bankers’ balances if all drawn at once,
for the Bank of England itself, being a bank, lends its
deposits. But the directors of the bank are fully
aware of the limits imposed upon them by the neces-
sities of having a sufficient reserve, and they speedily
check these advances, and take steps for attracting
gold from abroad when the gold at their disposal falls
below a certain point.

In order to understand the nature of the credit
institutions of this country, it is most important to
form a clear idea of the position and functions of the
Bank of England, which is the heart of the circulating
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system. These functions, rights and obligations may
be described as partly legal and partly eustomary.
The governor and directors of the Bank are, in the
world of commerce, like the Prime Minister and
his Cabinet in the world of polities—they have to
observe the letter of the law and the spirit of the
constitution.

§ 4. The Bank Charter Act of 1844.-—So far as
the law is concerned, it is practically settled by the
famous Bank Charter Act of 1844. Seeing that
many miles of print have been devoted to the merits
and demerits of this Aet, it may be thought impos-
sible to discuss it profitably in a few lines. As my
object, however, is maiuly deseriptive, and not critical,
the task is not hopeless.

In the first plaee, it must be observed that the Act
says nothing, paradoxical as it may seem, of what is
generally understood by banking—nothing, for ex-
ample, as to the kind of securities on which advances
may be made, of the proportion of reserve to liabilities,
of the method of fixing the rate of interest, or of the
kind of business which the Bank may undertake. 1In
fact, the Act may be best described as is done hy
Maceulloch.  “1In dealing with the Bank of England,
Sir Robert Peel adopted the proposal previously made
by Lord Overstone, for cffecting a complete separation
between the issuing and banking departments of that
establishment, and giving the directors full liberty to
manage the latter at diseretion, while they should have
no power whatever over the other.”

Thus the main object of the Act was to regulate
the issues of bank-notes, and the plan adopted was as
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folows:* “The notes of the Bank of England in
eirculation for some years previously to 1844 rarely
amounted to £20,000,000, or sunk so low as
£16,000,000. And such being the ease, Sir Robert
Pecl was justified in assuming that the eireulation of
the Bank could not in any ordinary condition of society,
or under any mere commereial vicissitudes, be redueed
below £14,000,000. And the Act of 1844 allows
the Bank to issue this amount upon securities of which
the £11,015,000 she has lent to the public is the
most important item. Inasmueh, however, as the
issues of the provincial banks were at the same time
limited in amount [also determined by their average
circulation during three months before the passing of the
Aect], and confined to certain existing banks, it was
further provided, in the event of any of these banks ceas-
ing to issue notes, that the Bank of England might be
empowered by order in couneil to issue upon securities
two-thirds and no more of the notes whieh sueh banks
had been authorised to issue. [Under this condition the
total secured issue of the Bank has been inereased to
£15,750,000.7] But for cvery other note which the issue
department may at any time issue over and above the
mazimum amount (£15,750,000) issued on securities, an
equal amount of cotn or bullion must be paid into its coffers.
And henee, under this system, the notes of the Bank of
England are rendered really and truly equivalent to gold,
while their immediate econversion into that metal no
longer depends, as it previously did, on the good faith,
the skill, and the prudence of the directors.”

* Maceulloel’s Commercial Dictionary—Axticle ¢ Bank.”
+ This amount has recently been still further increased to £16,450,000.
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The position of the Bank in respect of its note-issues
is well described by a former governor as follows:
“The issue department is out of our hands altogether.
We arc mere trustees under the Act of Parliament to
see that these securities are placed there and kept up
to that amount; and in no case can any (ordinary)
creditor of the Bank touch that which is reserved for
a note-holder. We are in that respect merely adinin-
istrative ; we are trustees to hold that amount in the
issue department, and our banking department has a
totally separate function, which has no relation what-
ever to the issue department.”

§ 5. Practical illustration of the working of the
Bank Act.—The practical effect of these regnlations
may be illustrated by an example which happily is
historically purely fictitious. Suppose the directors
of the Bank of England had used the deposits of the
public or of other banks with them in an imprudent
manner, and locked them up in securities of various
kinds which had become unrealisable on demand.
Suppose next that the depositors draw to an unusual
amount on the Bank, and the Bank has not a
sufficient reserve fto meet these demands in the
banking department.

Now, although the depositors might be perfectly
willing to accept Bank of England notes in payment
of their claims—and for all internal trade, at least,
they would answer the purpose equally well—the
Bank has no power to issue these notes. It may be
that £20,000,000 of gold is lying idle in the issue
department against notes already in ecirculation : the

Jank cannot use this gold to pay away nor as a
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foundation of further issues. The example is fictitious
so far as the management of the deposits of the Bank
of England is coneerned, but in three great com-
mereial crises since the Act was passed it has been
suspended.

This suspension of the Aet requires a word of
explanation. It did not mean that the notes were
rendered inconvertible, as was the ecase at the Dbe-
ginning of the century during the period of the bank
restriction already alluded to, for although the Act
was suspended, any onc who wished ecould take notes
to the Bank and get gold in exchange: it simply
meant that in case of need the banking department
might issue additional notes to its eustomers on
security. It is worth noticing that the prineiple of
this Aect has recently been adopted to regulate the
Imperial Bank of Germany, with a modification sug-
gested by the experience of England in commercial
erises.

The German Bank may issue notes not backed by
gold to a certain fixed amount, and in case of need it
may issue notes on securities beyond this sum, on pay-
ment to Government of a tax of 5 per cent on the
additional issues. The Act is thus self-suspensory,
instead of requiring, as in England, the direet inter-
vention of the Government, which afterwards receives
Parliamentary sanction.

§ 6. Bank of England notes are simply a convenient
Jorm of currency—DBank of England notes are thus,
in ordinary cireumstances, simply and solely a con-
venient form of currency, the gold which they represent
being in the vaults of the Bank instead of in the
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pockets of the people. But this gold is held solely
against the notes, and cannot be used for ordinary
banking purposes. Every week the Bank of England
issues an account in which the affairs of the two
departments are kept distinet. Any one who refers
to one of these accounts, as published in the Aconomast,
for instance, will see that the reserve in the banking
department is for the most part held in notes. The
account, for example, for the week ending December
14, 1887, states that the total value of the notes
issued was £35,401,930, of which £16,200,000 were
issued in the manner deseribed above against Govern-
ment debt and other securities, and the remainder,
£19,201,930, against gold bullion In the banking
department we have as assets Government and other
securities to the extent of abont £33,000,000, notes
to the amount of about £12,000,000, and gold and
silver eoin about £1,250,000. This last sum must
be considered as “till” money in coin, but coin for
the Bank of England notes would be obtained from
the issue department.

§ 7. One-pound notes used in Scotland and Ireland,
and recommended for FEngland.—Under the present
law, no bank in England can issue notes for sums
under £5, whilst in Secotland and Ireland notes for
£1 may be issued by the authorised banks, under
similar restrictions as to holding gold for issues above
a certain amount. The fact that these £1 notes,
although strietly convertible, have to a large extent
supplanted gold sovereigus as curreney, seems to show
that, in the opinion of the pcople of Ireland and
Scotland, they are found to be a more convenient
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form of currency. One way, then, of restoring and
maintaining the gold coinage in England would be to
issne £1 notes, and to allow the Bank of England to
issue a sufticient amount nof against gold to pay for
recoining the old sovereigns and half - sovereigns.
This plan would leave untouched the principle of the
Act of 1844, except by changing the limit of issues
not against gold from £16,200,000, as at present, to,
say, £20,000,000. All the gold withdrawn from
circulation would be kept in reserve against the notes
in the issue department, but it would be reckoned at
its full weight value. Space will not allow me to
give further details of the scheme.*

§ 8. Not only bank-notes but all forms of eredit sub-
stitutes rest on a gold basis—The brief examination
of the Bank Act of 1844 just made shows clearly
enough that at any rate the bank-notes rest on a
gold basis definitely fixed by law; but in the exchange
of commodities in all wholesale transactions, and even
to a large extent in the retail trade, other forms of
representative money play an important part, and in
these cases the connection with gold is neither so
definite nor so obvious.

Any explanation of an adequate kind would in-
volve a more complete account of banking and the
money market than can be attempted in this place,
but the reader who wishes for a lueid, popular, and
sound exposition of the subject may be confidently
recommended to read Mr. Bagehot’s Zombard Strect :
A Description of the Money Market. He will there

* 1 give full details of this scheme in a paper read before the

British Association at Birmingham, September 1886. See p. 208.
6
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find ample illustration of the general proposition laid
down above, that all credit in this country rests on
gold, and ultimately on the gold held in the issue
department of the Bank of England against the notes
held in the banking department.

“In eonsequence,” says Mr. Bagehot, after a pre-
liminary survey of the system, “all our eredit system
depends on the Bank of England for its security. On
the wisdom of the directors of that one joint-stock
company it depends whether England shall be solvent
or insolvent. This may seem too strong, but it is not.
All banks depend on the Bank of England, and all
merchants depend on some banker. If a merchant
have £10,000 at his banker’s, and wants to pay it
to some one in Germany, he will not be able to
pay it unless his banker can pay him, and the
banker will not be able to pay him if the Bank of
England should be in difficulties and cannot produce
his reserve.”

One other passage may be quoted :“ We see, then,
that the Danking reserve of the Bank of England—
some ten millions on an average of years now, and
formerly much less—is all which is held against the
liabilities of Lombard Street; and if that were all,
we might well be amazed at the immense develop-
ment of our credit system—in plain English, at the
immense amount of our debts payable on demand,
and the smallness of the sum of actual money which
we keep to pay them if demanded. DBut there is
more to come. Lombard Street is not only a place
requiring to keep a reserve—it is itself a place where
reserves are kept. All country bankers keep their
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reserve in London. They only retain in each county
town the minimum of cash necessary to the trans-
action of the current business of that county town.
Long experience has told them to a nicety how much
this is, and they do not waste capital and lose profit
by keeping more idle. They send the money to
London, invest a part of it in securities, and keep
the rest with the London bankers and the bill-brokers.
The habit of Scotch and Irish bankers is much the
same. All their spare money is in London, and is
invested as all other London money now is; and,
therefore, the reserve in the banking department of the
Dank of England s the banking reserve not only of
the Bank of England, but of «ll London; and not
only of all London, but of all England, Ircand, and
Seotland too.”

§ 9. Further limit to the effects of credit by the
neeessity for cash payments in some cases—We have
now progressed a long way from our “hypothetical
market,” and made a corresponding advance towards
the many-sided actuality of the practical world.
Before proceeding further, however, it must be
observed, in considering the limits imposed on a
rise in prices due to the expansion of credit, that,
however much the use of eredit instruments may
be extended, there are always a large number of
payments which can only be effected by means of
“cash.”

In England generally, and in Scotland and Ireland,
for all sums below £1, wages must be paid in actual
coin, and a considerable amount of retail transactions
can only be conducted by the same means. Whole-
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sale transactions might all be ultimately secttled, so
far as our eountry is concerned, by simple transfers
on the banking accounts of the different merchants,
but smaller payments cannot be met so readily.
Accordingly, if wholesale prices rise, owing to an
expansion of credit, they will soon find a check in
the increased payments which must be made to the
working classes, and the increased demands for currency
in the retail trades.

We are thus, again, brought back to the effect on
the bank reserves as the immediate cause of the
check to the rise in prices. So long as employers of
labour can obtain supplies of currency from the banks,
wholesale prices, and with them wages, may continue
to rise; but as the reserves of the banks are dispersed,
a rise in the rate of interest at which advances can be
made must take place, and a check will be put on the
rise in priees.



CHAPTER VII

INFLUENCE ON THE GENERAL LEVEL OF PRICES IN ANY
ONE COUNTRY OF THE GENERAL LEVEL OF PRICES
IN OTHER COUNTRIES

§ 1. The general fall of prices in KEngland during
recent years cannot be accounted for by any scarcity of
gold in this country—It might, perhaps, be thought
that this investigation of the connection between
money and prices is at length complete. DBut it is
not so; and a practical problem which is at present
exciting much attention, and to which, in another
connection, reference has already been made, furnishes
a striking illustration of the incompleteness of our
survey. We have already seen that, according to
the FEconomist index numbers, general prices in
England have fallen more than 30 per cent during
the last twelve years; and since Mr. Goschen gave
the authority of his name to the explanation, it has
been very commonly said that the fall is due to the
relative scarcity of gold. We should expect, from the
causes already examined, that if the production of
gold had fallen off whilst the demand for gold had at
any rate not diminished, a fall in general prices would
take place.
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But this general argument is met very plansibly
in the following manner. I give, as an example, a
passage from the statement to the Royal Commission
on Trade by Mr. Luke Hansard : “ If the fall in priees
in this country is caused by gold itself, that fall must
arise from a scarcity of the metal in circulation and
a scareity of gold curreney for carrying on our daily
transactions, either internally as coin or externally for
export, when it becomes a mere commodity used as
barter the same as any other commodity. Is there
any evidence of a want of metallic currency in this
country, of an insufticient paper curreney, or of gold
for export 2 1 think not.”

The answer is supported by statisties. First, as
regards the national eirenlation—the currency used
in cash transactions—it is pointed out that whilst in
the five years 1870-74 there was a coinage of gold
at the Mint exeeeding £32,000,000, in the two sue-
eeeding periods of the same length the ecoinage was,
from 1875-79, a little over £8,000,000, and from
1880-84 a little under that figure. It is further
stated that «it nsed formerly to be customary for one
banker to solieit other bankers to take surplus eoin
by eourtesy, rather than run the risk of having some
few sovereigns eut by paying it into the Bank of
England. [The gold coins are taken by the Bank of
England only by weight.] This still, to some extent,
holds good. But so little demand is there for gold
coin in the country for internal eirenlation that it is
not uncommon, and is beecoming necessary, to pay a
premium or aeceept a diseount from those who have
faeilities for paying away large sums. This, I eontend,
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would not be the case were there any deficient supply
of gold, or were there any such want of it for currency
purposes.  This difliculty in foreing the coin into
eirculation again is not to be attributed solely to the
defective state of the coinage, as many of the coins are
of the standard weight.”

Again, it is nrged that the alleged scareity has not
operated through the banking reserves of the Bank of
England—the ultimate reserve, as we have seen, of
the country ; for, it is said, had this been the case—
had an unusual demand arisen through a foreign
drain—the rate of interest would have been raised in
order to check the export and induece importation.
But we learn that “ our rates for advances have been
so low as to offer, if anything, an inducement for
other eountries to take gold had they wanted it”:
and it is found, as a matter of fact, that from 1874-84,
on balanee, the imports of gold into the United Kingdom
have exeeeded the exports Dy about £9,500,000.
“ From this faet,” the writer states, “and from the
bank rate of discount not showing any markedly
adverse state of the foreign exchanges, I am foreed to
the conelusion that there is no secarcity of gold with
us. Hence it has no ageney in causing the recent fall
in prices.”

§ 2. We must look for an erplanation of the fall to
Joretgn countries—It will be remarked that. throughout
this argument, as to the facts of which there will be
no dispute, the question is constantly regarded from
the point of view of this country alone; and the
answer is, that with the close intercommunication of
markets in these days, this limited view is entirely
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insufficient.  'Without entering into the details of the
theory of foreign trade, it is quite clear that if for
any reason prices had fallen in other countries with
which this country has commercial relations, the fall
must have been reflected to our home markets. It
would plainly be impossible—to take an example of
a particular commodity—to explain the fall in the
price of wheat, without considering the rates ruling in
foreign markets—from America in the West to India
in the East. And in precisely the same way, if general
prices have fallen in other countries owing to the com-
parative pressure on gold, there will be a corresponding
fall in this country. c

§ 3. General prices will always be adjusted wuntil
there s suficient currency to effect transactions—There
is thus no contradiction whatever between this apparent
abundance of gold in this country and a fall in prices
due to the scarcity of that metal. To make this
quite plain, it is only necessary to reflect on the
connection between gold as an actual means of ex-
change and as a measure of values, to which at an
earlier stage of the inquiry attention was directed ;
and the general law there indicated may now be
stated in a more formal and complete manner as
follows :—

The measure of values or the gemeral level of prices
throughout the world will be so adjusted that the melals
used as currency, or as the basis of substitutes for cur-
rency, will be just sufficient for the purpose—We sce,
then, that the value of gold is determined in preeisely
the same manner as that of any other commodity,
according to the equation between demand and supply.
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Competition will go on between those who hold the
metal on the one side, and those who wish to obtain
it on the other, until such a general level of prices is
reached that the quantity demanded at that level is
equal to the quantity offered.

Strietly speaking, then, and after making allowance
for the temporary difficulties of readjustment, there
must always be a sufticiency of gold. If there is not
enough to keep prices at one level, prices will fall
until there is enough for the new level. It seems
probable, for reasons which I have given in another
publication, that the process of readjustment to a new
level began in the new or undeveloped countries, where
the effect of a contraction of currency, credit being in
a rudimentary stage, is brought about more rapidly
and directly.

§ 4. Two ways in which prices tn any one country
are dircetly affected by the monetary conditions of other
countrics—There are, then, to resume the general
argument, two modes in which prices in any particular
country depend on the monetary conditions of the rest
of the world.  In the first place, the world requires to
keep up a certain level of prices, a certain amount of
gold as actual circulating medium, and if there is not
enough in any area, prices must fall in that area. But
in these days the fall would be at once telegraphed,
and other markets would be influenced.

Secondly, the great national banks require, in order
to support the credit superstructure of their respective
countries, a certain proportion of metallic reserve to
liabilities. The proportion, as Mr. Bagehot has so well
explained, varies according to cireumstances, but there
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is a minimum which may be regarded as the danger
point. If, for example, the Bank of England finds
its reserve rapidly diminishing, and there seems a
probability of further and possibly uncertain calls,
it at once raises its rate of discount. Those who
wish to get accommodation from the Bank can only
do so at this higher rate. As a consequence they
will, in the first place, try other banks, but under our
one-reserve system any such pressure caused by
foreign demands must fall on the Bank of England,
and in the last resort the market rate must follow the
Bank rate.

These high rates in a country where the margin
of profits is very small, and where the disconnt of
bills is carried on to an enormous extent, must act
as a break upon trade, and prices will fall. We
might find then that prices in England fell below
the level of prices in other countries owing to searcity
of gold in this form, due, in the first place, to foreign
demands.

In whatever manner the subject vs regarded, it thus
becomes clear that the general level of prices in any one
country depends on causes beyond the power of that
country to control, and a fall in prices eannot be cr-
plained without o wide survey. Those who assert that
the relative scarcity in gold, the falling off in its pro-
duction, and the exceptional demands for currency
purposes, and similar causes, cannot have caused a
fall in prices in this country, because here there is
abundance of gold for the existing level of prices, are
guilty of the same kind of fallacy as a man who
should suppose that the ship cannot sink becaunse
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there is no leak in the particular cabin in which he
happens to sleep. To change the simile—in these
days one body politic may ecatch low prices from
another, as readily as one body physical may catch
fever.®

* For an elaboration of the argument in this chapter, see the Essay
on the ‘ Causes of Movements in General Priees,” p. 342.



CHAPTER VIII

EFFECTS ON GENERAL PRICES OF TIE USE OF BOTH
GOLD AND SILVER AS STANDARD MONEY

§ 1. Warning to the reader of differcnces of opinion
on the Silver Question.—It is time now to complete,
so far as the limits of this inquiry allow, the enumera-
tion of the causes affecting general prices, by taking
into account one more circumstance which, for the
sake of simplicity in the argument, has hitherto been
omitted. T have spoken sometimes of the precious
metals and sometimes of gold, and I propose at this
point to consider the effects of the fact that for
standard currency—that is, for their unlimited legal
tender-—some nations use gold, some silver, and some
both. T have elsewhere given my views on what is
termed the silver question, in its practical and political
aspeets, and in this place T am only concerned to
explain the general theory of this subjeet in such a
manner as to make the controversy intelligible.

§ 2. The meaning of bi-metallism—In any country
or group of countries forming a monetary union,
bi-metallism implies that both as regards coinage
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and legal tender, gold and silver are on precisely the
same footing. It is not the mere use of both metals
for currency, but the use of both as standard money,
which constitutes the essence of bi-metallism. It ean
only lead to confusion to say that bi-metallism exists
de facto everywhere, on the ground that in all eountries
silver is used at any rate for token money; for the
relations of token money and standard money to
prices are essentially different, and the difference
may be expressed in the following general principle:
The quantity of standard money, other things remaining
the same, determines the general level of prices, whilst,
on the other hand, the quantity of token-money is de-
termined by the general level of priees. The qualifying
phrase, “other things remaining the same,” refers to
the various conditions already enumerated which also
operate on general prices. The difference may also
be expressed by saying that a standard metal is
eoined in unlimited quantities when brought to the
mint, but that token money is issued only in limited
quantities, according to the wants of the eommunity,
at the discretion of the authorities. There is, for
example, no reason why very great discoveries of
silver should cause the issue of one extra sixpence
in this country, but similar discoveries of gold would be
sure to cause an inerease in the amount of gold coined.

§ 3. The necessity of a fized vatio between gold
and silver in o bi-metallic system.—1t is coneeivable
that a Government might eoin both metals on the
same conditious, receive both on equal terms in pay-
ment of taxes, and constitute both equally legal tender,
and yet at the same time allow the ratio of one metal
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to the other to vary according to the market price
of the two metals, or according to proclamation from
time to time. When, however, it is remembered that
cash payments are effected not in bullion but in
coins, it will be apparent that much inconvenience
would arise if the relative value of the gold and
silver ecoins were constantly changing. Consider, for
example, the common case of getting change for a
sovereign, or, still better, the frauds to which the
poor and ignorant would be liable. Aecordingly,
nations which have adopted bi-metallism practically
have always issued their coins at a ratio which was
intended to be fixed and unalterable.

§ 4. Consequences of the adoption of fixzed ratio
bi-metallism by one eountry—Suppose, for the sake
of illustration, that England alone were to adopt
bi-metallism at such a ratio of gold to silver that
the gold in a sovereign was precisely equal in value
to the silver in twenty shillings. Under this sup-
position silver could be minted to any extent, and
used for the payment of debts in the same way as
gold at present. But now assume that, owing to
some change in the demand for, or the supply of,
silver abroad, the market ratio varied from the legal
ratio in such a manner that the silver in twenty
shillings was no longer equal in value to the gold
in a sovercign. In these circumstances Gresham’s
Law (ef. chap. iv.)) would at onece come into opera-
tion. No one would be willing to pay his debts
in gold when, by first selling his gold for silver,
he could obtain more than twenty shillings for his
sovereign.  Thus either the silver would actually
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drive the gold from circulation, or else the gold
would command an agio (or premimm), just as it
does compared with depreciated inconvertible notes.
It follows, then, that either the country would become
really mono-metalliec on a silver basis, or else that
practically, in all large operations at any rate, the
ratio would become variable.

It must be observed also, in the case assumed, that
other nations would be likely to send their silver to
this country. So long as the bi-metallism existed in
full operation, any depreciation of silver abroad would
cause it to be sent to its best market. It is not true
to say that silver could be taken to the bi-metallic
mints and directly exchanged against gold, but it is
easy to sce that so long as the bi-metallic country
possessed any gold and acted on bi-metallic principles,
silver could always indirectly obtain gold at the fixed
ratio price; for a foreigner could send silver (say) to
London, and draw against his remittances, and sell his
bill for gold.

At the same time, however, it may be suggested
that the mere existence of bi-metallism in any great
country would have a steadying effect on the gold price
of silver in other places, just as the London quotations
of many stocks and comimodities govern quotations in
other markets. Such is alleged to have been the
effect of the existence of bi-metallism in Franece for a
period of seventy years in this century ; and certainly,
as a matter of fact, the market ratio fluctuated within
very narrow limits in spite of the enormous gold dis-
coveries about 1850 and a number of other important
commercial and finaneial changes.



96 MONEY

" The steadiness in the price of silver during this long
period need not, however, be aseribed wholly to the
existence of partial bi-metallism, for so long as some
nations used gold and some silver, and preserved their
respective standards, the ratio would clearly. remain
more steady than could be the case when suddenly the
mintage of silver as standard money was abandoned by
several countries.

§ 5. International bi-metallism.—If, however, it be
granted that one country alone could not effectively
maintain a fixed ratio between gold and silver, and
keep both metals in circulation as standard money, it
may still be maintained that, if the principal commercial
nations were to simultaneously adopt bi-metallism at
the same fixed ratio, no disturbance of that ratio could
take place. I have in another place * elaborated this
argument, and need only state here the principal
positions. It rests essentially on what is known as
the compensatory action of the double or (to adopt a
better term) the joint standard. To illustrate this
theory, suppose that all the great commercial nations
have adopted bi-metallism in the manner suggested ;
and next suppose, if it is possible, that silver, for
example, suddenly becomes cheaper, reckoned in gold,
than it ought to be according to the ratio. This would,
as explained in the last section, at once bring into play
Gresham’s Law, and the silver would tend to drive the
gold from circulation. But then the erneial (uestion
arises : Whither would this gold go, and whence would
the silver be obtained to take its place ? It is main-

* Essay on the “ Stability of a Fixed Ratio between Gold and Silver
under International Bi-metallism,” p. 303.
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tained that as the gold was thrown upon, and the
silver withdrawn from, the bullion market, the former
would fall and the latter rise in value, and thus that
the ratio would be restored. In fact, it is argued by
those who rely most on this compensatory action of
the double or joint standard, that the ratio never could
be disturbed, and the argument is really a reductio ad
absurdum.

On the other side it is maintained, following the
contention of Lord Liverpool, that all rich nations
naturally prefer gold as their standard. Consequently,
if all the great commercial nations adopted bi-metallism,
and yet at the same time they really preferred gold as
the principal money, it may be thought that a
premium on gold would arise. In support of this
view it has been urged that no bank would, in the
light of recent experience, and merely in reliance on
the theory of international bi-metallism, run the risk
of keeping a large reserve of silver. Again, it is said
that Governments would prefer gold to silver for their
war chests, and also that gold would be hoarded or con-
verted into plate, rather than be passed at what might
appear too low a value compared with silver.

Sometimes, however, the objections to international
bi-metallism are based (as for example by Professor
Nasse)® on the dangers which the banks, and conse-
quently the Governments of the bi-metallic nations,
would undergo, from the fact that the discredited and
disliked silver would be paid into the banks and would

* See Essay in Schimberg’s Handbuch, vol. i. p. 279. This essay
is, perhaps, the best statement yet made on the mono-metallic side and
well deserves translation.

7
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not be withdrawn, and thus that the whole credit
system of the civilised world would rest on an insecure
foundation.

Finally, it is objected that with conventional bi-
metallism, in which silver was presumably over-valued,
a stimulus would be given to the production of silver,
and relatively a check placed on the produetion of gold.
Such a stimulus and cheek, however, could operate but
very slightly on mines which yielded any rent (for it
may be assumed that they are worked at full pressure),
and the difference in the annual supply due to this
eause would thus be very small in amount eompared
with the total stoek. )

I shall not attempt in this place to decide on the
relative merits of these conflicting arguments. It may
not, however, be out of place to observe that the logical
conclusion to the argument that all the more highly
civilised nations naturally prefer gold, would seem to
be that they will all attempt to adopt the gold
standard. If the argument has any force at all, it
eertainly applies with far greater cogency to the
United States or France at the present day than to
Ingland at the time when Lord Liverpool wrote.
But the probable eonsequences of any attempt to make
the gold standard universal may be expressed in the
words of Mr Goschen, at the Conference at Paris in
1878. “If, however, other States were to earry on a
propaganda in favour of a gold standard and of the
demonetisation of silver, the Indian Government would
be obliged to reconsider its position, and might be
forced by events to take measures similar to those
taken elsewhere. Tn that case the scramble to get rid of
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stlver maght provoke one of the gravest crises ever under-
gone by commerce.”

§ 6. Tle effects of changes in the relative value of
gold and silver on the general level of prices in gold-
ustng and  silver - using  countries respectively.— The
sentence just quoted from so eminent a financial
authority as Mr Goschen, naturally leads to an inquiry
as to the manner in which such a grave crisis could
arise.  Since Adam Smith destroyed the mercantile
system, with its fetish of a favourable monetary
balance, popular opinion, which is ever liable to run
from one extreme to the other, has been inclined to
exaggerate the position that moncy is in general not
the end but the medium of exchange. No one now
will deny the truth so clearly stated by John Law,
nearly a century before the Wealth of Nations became
famous, in the words: “ Money is not the value for
which goods are exchanged, but the value by which
they are exchanged”; but, at the same time, it is
cqually false to imagine that changes in money values
only produce nominal effects.

Suppose that, owing to a “scramble for gold” by
Western countries, silver becomes depreciated relatively
to gold, the question arises: What (if any) will be the
effect on general prices in gold-using and silver-using
countries respectively ? The answer depends upon
two lines of argument. In the first place, it can
hardly be disputed that, when allowance is made for
the cost of carriage and the remittance of payment, the
price of any commodity reckoned in either standard,
except in the case of transitory market influences,
must be the same in both gold and silver-using
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countries (say) in England and India. This adjust-
ment of prices to practical equality has of late become
much more ready than formerly, since now most
wholesale business is transacted by telegraph. Tt
follows then that, other things remaining the same,
if silver falls in value relatively to gold, either silver
prices must rise or gold prices must fall, or a move-
ment in both directions must take place. To take
an extreme case, assume that silver falls suddenly
to half its former value, reckoned in gold. Obviously
if Eastern produce were to command the same gold
price in London as before, that wounld mean twice as
much silver; and conversely, if Manchester goods were
to obtain only the same silver price in Calcutta as
before, that would mean only half as much gold.
But if the general level of prices in both countries
remained the same, Fastern goods would be exported
to England in great quantities, whilst the Kastern
markets would remain practically closed to English
wares. As a natural consequence, the gold price of
Eastern goods would tend to fall, owing to the abun-
dant supply, whilst the silver price of XEnglish goods
would tend to rise, owing to the bareness of the
markets. Thus, in time, the two sets of prices must
be adjusted, so that the amount of silver which any
article of commerce obtains in the Kast becomes—
allowance being made for carriage, etc.—of the same
value as the gold which it obtains in the West.

Now, suppose that the adjustment is made entirely
by an operation on gold prices—in other words, that
the rupee price of Manchester goods, for example, does
not rise, and that the gold price of Indian exports
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falls. In this case there will be no disturbance of
relative prices in India, everything selling, after
allowing for changes in cost and the like, for the same
silver as before. So far no difference to Indian
interests will arise. The Indian Government, however,
to meet its obligations in gold on this side, will have
to transmit the value of twice as much silver as before,
which will involve twice as much taxation, other
things remaining the same.

In gold-using countries, on the other hand, taking
England as the type, we have supposed that all the
articles of Kastern trade have fallen in their gold price
proportionately to the fall in silver. In this case,
cither wages, and all the other elements in the cost of
production of exports to the East, must fall in pro-
portion, or the exportation must cease. Similarly,
as regards articles which compete with exports from
the East (wheat, for example), unless the English cost
of production is lessened, a check will be placed on
production.

If, however, in all the industries which supply
Eastern markets, and in all which compete with
Eastern produce, a fall of prices sets in, and this fall
in turn operates on the various items in the cost of
production (fixed capital, profits, wages, raw material,
ete.), it is necessary, according to the general principles
of industrial competition, that other branches of pro-
duction should also be affected. In this way, under
the supposition made as to the nature of the adjust-
ment, a fall in the price of silver, reckoned in gold,
may cause a proportionate fall in the general level of
gold prices. This, however, is only onc supposition—
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for, by parity of reasoning, the adjustment may take
place by a rise in silver prices to the full extent of
the depreciation, or by a rise in silver prices and a fall
in gold prices coincidently. It is, then, of the utmost
importance to discover which method of adjustment is
most probable.

§ 7. The general lcvel of gold prices more unstable
than that of silver prices—It has often been observed
by economists, especially since attention has been di-
rected to the recurrence of decennial cycles in trade,
that in a highly civilised community—England, for
example—the amount of gold used, both for reserve
and for circulation, does not vary exactly with the
rise or fall in prices,—in other words, that the same
quantity of gold will, within certain limits, sustain
very different systems of general prices. A reference
to the argument in previous chapters on the causes
which determine the general level of prices, will at
once show that there are several other variable elements
besides the quantity of gold. In the same way, in
countries in which silver is the standard, we have to
consider other elements besides the quantity of silver.
Apparently, so long as the general conditions of pro-
duction and distribution remain the same, the most
important of these variable influences is the elasticity
of credit; and no demonstration is needed to show
that the development of credit is carried to a far
higher degree in the gold-using than in the silver-
using countries. It follows, then, that so far the level
of gold prices is more unstable than that of silver
prices.

Again, although there is a tendency to exaggerate
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the influence of custom in fixing prices in the Kast,
there can be little doubt that custom operates to a
much greater extent there than is the case in the West,
so that a diminution of supply which, in the West,
might cause a rapid and great rise in prices, might in
the East have a much less effect. To take a concrete
example, it would be much more easy to raise the price
of shirts in this conntry than of dhooties in India, in
response to a rise in raw material

It thus appears that general prices can only rise
over the vast arcas of silver-using countries by an
actual increase of the cireulating medinm sufficient
to force up the customary rates; and it follows
that if silver falls relatively to gold, it is much more
probable that gold prices will be forced down than
silver prices raised to make the necessary adjustment.
It must be remembered that in the East gold is simply
a commodity, and to the native mind there is no
reason why a rise in the silver price of gold should
cause a rise in the price of cotton goods or wheat.

Now it is well known that since 1874 a great fall
has occurred in the value of silver compared with
gold. 'Without entering into the causes of this fall,
it may be said that some adjustment, in the manner
described, of gold and silver prices became necessary.
Apparvently silver prices have mnot risen, and gold
prices have fallen, as might have been expected,
seeing that no great increase in the shipments of
silver to the Kast seems to have taken place. On
the question of fact, however, the report of the
present Commission will, it may be hoped, speak
with authority.
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§ 8. Cuuses of disturbance tn the relative wvalue
of gold and silver—Seeing, then, that disturbances
in the relative values of the two metals are of such
consequence, it is important to discover the principal
causes of a possible variation. Stated generally, varia-
tions can only arise from changes in the conditions of
supply or demand. Silver, in the markets of gold-
using countries, has a price which will vary with the
supply and demand, and a fall in price may arise
from an unusual excess of supply or a falling off in
demand. A great increase in supply may take place
either from great discoveries (or improved processcs
in working the mines and ores), or from the release
of hoards, or from a Government selling silver which
it intends to replace with gold. Conversely, a falling
off in demand may arise either because Governments
require less for their coinage, or because less is re-
quired for export. The only element which presents
any difficulty is the last; for the demand for export
will depend on the balance of indebtedness, which
cannot be met except by the actual transmission of
silver (that is to say, the balance which remains after
other means of remittance are exhausted). Obviously,.
however, this balance, so far as dependent on com-
mercial transactions, will itself depend partly on the
quantities of exports and imports, and partly on the
state of prices. DBut, as was shown above, the state
of prices must depend partly on the relative value of
gold and silver, and we thus seem to be led into an
argument in a cirele. TIf, however, the greater im-
mobility of silver prices be admitted, we escape from
the vicious circle, and, in any case, the demand for
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export is only one eclement in the demand, and the
price of silver may vary from other changes in demand
or from changes in supply.

We thus arrive at the position that if silver and
gold are left to market influences alone, variations in
their relative values are liable to oceur, with consequent
effects upon prices and commercial transactions. The
secondary effects seem of more importance than the
mere inconveniences of a fluctuating exchange, though,
no doubt, to those actually engaged in trade with silver
countries this is a source of annoyance.

§ 9. Money a proper subjeet for international agree-
ment—It appears, then, that the consideration of this
additional factor—namely, the use of both gold and
silver as standard money by different countries—has
strengthened the conclusion of the last chapter, that
the causes of movements in the general level of prices
in any one country cannot be explained without a
survey which embraces the whole commercial world.
Any nation may, of course, choose the metals for its
money, and may vary or not the weights and the
purity and the denominations of its coins as it pleases,
but no nation can be independent of the rest of the
world as regards the most important quality of a good
system of money—namely, stability of value. Thus,
so long as gold and silver form the principal bases on
which contracts are made and exchanges take place,
every particular nation must consider the monctary
conditions of other nations, and a formal definite
recognition of this mutual dependence seems the
natural outcome of commercial development. Since,
however, in this essay I wish to avoid even the
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appearance of controversy, I will conclude by
saying that, if it could be effected, cvery one
would rejoice in a stable international agreement,
but that to some the initial difliculties and the

possible evil consequences seem to outweigh the
probable advantages.



TREATISE ON MONEY
PART 11

WITH SPECIAL REFERENCE TO THE INFLUENCE
OF THE PRODUCTION OF THE PRECIOUS
METALS ON INDUSTRY AND TRADE

CHAPTER I

THE IMPORTANCE OF THE PRESENT * MONETARY
QUESTION TO VARIOUS COUNTRIES

§ 1. The meed of scientific analysis.— The speeial
object of the present essay is to consider the influence
exercised by the precious metals upon the trade and
industry of the world.

A very little reflection will show that the subject
is one of considerable complexity, because this influence
operates almost entirely through the coinage of the
metals, and we cannot discuss the effects of coinage
without taking into account the principles of money

* This essay in its original form was finished in Angust 1894, In

the present edition the facts have as far as possible been brought up to
August 1895.
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and currency. But as soon as we enter upon this
subject we are beset with difficulties, especially if
the ultimate objeet is to apply the results obtained
to the present controversy. These diffieulties, however,
although serious, ought not to be exaggerated. The
parent difficulty of the whole set is that people think
they can understand the subject and give an opinion
upon it without any trouble, or study, or consideration
of the opinions of others. Because they are always
doing business in terms of money they suppose they
already know all that is to be known on the matter.
They have an impression that what they do not
agree with is wrong, and that what they do not under-
stand is nonsense.

It is worth pointing out that in probably every
subject that has engaged the attention of scientifie
observers popular and first-sight opinions have proved
to be at the best inadequate and misleading. And
especially in economies the truth so well expressed
by the popular French writer, Frederic Bastiat, has
come to be recognised, namely, that what is seen is
generally of little moment compared with what is
not seen. “In the department of economy an act, a
habit, an institution, a law gives birth not only to
an effect but to a series of effects. Of these effeets
the first only is immediate ; it manifests itself simul-
tancously with its cause; ¢ 4s seen.  The others
unfold in succession, they are mot scen; it is well
for us if they are foreseen. Detween a good and a
bad economist this constitutes the whole difference:
the one takes account only of the wisidle effect; the
other takes account of the effects which are seen
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and also of those which it is necessary to foresee.”
He does not mean to imply that the ecconomist is to
pose as a prophet—Ilike the author of a weather
almanac—but simply that he must take into account,
as far as possible, all the causes and all the con-
sequences of any commercial or financial action—just
as the navigator who sets a course for his ship must
study his charts and take observations.

We know that every nation from the beginnings
of civilisation has adopted some form of money, and
that from very early times silver and gold have Dleen
the principal materials used for coinage; we know
further that all kinds of experiments have been made
and are still being made in currency, and that from
Aristotle downwards the subject of money has been
constantly investigated by statesmen and philosophers
it would then be strange indeed if all this labour
upon this wide field of inquiry should have been so
barren that a man in the street can pick up all that
is known as he whistles on his way to business. The
truth is that though in monetary science, as in every
other science, much remains to be done, much has
already been done; and the results can be made, if
not obvious, at any rate perfectly intelligible to any
one who takes a little trouble and begins at the
beginning. I will only add that T shall try to
preserve a strictly impartial and judicial attitude,
and not to illustrate and enforce a foregone conclusion.
My sole object on this occasion is to explain in as
simple a way as the nature of the subject admits the
economic principles involved and the meaning of the
words employed in the controversy on the subject of
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this essay. It is surprising how much any dispute
as to facts is narrowed if the disputants will only
agree on the meanings of the words with which they
are fighting.

§ 2. Present vmportance of the question to India.—
The first requisite to understanding any difficult
problem is to believe that it is worth understanding.
Accordingly my first task will be to indicate the
present importance of the silver question, with the
view of showing that the subject deserves very careful
study.

In about twenty years the value of silver reckoned
in gold has fallen to less than half: an ounce of
silver used to fetch abont one-quarter of a sovereign
—generally a little more; it now fetches about an
eighth—generally a little less. This fact is as certain
as that the time between sunrise and sunset in
Edinburgh at the end of December is less than half
of what it is at the end of April. This fall in the
gold price of silver has caused very great inconvenience
to nearly all the nations of the world. TIn some cases
the evil is obvious and palpable, in others it is equally
real, but not so easily seen. I will give, first of all,
an example of the obvious kind.

To us in Britain the most striking instanece forced
on the attention is that of India and the difficulties
of the Indian Government. The Government of India
has annnally to remit on balance to IEngland from
sixteen to cighteen millions of pounds sterling, that
is to say, this amount must be forthcoming in London.
But the Indian revenues are collected in rupees, and
the rupee is a silver coin which contains three-eighths
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of an ounce of silver, eleven-twelfths fine, So long
as the Indian mints were open to the free coinage
of silver the value of the rupee was praetically the
same as its metallic value. Accordingly, to provide
this mass of gold in London, the Indian Government
had to sell a mass of silver for what it would fetch,
and as the price of silver fell they had to sell more
and more to get the amount of gold required. But
this involved the amassing of more and more rupees,
and this again meant either increased taxation or
lessened expenditure.

The reality of the Indian difficulty is shown by
the faet that at the end of June 1893 the mints
were closed, with the avowed intention of giving an
artificial seareity value to the rupee, so as to make
the rupees go further in the payment of debt. To
some extent this policy has succeeded, but only to
a limited extent. It is true that a rupee became
worth more than its metallic value, but then per
contra the elosure of the mints made silver fall in
price.*  The general result is that in the last Indian
Budget (August 1894) there is a considerable esti-
mated deficit, caused simply by the fall in the value
of the rupee from its old level.

It is very diffiendt for India to increase its taxes
or diminish its expenditure. Indian taxes may seem
light per head of population, but some of the taxes
are of a very bad kind, as, for example, the salt tax,
whieh forms about 10 per cent of the revenue. India

* For an official table of the differences between the metallic and

the exchange value of the rupee since the closure of the mints, see
paper by Mr. F. C. Harrison in the Economic Jowrnal for June 1895,
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is a very poor country. Again, a good deal of the
expenditure is really neecessary, and cannot be redueed
without injury to the country. Perhaps the Dbest
illustration of this difficulty is found in the absorption
in the last budget of the special revenues which had
been intended to provide a fund against famine. These
revenues — raised from special taxes definitely set
aside for that purpose—have had to be applied for
ordinary purposes, and if a famine were to occur
again in India the country would be in a serious
plight.

There can be no question that to the Indian Govern-
ment the fall in the value of silver has caused very
great inconvenience, and the trouble is greater at
present than at any previous period. It is important
to observe that the difficulty of the Indian Govern-
ment reacts upon the trade between India and other
countries. The continuous fall in silver and the
rapid fluctuations in the exchanges have been in-
jurious to the manufacturers and traders of Lancashire,
and have benefited (comparatively) the silver-using
countries of the ¥ar EKast. The immediate effect of
the closure of the Indian mints was a dislocation of
the foreign trade, India for the first time on record
having an unfavourable balance, the imports exceeding
the exports.

§ 3. The case of the United States—The case of the
United States is onc of great embarrassment, both in its
direct and in its indirect effects. It has always been
the policy of the United States Government to main-
tain what is called the parity (¢.e. equality or stability)
of the exchange between gold and silver. From 1792
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to 1873 the system of coinage was avowedly bi-
metallie, although for o time during the period of the
Civil War and the subsequent settlement the actnal
currency consisted of greenbacks, or inconvertible
notes. In 1873 the coinage of full value silver was
stopped, but in 1878 by the Bland Act a definite
amount was to be coined every month, not less than
two million dollars and not more than four millions.

In 1890 by the Sherman Act the monthly
purchase of silver was raised to four-and-a-half million
ounces, of which two millions were to be coined into
dollars. This continuous purchase of silver and the
coinage of a large portion of it, or the issue of silver
certificates, has made a very large part of the actual
legal tender of the United States to consist of or to
be based upon silver. But the ecountry did not
require so much silver, and the banks especially began
to be rather afraid of it.

The consequence was that gold began to leave the
country, and in the autumn of 1893 it was found
necessary to repeal the Sherman Act. But the export
of gold continued, until the United States was
threatened with a premium on gold. A premium on
gold means that silver will no longer command gold
to the extent of its mominal value, and so far as the
United States is concerned this would reduce silver to
the same position as that of the greenbacks formerly,
although of course the depreciation, at any rate at
first, would not be so great. Now all American
economists of any standing are agreed that the depre-
ciation of the greenbacks was a very bad thing for
American trade and industry, and it seems diflicult to

8
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see why the same reasoning should not be applied to
silver. It is of course quite possible that a rich
country like the United States may, if the banks take
joint action with the Government in a determined
manner, prevent the premium on gold arising, but in
the meantime the financial position is serious and the
injurious effects on trade are obvious. At present * the
currency diffieulty is probably the chief obstacle to
the revival of trade in the States; and such a revival,
coupled with tariff reform, would greatly benefit this
country.

§ 4. The case of other foreign countries—Other
foreign countries are also interested in the stability or
instability of silver. France and the other members
of the Latin Union have large masses of silver full legal
tender to any amount, and yet the metallic value of
the coins is not half the nominal value. If once the
mass of the people were to get in a panie about silver,
and to begin to fear that this depreciation would be
recognised, there would be a financial catastrophe with
corresponding disastrous effects on trade. It is said
that at present large quantities of full value five-franc
pieces are being fraudulently coined owing to the
cheapness of silver.

§ 5. The case of the United Kingdom.—The case
of the United Kingdom is different from those already
noticed. We have a gold standard, the principal part
(in value) of our currency is in gold, our bank-notes
are based on gold, and the debts due to us by foreigners
(both individuals and nations) are payable for the

* Cf. Article in the Zconomist, August 1895, on *‘The Difliculties
of the U.S. Treasury.”
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most part in gold. It might then appear at first sight
that we can leave the nations who are burdened with
depreciated silver to look after themselves, and that
the question has little interest for us, and in fact that
we gain relatively to other nations, through the
possession of a gold standard in a thorough state of
efticiency. In the course of this essay I shall try to
show in detail, by reference to special evils, that this
opinion is the reverse of the truth. At the present
stage, however, one or two general observations may
be made.

It is a fallacy, long since exploded by Adam
Smith, to imagine that the loss of one nation is the
gain of another, and that injury to our neighbours
means prosperity to ourselves. All trade is reciprocal,
or, in plain English, is of a give-and-take character.
The richer the countries with which we trade so much
the better for wus. Anything which directly or
indirectly causes a disturbance in the trade of our
neighbours causes a disturbance in our trade. It may
be pointed out also that the payments duc to us by
foreign governments and foreign companies arc of
small importance compared with our foreign trade.
We are also directly affected by India.  Any trouble
in India would affect one of our best markets. A
large part also of our foreign trade is with silver-
using countries, and this trade is hampered by the
depreciation of silver.

There is besides an evil of still greater magnitude
which will call for attention later on, namely, the
appreciation of gold or the fall in the general level of
prices. It must then, I think, with the preliminary
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profession of impartiality constantly in view, be
generally admitted that the great fall in the value of
silver has already caused scrious evils, and threatens
to cause still more serious evils in the future. Mr.
Goschen long ago said that if all the nations of the
world tried to adopt the gold standard there would be
an unparalleled financial catastrophe, and this opinion
was reasserted with more emphasis and with special
reference to silver by M. de Rothschild at the Brussels
Conference in 1892.

Opinions differ not on the desirability, but on the
possibility of a remedy. I do not suppose there is
any banker or financier or trader with a practical
knowledge of the question, apart from a few who
make a profit from speculative exchanges, who would
not admit that if the old ratio between gold and silver

- or the old narrow limits of fluctuations could be

re-established without disturbance, it would be an
excellent thing for the industrial and financial world.
The whole difficulty lics, in this as in so mauy other
cascs, in this little word «if.”

I proceed now to consider how it is that this fall
in the gold price of silver has such important and
wide-reaching consequences, and, on balance, of such
an injurious kind, whilst in nearly every other case a
fall in price of any important article of trade is looked
on as a blessing to the mass of consumers, the con-
sumers being of course, from the nature of the case,
much more numerous than the producers.
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HOW MONEY DIFFERS FROM OTHER COMMODITIES

§ 1. The value of money may differ from the value of
the material of whieh 1t 18 made—The reason why
cheap silver is not a good thing whilst every fall in
the price of food, clothes, freights, and other necessaries
and luxuries, other things remaining the same (this
qualification, as will be shown presently, is of funda-
mental importance), is beneficial and a mark of
increasing prosperity—the reason stated broadly for
this difference in the two cases is that silver is the
basis or the constituent of half the money in the
world. Silver is money, or money material, and
money differs from other commodities in several
essential characteristics and functions.

There is no more common assertion than that gold
and silver are simply commodities like other commod-
ities, and that the mere fact of coinage makes no
difference to their value. The stamp impressed upon
these two metals by Government is supposed to make
no more difference than if it were applied to potatoes
and turnips. It is easy to show that this supposition
involves a gross fallacy.
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Money is not simply a commodity like other com-
modities, with its value dependent merely on the
value of its material. It is a very odd thing that
the fallacies which are most easily disproved are often
the most long-lived. The reason seems to be that if
the answer is simple and obvious, and the fallacy has
been held by men of average or more than average
good sense, the answer must be wrong. It is like the
answers to riddles that are rejected at first, or not
even seen, because they are so natural. In ewrrency
as in riddles people expect something altogether out
of the way, but sometimes, as in this case, the answer
eludes us by its simplicity.

Let us take the words as they stand and apply the
plainest and most commonplace tests, at any rate in
the first place. In every civilised country bank-notes
fulfil all the functions of money, and the value of the
paper is plainly only a fractional part of the value in
exchange. The “moncy ” of the money market which
is lent and borrowed every day consists only to a
small extent of coin or bank-notes; by far the larger
part is in a purely intangible shape, and is represented
in a material shape only by figures in bankers’ books.
To take a more simple example in which the applica-
tion to the present argument is obvious, in KEngland
at the present time nobody has any difficulty in
getting a sovereign for twenty shillings, although the
metallic value of these shillings at present prices is
considerably less than half the metallic value of the
sovereign. Similar illustrations may be taken from
the bronze ecoinage. If the reader will refer to the
Report of the Commission on Indian Currency, of
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which Lord Herschell was the chairman, he will find
instanees taken from countries in all parts of the
world in which the exchange value of the “imoney ”
in actual use differs widely from that of the material
of which it is made. The latest addition to the list,
as already noted in another conneetion, is the Tndian
rupee, the value of which since the closure of the
mints has been considerably above its metallic value.
The answer to the question why such differences are
possible in the case of money must be postponed until
some consideration has been given to the uses of
money in effecting exchanges.

§ 2. Lzechange by money and exchange by barter
differ in important respects—dJust as people suppose
that the value of money depends entirely on that of
the material, so they imagine also that money effects
exchanges in the same way as in the barter of any
one commodity against any other. This is, however,
equally with the other, a fallacy, although in this
case the exposure is not quite so simple.

The best way, perhaps, to see the nature of the
error is to look at the historical development of the
functions of money. For the sake of definiteness and
clearness we may take the case of Eugland. At the
time of the Norman Conquest the whole country was
studded with villages, and the mass of the people
were occupied in and dependent upon agriculture.
Even the towns relied for their support mainly upon
the production of their own fields and gardens. These
agricultural communities were in fact for most
purposes industrially and commereially independent.
A few luxuries and necessaries were obtained from
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the great fairs occasionally held, but, in general,
exchanges by means of money were neither frequent
nor important. The labourers were in some sort of
bondage, and in return for their labour they occupied
so much land, and we might say either that their
wages were paid in land or that their rents were paid
in labour.

Now so far as the position of the labourer is con-
cerned the central force in the progress from this
modified slavery to  freedom is to be found in the
substitution of money payments for payments in
services or in produce. Throngh the whole range of
industry the same movement is apparent. Industrial
progress is coincident with the extension of the use of
money. So long as people had to depend upon the
barter of commodities progress was impossible, or at
any rate much contracted.

We are now in a position, after centuries of this
development of the monetary method of exchange,
exemplified in every progressive country of the world
as in England, to understand the principle involved.
The primary function of money is to provide a mediuin
of exchange that will be universally accepted. As
soon as money efficiently performs this function any
one with money can at once obtain any portion of the
immense mass of purchasable commodities. That is
the peculiar power of money which is possessed by no
other commodity. The use of money has thus given
a tremendous stimulus to exchange; in fact, without
money the infinite exchanges of the modern civilised
world would be absolutely impossible.

It must be further observed that under present
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conditions by far the greater part of the production of
all forms of wealth depends upon exchanges. With-
out exchanges division of labour could not exist
except in a most rudimentary form, and without
division of labour there could be no machinery and
no production on a large scale. This part of the
argument admits of almost indefinite illustration from
all times and all nations. A nation without money
is utterly barbarous; a nation with some specially-
prized commodity generally acceépted in exchange,
such as cattle, slaves, dried fish, corn, oil, etc, has
made a great advance, but is still at the beginnings
of civilisation; it is not till coin has superseded
barter that industrial progress becomes at all rapid;
and it is only when by means of credit and credit
instruments the power of money has been given full
play that exchange and production reach the full
extent of the natural and acquired capacities of the
nation.

If any one wishes to study in a most precise and
interesting form the influence of money upon trade
and industry, let him search the records of the history
of banking in Scotland.®  Civilisation is no doubt in
all cases a complex growth, but there can Dbe no
question that the Scottish banks with their branches
played a most important part in converting Scotland
from one of the poorest and most backward nations
into one of the richest and most progressive.

§ 3. The element of time in monetary contracts.—
Hitherto in treating of the functions of money it has
been assumed that exchanges are effected immediately,

* See Mr. Graham’s interesting work on the £7 Nute in Seotland.
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or at any rate nothing has been said of Zime, and the
argument has proceeded as if time were of no special
importance.

A little reflection, however, will show that, taking

a wide survey of the exchanges of the industrial
world, #me is of the utmost importance. In the last
section it was pointed out that production would be
impossible without exchange, but the proposition may
be turned round and we may say with equal truth
that without produetion there would be nothing to
exchange. DBut it is plain, if we may suppose in the
department of exchange that the exchanges once the
“things are made are effected at once, and we may
accordingly neglect the element of time, we cannot
make the same supposition in production. All pro-
duction involves #ime as a principal element to be
considered. The reason why market values may on
occasion rise to unpreeedented heights is that there
is no time to inerease the supply. It follows from
the importanee of this time element in produetion,
and consequently in exehange, that time is also one
of the principal considerations in all industrial
contracts.

And if we look beneath the surface we soon
discover that conditions of time are always expressed
or implied. Wages and salaries from the highest to
the lowest are all reckoned by time, for even in piece-
work it is generally covenanted that certain limits of
time are not exceeded. —Similarly goods ordered to be-
made, from a pair of trousers up to an Atlantic liner,
are to be finished by a given date. In some cases
the time period is short, in others it is protracted.
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You may take a cab for nine minutes, or a farm for
nineteen years, or a piece of building land for ninety-
nine or nine hundred and ninety-nine years. It will
be found on careful examination that the more
advanced any nation is in trade and industry so
much the longer do the periods become in which the
time must be considered.  Railways, docks, canals,
and other great engineering works are obvious
examples, but 1t takes even a longer time to
thoroughly open up and develop new countries and
new markets, and any error in the calculation of
values in the future may wreck the enterprise.
Enough has been said to show that in modern
societies time enters into industrial contracts to a
degree that makes it essential in the real inter-
pretation.

The next step to note in the argument is to
observe that, in spite of the importance of this time
element, these contracts are for the most part made
in terms of money. Rents, wages, and profits are
all reckoned in money. The farmer takes a farm at
so much a year, and the builder of ships or houses
agrees to construct the articles for a certain sum of
money. It follows at once that the real meaning
of the contract is vitiated if in the course of the time
over which it runs the meaning of the term money
is altered. We thus arrive at the position expressed
in technical language that one of the most important
requisites of good money is stability of wvalue. In
order that money may be a good medium of ervchanye
at any particular time <t must be universally wceepted
withvat hesitution, and i order that it may be a good
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measure of values over any period tt must itself possess
eomparative stability of value.

§ 4. Money as a standard for deferred payments.—
We have again stumbled upon one of the thorny
parts of the field of inquiry. It is said that such
a thing as stability of value is impossible in any
material substance whatever. If the words are taken
literally and strietly this statement is literally and
strietly true. Fortunately, however, for the happiness
of mankind, we do not generally require such minute
aceuracy ; we are content in most things if we can
determine approximately the margin of possible and
probable error. Nobody would deny that it is easier
to foretell the arrival of a steamer than that of a
sailing vessel, and yet in both cases the precise time
is quite uncertain.

In human affairs, as the immortal Paley showed
by reference to his twelve men of known sense and
probity, we must be guided by probability, and we
must be content with the comparative in place of
the absolnte. There is really no need to go beyond
the field of this inquiry in search of illustrations:
the examples from the history of money will suffice.
If a coinage becomes worn and debased, if nobody
knows what per eent of its nominal value the value of
the current guinea or shilling, as tested by the money-
dealer, may be, it needs no demonstration that this
sort of money is altogether inferior to money of full
weight and fineness about which there is no uneertainty.
There is scarcely any country which at some time or
other eould not furnish an example of this speeies of
uncertainty in the interpretation of contracts.
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Equally obvious and equally well illustrated from
history is the case of inconvertible paper notes, which
in different times and places have suffered every
degree of depreciation from a fraction below par
down to the point at which they have become utterly
worthless.  There is no need to prove that an
inconvertible paper eurrency, the value of which,
reckoned in the preeious metals which it is supposed
to represent, fluctuates from day to day, is a mueh
worse curreney tried by the test of stability than a
currency of convertible notes which can at once be
exchanged for metal, and still worse than a currency
of the precious metals up to the full standard
requisites.

It 1s time to observe, however, that the best
metallic coinage the world has ever seen still falls
far short of absolute stability of value. If a country
possesses a gold standard like that of XEngland, it is
true that any one who covenants to give or receive so
many pounds sterling will know precisely the corre-
sponding amount of standard gold; his contract can
be interpreted on terms of a certain amount of this
precious metal. Dut the essence of the difficulty lies
in this, that a given weight of gold does not always
mean the same thing as regards its exchange value
or purchasing power. As this is the very heart of
the eontroversy, it demands careful investigation.



CHAPTER III

THE EXCHANGE VALUE OF GOLD AND THE
EXCHANGE VALUE OF SILVER

§ 1. Variations in the exchange value of gold.—The
easiest way to see that the same weight of gold (say
the weight of gold in a sovercign) does not always
mean the same value, that is to say, exchange value
or purchasing power, is to take an extreme case.
Suppose, then, that the dream of the alchemists were
to come true-—and much more wonderful things have
happened in the present century —and that any
metal could be transmuted into gold at a trifling cost.
If people were still allowed to take this chemical gold
to the mint and get it coined into sovereigns, it is
quite clear that the exchange value of the sovereign
would fall, or in other words people would be willing
to give many more sovereigns than before for any
kind of commodity. For if at a trifling cost you
could convert an old kettle into its weight of gold,
and this weight of gold into its weight of sovereigns,
these coins wonld become so abundant that every one
would be able to offer mueh more money for anything
he desired to purchase.
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It is to be noted, however, that it is not simply
the relative cheapness of the material of the coins
that is the cause of the change in their value, for,
as already pointed out, bank-notes and other formns
of paper may have a value in exchange altogether
exceeding the value of the materials used in their
manufacture, and similarly though in a less degree
this is true of the material of silver and copper coins
compared with their nominal value.

It is not neccessary, however, to resort to fietitious
examples. It would be easy to show by an appeal
to history that at different times a eertain amount
of gold sells for different quantities of commodities
of various kinds. At present we are only concerned
with the faet. It is not necessary to inquire in the
meantime why this should be so; it may be that
the eommodities in question have become more or
less valuable compared with other things as well as
with gold, simply owing to improvements in pro-
duction or diminution in the eost of earriage. It
may be that the ehange in value is due to something
primarily affecting the gold itself, as in the fictitious
example just taken. Or the explanation may be
found in a combination of these with other causes.
Jub whatever explanation is offered in any given
case, there can be no question that the fact of a
change in the value of gold is illustrated over and
over again in history.

§ 2. Variations in the exchange value of silver—
Precisely the same reasoning holds good of silver.
Silver was used as standard money long before gold,
and still forms the standard money of half the people
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in the world. In England for centuries silver was
the standard. The pound was originally a pound
weight of silver whieh was eoined into two hundred
and forty pennies. In proecess of time the gold in
a sovereign obtained the name of pound becaunse it
was declared equal as legal tender to the two hundred
and forty pennies, although as a matter of fact in
the meantime the silver penny by sunceessive reductions
in weight had become eonsiderably less. For details
the reader may refer to the treatment by Adam
Smith, or to any work on the history of moncy. At
present it is suffieient to notice that even when
Adam Smith wrote at the end of last century it was
usual to estimate values in terms of silver.

To return, however, to the main line of argument:
when silver was the standard it was subject to varia-
tions in value compared with ecommodities. These
variations in value are of course measured by reference
to the movements in prices. If prices fall, that
means that a eertain weight of silver (supposing, of
course, that the coins remain of the same weight
and fineness) will exehange for more things; if prices
rise, a certain weight of silver will exchange for
less things; in the former case the value of silver
has risen, in the latter it has fallen. It is now
neeessary to notice another difficulty, for in eurrency
as in every subject that is treated scientifically we
constantly pass from statements or positions that
appear too simple to require notice through various
degrees of complexity or perplexity until we reach
the difficulties which still divide the opinions of
experts.
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Our present diffieulty is that in the course of a
given time the silver (or the gold, for the same
reasoning applies) may exchange for more of some
things and less of other things, and the question is
—In this case are we to say silver has risen or
fallen 2 Is the answer really indeterminate, and if
not, how are we to strike an average ?

§ 3. The measurement of changes in the values of
gold and silver.—Tt has been said that secience begins
whenever we begin to measure, and certainly with
science comes the need for accurate and preecise thought.
We should never be able to strike an average of
the rise or fall in prices of things in general unless
we could reduee them to some common measure,
except in the purely imaginary case in which priees
of all things had risen or fallen in precisely the
same degree. Several methods have been used by
economists to measure changes in the value of silver
(or gold). T shall only notiee two.

§ 4. The method adopted by Adam Smith.—The
first is that adopted by Adam Smith. Before attempt-
ing to explain the nature of his method, I may
mention that the reasoning is open to criticism, not
merely to captious ecriticism, which is the easiest
thing in the world in any science, but to that more
sober eritieism which seeks in the first plaee to
discover what was in the mind of the original in-
vestigator, and next to place his ideas in the form
in which we might suppose the author would have
chosen had he lived in our own times.

To proceed : Adam Smith’s reasoning amounts to
this—(1) The value of any commodity depends on

9
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the amount of labour required to make it ready for
consumption, or to adapt it for the purpose for which
it is required by man. Taking a wide survey, this
proposition appears to be roughly true of many
ecommodities. In most cases the labour bill is of
great importance, in some it is of the utmost im-
portance. If we take into account the labour that
is required not only directly but indirectly, as, for
example, in all its preliminary processes, the proposi-
tion seems capable of still wider extension, for capital
itself is to a great extent the product of labour,
and even the enterprise of the capitalist and the
toil of the inventor of machinery are forms of labour.

Tt is of course true, as Adam Smith earefully points
out, that it is not so easy to say precisely what is
meant by a quantity of labour as by a quantity of
other articles. If the labour of hwman beings could
be measured by the number of foot-pounds raised in a
given time it would be simple enough, but this is only
possible with some formns of unskilled labour; as soon
as we come to brains we must leave our foot-pounds,
and most forms of labour require some brains. Still
after making all allowanees there is left a sound kernel
of common sense in Adam Smith’s position. If one
thing requires directly and indirectly much labour,
and another thing requires little, the former thing
will have a greater value than the latter, and the
difference will depend roughly on the quantity of
labour.

On this view, then, the best way of measuring the
rise or fall in the value of a thing is to observe how
much labour it will exehange for, for it may be
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assumed (here again there is a difficulty) that under
anything like freedom of contract and competition it
will exchange for as much labour as it requires to
produce it. Accordingly, to discover the movements
in the value of gold and silver, we must (on this plan)
observe the changes in the quantity of labour which
they will command. It would scem, then, that in
practice we ought to look to movements in wages of
various kinds, and if wages rise to say that silver (or
gold) has fallen, and if wages fall that the precions
metal has risen, in value.®

Adam Smith, however, does not adopt this method
in his inquiry as to the variations in the value of
silver over a period of five centuries of English history.
And for a very good reason—he would not have been
able to discover the rates of wages paid at different
times for quantities of labour of different sorts. In
the absenee of this evidence he adopted another
device founded upon another proposition which is
still more open to eriticismn, but which contains also
a solid kernel of sense. He observed—in the double
sense of seeing and asserting—that a given amount of
corn (and in England that meant wheat) would pur-
chase about the same amount of unskilled labour.
This really involves the position, afterwards so mueh
insisted on by Malthus and Ricardo, that labour tends
to multiply until the lowest classes obtain just enough
food to enable them taking an average to keep up

* Professor Foxwell maintains very forcibly not only that we
ought not to measure movements in the value of gold by wages, but
that the price of labour ought not to be included in a general average
of prices.  Sce also below, pp. 333-335.
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their numbers. In this way-—or rather by reasoning
of this kind, for the difficulties discovered by later
eritics did not obscure the view—Adam Smith came
to the conclusion that the best way to measure the
rise or fall in the value of silver over long periods was
to take the price of wheat. It was in order to avoid
the exceptional fluctuations due to variations in the
seasons and other temporary causes and conditions
that he considered the price of wheat over consider-
able periods.

It may seem that I have taken a long time and a
circuitous path to arrive at a very simple result. My
excuse is that it was necessary to indicate (if only in
parentheses) to what an extent the subject bristles
with difficulties. At first it seems so easy to say
whether one or both of the precious metals have fallen
in value, and at last it seems almost impossible. For
all that we have now arrived at is this: In a country
such as England, in which for centuries wheat has
formed the staple food of the people, the movements
in the price of wheat are the best indications of the
movements of general prices. In other words, and
more briefly, in the view of Adam Smith the best
representative commodity, the best measure of value,
is wheat.

§ 5. The method of index numbers.—The other
method of measuring the value of the precious metals
that deserves special notice, because generally adopted
at present in some form or otber, is the method of
“index numbers.”*  According to this plan in its

* Seeabove pp. 26-33 and Essay on ¢ The Measurement of Variations
in the Value of the Monetary Standard,” pp. 312-341.
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simplest form a number of representative commodities
are taken, and the average prices of a certain year or
years are taken as a starting-point, each particular
average price being taken as 100 to begin with. Any
change that occurs is added to or subtracted from this
100 according to the percentage of the rise or fall
The sum of these index numbers as they are called
gives the aggregate index number, and the general
rise or fall may be computed by eomparing it with
the original index number of the period taken to
begin with. It will be observed that strictly speaking
the average obtained only applies to the particular
commodities chosen, but it is assumed that they are
representative commodities in that what is true of
them is true of other things. Thus this method also,
like that of Adam Smith, involves an assumption that
is open to eriticism, but also like that method it con-
tains, as is shown by experience, a kernel of sound
sense.

§ 6. Eramples of changes in the value of the precious
metals.—1f we refer to history we find exeellent
examples of both the methods deseribed in the last
section.  The comparison of the prices of wheat
through a period of more than six centuries is in
itself extremely interesting and instructive, and I
append a table caleulated from the best authorities
available, namely, Thorold Rogers’s History of Agri-
culture and Priees, Tooke’s History of Prices, and the
“ Agrieulture Returns” (Parl. Paper), 1893 :
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Price per quarter.

A.D. s, d.
1260-1400 o . 0 o 3 5 101‘
1400-1500 . . . . . ~ 5 11§
1540-1582 1 5 . o " 13 10:'3
1582-1702 . . . B . 39 0:‘5
1701-1799 2 5 . A . 40 8
1800-1820 . . - : . 86 b
1821-1880 . . f . . 54 2
1880-1893 . . o 0 . 34 8

In the next section some explanation will be offered
of the movements in this table. It is unfortunately
impossible to obtain over this long period correspond-
ing figures for the representative commodities that
are generally taken as index numbers by statisticians
of our own times—e,g. Newmarch, Jevons, Soetbeer,
and Mr. Sauerbeck—but we can get reliable index
nuwmbers at any rate from 1845, the basis of the
Economist numbers originated by Newmarch being
the years 1845-50. Examples of these numbers
may be found in nearly every reecent book on the
currency question, so that instead of repeating them I
will give a table construeted on a different plan by
Mr. J. W. Miller.* According to this method we do
not bring in prices at all, but simply write down the
weights of a number of representative commoditics
which would exchange at two given periods for a
certain specified weight of gold and silver re-
spectively :—

* Published in the Manchester Guardian, 10th July 1894.



ILLUSTRATIONS

TasLe 1.

Ten ounces of silver at the average
prices in . a o o . 1867-77
would exchange for—

1b.
English wheat 2 o o 5 429
Town-made flonr . . o o 299
German beet sngar . 3 . . 229
Sugar, average import price . o 34
Common bar jiron . o o o 667
Mid. up. cotton 5 o o o 655
English Iead o o : 3 269
English wool . 3 . . . 30
Leather . o . o . 5 37

TasLe IL

123-27 grains of standard gold at the
average prices of . o . 186777
would exchange for—

1b.

English wheat 0 . o . 171
Flour . . 5 . 5 o 122
Sugar . o 2 o S . 93
Iron . 5 . . 5 . 272
Cotton . . 5 . o o 26-6
Lead . . . . 0 109-3
Wool . . . B . . 12.15
Leather . . . . o 15

18903

1b.
541
319
222
36
665
77
341
35
24

1893

Ib.
349
215
149
448

52
229.7

23.4

18-6



CHAPTER IV

THE CAUSES OF CHANGES IN THE VALUE OF GOLD
AND SILVER

§ 1. On the changes in prices due to tmprovements in
production and transport—It would be easy to write
a big book on the subject matter of the last three
sections, but, having regard to the main argument of
this paper, enough has been said both by way of
proof and illustration. There can, I think, be no
question that the amount of commodities which a
certain quantity of gold or silver can purchase at
different times is variable. Furthermore, the varia-
tions are not always in the same direction. DPeople
are naturally apt to be most influenced by the ecir-
cumstances of their own times and to make hasty
generalisations. At the present day there is a general
belief that in the development of civilisation there
has been a general and continnous fall in prices owing
to improvements in production and transport. That
on the whole such improvements have taken place—
that, for example, from the Norman Conquest down-
wards, in this country, man’s power over nature, for
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that is only another way of describing the process,
has steadily increased—is undoubtedly true, but that
the march of improvement can be traced by a corre-
sponding fall in prices is by no means true.

The question of prices is a little complicated
because the shilling and penny do not always refer to
the same weight of silver, which, as already explained,
was the principal measure of values down to the
present century. But if allowances are made for
differences in the coins and the ehanges are worked
out (as in the second table) simply by comparing
weights of silver with weights of commodities, we
observe very marked changes in the command of
silver over wheat in particular, and by inference over
eommodities in general.  Sometimes, in spite of
improvements, prices rise rapidly and greatly, and
sometimes, without any particular improvements,
priees fall.

We are thus forced to the conclusion that general
prices may rise or fall not only on acconnt of causes
affecting the production of commodities, but also
through causes affecting the precious metals in which
prices are computed. Take, for example, the causes
of the price of wheat—Adam Smith’s representative
commodity. No one who has given the least attention
to the question would maintain that about 1540 the
methods of produection became much inferior, the soil
more sterile or the climate less propitious, that in the
next two centuries these conditions became trebly
unfavourable, and that in the first twenty years of
this century it was fourteen times as difficult to raise
wheat as it was in the middle of the thirteenth
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cenbury. The truth is that, for the greater part,
these changes in the priee of wheat are to be ascribed
to changes in the currency. It is quite true that in
some instanees relative causes affecting wheat in
particular (especially early in this eentury) were also
at work, but over the whole six eenturies we can
easily see that the movements cannot be explained
altogether by these partieular relative ecauses. It is
worth observing that at the present time many people
—e.g. Mr. Edward Atkinson, the Ameriean statistician
—+try to show that the fall in the priec of wheat
during the last twenty years is entirely due to lessened
eost of production, freight, ete. In my opinion this
view is untenable.*®

§ 2. On changes in prices due to changes in
currency.—On the other hand, when we look to the
eurreney—to the medium by whieh exchanges are
effeeted and in which prices are expressed—uwe readily
discover causes which might have been expected to
bring about such ehanges in prices. To take the
earliest period, from 1260 to 1540—mnearly three
eenturies—the price of wheat was eomparatively
steady, the average of the first 140 years eompared
with that of the last 140 differing only by 1d, or
less than 2 per eent. 1If, however, we had taken
account, as Adam Smith does, of the talling off in the
weight of the coins during the later period, prices
measured in weights of silver would have fallen very
mueh. DBut this fall must be aseribed not to improve-
ments in wheat produetion but to difficulties iu
obtaining silver.  Throughout the medieval period

* Compare the correspondence in the Zconomist, 25th August 1894,
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there was a real scarcity of silver, and that too at a
time when credit, as we understand it, hardly existed ;
this scareity had a cramping effect on industry, and
made prices fall and kept them low. In the middle
of the sixteenth century, soon after 1540, Kurope
began to feel the effects of the great discoveries of
silver in America, especially from the mines of Potosi.
The natural consequence (“natural,” as will be shown
presently, in the light of economic prineiples) of this
influx of silver was a rise of prices reckoned in silver,
or in more technieal language, a depreciation of silver
relatively to commodities; or in plain English, silver
when abundant fetched less than when it was searce.
The great gold discoveries in California and Australia
about 1850 produced similareffectson prices measured in
gold. As Jevons showed, at the time or rather immedi-
ately after the effect was felt, the general level of prices
measured in gold rose from 15 to 30 per cent. Yet
during this very period there were great improvements
in production and transport, and a great expansion of
foreign trade and a vast inerease in eonsumable
commoditics.

From 1873 down to the present year priees have
suffered a severe and continuous fall, occasional npward
movements for a time being followed by downward
movements to a greater degree and for a longer time.
The principal point in dispute in the present currency
controversy is this: Is this fall to be ascribed mainly
to causes affecting commodities—improvements, over-
produnetions, and the like—or mainly to causes
affecting the currency ?

It is easy to see that as regards any particular



140 MONEY

commodity, any cheapening in the cost of production
or in the transport from the place of production to
that of consumption must lower its value relatively to
other commodities. In the same way and from the
same causes several important articles of trade may
fall in price at the same time. But it is equally true
and is clearly proved by the appeal to history, as
illustrated in the examples just given, that sometimes
causes come into operation which have an effect upon
prices in general. Such, for example, are great dis-
coveries of the precious metals, which cause a rise in
prices reckoned on the average. It must be observed
that whilst such a rise is in progress the particular
causes are also having their own effect in their own
direction, and thus some commodities do not rise as
much as others because the particular causes to some
extent neutralise the general causes. Z%is, however,
by mo means vitiates the generoal theory, whieh only
implies that but for these gemeral causes the prices of
the cheapened commodities would have been still lower.™
A similar argument may be applied to relative causes
of dearness of some things.

The general causes that affect all prices may be
embraced under what is known as the “quantity
theory of money.” This theory is simple enough
when we consider only very simple conditions, but
the difficulty is that in modern industrial societies the
conditions are the reverse of simple, and in fact so

* Compare Newton's ‘“Second Law of Motion,” as expressed by
Clerk Maxwell :—‘“When any number of forces act on a body the
acceleration due to each force is the same in direction and magnitude
ag if the others had not been in action.”—2Matter and Motion, p. 43.
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eomplex that eminent writers have maintained that
the quantity theory mno longer holds good. As so
often happens, much of the dispute arises from
differences in the meaning attached to the terms
employed.



CHAPTER V
THE QUANTITY THEORY OF MONEY *

§ 1. The meaning of money in the quontity theory—
“The amount of goods and of transactions being the
same, the value of money is inversely as its quantity
multiplied by what is ecalled the rapidity of ecireula-
tion.” (Mill, bk. iii. cap. viii, § 3.)

What meaning must be attached to “money” to
make this proposition true ?

It is worth noting that Mill himself, in the next
section to that from which the passage above quoted
. is taken, definitely states that the proposition only
applies “to a state of things in which money, that is
gold or silver, is the exclusive instrument of exchange
and actually passes from hand to hand at .every
purchase, eredit in any of its shapes being unknown.”

The difficulty at once arises that in highly-developed
comimercial countries the transactions effected by credit
are of far greater importance than those in which
money actually passes from hand to hand. This, it
nmust be observed, is especially true of wholesale

* In connection with this chapter compare Zreatise on Monecy (First
Part), chaps. v. and vi. pp. 54-84.
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transactions. The point is of fundamental importance
because by the value of money we mean the general
level of prices, and this general level is measured by
index nwubers founded on the prices of wholesale
commoditics. It would probably be a very safe
estimate to say that 90 per eent of wholesale trans-
actions in this country are scttled by credit in some of
its shapes. According to the calculations of M.
Pownall, in 1881, of every £100 paid into the
London banks only 14s. 6d., or a fraction of 1 per
cent, was in the form of coin. In Manchester about
6 per cent was in coin. The precise proportion is not
of much importance for the purpose in hand. It is
enough if it is admitted that the vast majority of
wholesale transactions are effected by credit instru-
ments. This fact is unquestionable.

But if, as Mill states, the quantity theory only
holds good in a state of things in which ecredit in all
its shapes is unknown, the question naturally arises—
is the quantity theory of any importance in a state of
things in which eredit in all its shapes is the dominant
factor?

The question is of mueh more than theoretical
interest. Most people, for example, who in recent
years have called attention to the appreciation of gold
have given an explanation whieh implies that there is
a very direct relation between the quantity of metallic
money and the general level of prices. They have
argued that the supplies of gold have fallen off, that
gold is hoarded by governments and banks, that silver
has been demonectised, whilst on the other hand the
volume of trade or the amount of exchanges to be
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effected has increased. This explanation really rests
on the quantity theory in its simple form. Similarly
the effects of great discoveries of the precious metals
were explained, and with the increase in the produc-
tion of gold many people supposc that in the near
future prices will rise.

But does this quantity theory sufficiently explain
the facts of the case when credit is of such vast
importance? In other words, does the level of prices
vary according to the metallic money in circulation ?

§ 2. Are dll forms of credit to be considered as
money wn the quantity theory—1It seems to me that
there are two ways out of the difficulty according to
the interpretation we give to the term “money.”
One method is to extend the definition so as to cover
all the forms of credit which fulfil the funections of
money as a medium of exchange. Isay asa medium of
exchange, because the essence of the quantity theory is
that money determines prices by being actually used.
There is much to be said for this course. In the first
place we have the principle that “ money is that money
does.” Neither in ordinary thought nor in business is
the term “ money” confined to gold and silver. It
seems mnatural at any rate to include bank-notes,
especially if such notes are legal tender. Again,
probably the very best instance of the theory is the
case of inconvertible paper. There every one admits
that the value depends on the quantity.

Again, take the Money Market of the United
Kingdom. According to Dr. Charles Gairduer, it
embraces a fund almost equal in amount to the
National Debt, say £600,000,000. “This fund,” he
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voes on to say, “is held by the banks, is practically at
call and is repayable in gold, and yet 95 per cent of it
is engaged in promoting the industries and material
interests of the country and the world, and only 5 per
cent is actually held in eoin” (The date of this
paper is 20th February 1888.)

It would certainly seem paradoxical to exclude
from the term “ money ” the money with which banks
principally deal, although it is, strictly speaking, only
what Jevons calls “ representative money.”

But if once we pass from metallic money the
difficulty is to draw the line. The natural progress of
credit in the course of history has been through the
stages of book debts, bill of exchange, bank-notes, and
cheques. In our own days there has been an enor-
mous increase in the cheque system. In the able work
recently published by Mr. Helm— 7%e Joint Standard
—at the very outset he states that bank-notes, cheques,
postal orders, and bills of exchange, as well as coins,
miust from the present point of view be regarded as
money because they one and all perform the function
of a medium of exchange.

This, however, appears to go to the other side of
the paradoxical, even in the question of definition.
As always, of course, the question of definition is of
secondary importance, but in my opinion such a wide
interpretation is really fatal to the quantity theory.
On this view all the forms of money—gold, postal
orders, cheques, etc.—are on the same footing in their
effects on prices, and it must never be forgotten that
the value of money is only another phrase for the
general level of prices. It would follow, then, that an

10
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increase of cheques to the extent of (say) fifty
millions sterling would have the same effect as dis-
coveries of gold to that extent. It would follow also
that the amount of gold in use, and changes in that
amount, are of relatively small importance, because
gold bears such a small proportion to the sum total of
the mass of “money” if all the forms of credit are
included. It would follow also, it seems to me, that
most of the arguments that rest the appreciation of
gold on its relative scarcity would fall to the ground.

Whilst granting, then, that for certain purposes the
definition of “money ” in the quantity theory may be
extended, as for instance in the case of inconvertible
paper, I think that when it is applied to the case of
the appreciation of gold, or the fall in gold prices of
commodities, we ought by “money” to mean gold.

Then the further question arises—In this case does
the quantity theory hold good? Is it not destroyed
by the development of credit ?

§ 3. Metallic money and the quantity theory—This
leads me to notice the second way out of the difficulty,
the one I have adopted (agreeing, I think, with most
English cconomists) in the first part of this treatise.

(¢) Whilst granting to the full the effects of credit
on prices in the way shown by Mill, namely, by in-
creasing the effective demand for commodities, I should
also follow him, and particularly Bagehot, in insisting
that credit itself rests upon a metallic basis. This
basis imposes real limits on the advance of prices
through the extension of eredit. If prices rise in that
way, wages rise and retail prices rise, and at once more
actual cash is required for the internal trade of the
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country. Similarly as regards the foreign trade, a rise
in prices would stimulate imports and check exports,
and tend to cause a drain of gold. But this double
drain must soon cause a contraction of credit.

() We must remember, also, that in addition to
the highly-developed commereial countries there are
countries so little developed that the eredit system is
by no means predominant. In such countries any
searcity of the metals used for money must affect
prices directly in the way deseribed in the quantity
theory in its simplest form. But we cannot have
different levels of prices in countries that trade to-
gether after allowing, of course, for quasi-permanent
and natural causes of difference; accordingly, if prices
fall in the outskirts of commeree by direct contraction
of the circulating medium, the fall will be reflected to
the great centres. It may be noticed that in such a
case the great centres would appear to have a glut of
gold instead of a secareity, for enterprise would be con-
tracted with the fall in prices and the rate of interest
would tend to fall.



CHAPTER VI
THE INTERACTION OF GOLD AND SILVER ON PRICES

§ 1. The reeent fall in prices not adequately explained by
the quantity theory and improvements in transport and
production—In the preceding section I have tried to
show that the general level of prices in a conntry like
England with a gold standard depends upon the quantity
of gold money that is used to circulate commodities
through the gold-using countries. If for any reason the
supply of gold is contracted—if it is hoarded by banks
in useless idle reserves or by governments in war chests,
or if larger amounts are devoted to the arts or to ex-
portation to the East, or if the production falls off—the
tendency is for prices to fall unless the fall is eounter-
acted by equivalent economies in the use of the metal.
If, on the other hand, there is an increase in the
demand for gold for purposes of currency—it nations
substitute gold for paper or silver, or if owing to the
growth of wealth and population in new countries
more gold is required for ecoinage—then also there is
a tendency for prices to fall.

Now since 1873-74 there is no doubt that all these
causes have been more or less in operation, and to
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some extent at any rate account for the general fall in
prices that has taken place. DBut it is doubtful, even
if we also take into account the influence of improve-
ments of all kinds, whether such a rapid or great fall
can be accounted for solely in this manner. In other
words it seems at least possible, if not probable, that
the quantity of gold at present available for currency
purposes would suffice to support a much higher level
of prices.

The statistics regarding the production of gold are
especially worthy of attention. Between 1873-1883
the production did not increase, being on the average
about £19,000,000, but in 1893, according to the
report of Mr. Dreston, the United States Director of
the Mint, the production of the world had reached
£31,000,000, being an increase of over 50 per cent
in ten years. It is noteworthy, as pointed out by the
Economist, 25th Aungust 1894, in an article on the
subject, that prices continued to fall in spite of this
great increase in the production of gold. As already
shown, however, the annual production is only one of
the elements affecting prices, and the effect on the
total quantity in the hands of man of the production
of any year is relatively small.

§ 2. The congestion of gold in the Bank of England.
—The congestion of gold in the Bank of England is
also a very remarkable fact. Never has the amount
in its vaults attained such a magnitude as in the
present year. The reserve in banking department,
22nd August 1894, was £30,942,362, as against
£15,150,737 20th August 1884.  And it must be ob-
served that these vast sums have not been accumulated
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as in some foreign states, through the infiuence of the
Government or by a deliberate policy on the part of
the bank directors to restrict the outflow of gold.*
Money was never so cheap as it has been recently, and
much of this gold is really idle—it is not needed as a
reserve.  One solution offered of the present monetary
situation is that owing first to the Baring crisis, and
next to the losses and the liquidations in Australia,
confidence has been shaken, and in consequence enter-
prise and trade have been contracted. It is, however,
noteworthy that the statistics of the volume of trade
and of the employment of labour do not point to such
a contraction as is suggested in this argument.

Since 1873-74 we may no doubt say with truth
that there has been a general depression of trade, with
occasional intervals of comparative briskness, and the
principal cause of this depression has been the fall in
prices and consequent fall in profits. Dut over the
twenty years we can hardly say that the effective
cause of the fall is to be found in the contraction of
credit due to the amount of gold being insufficient to
support a greater superstructure of “representative
money.”

§ 3. The direct cffects of the depreciation of silver on
gold prices—Accordingly it seems natural to look for
some cause that is more obscure in its operation,
which will account for that part of the fall which
cannot be aseribed to these general and—in the light
of the prolonged controversy—more easily understood
causes. Such a cause is in my opinion to be found in
the direct inflnence of the depreciation of silver, or in

* The Bank of France charges a premium on gold for export.



DEPRECIATION OF SILVER 151

other words the fall in its gold priee. Irom the time
that I first began to give special attention to this
subjeet 1 felt inclined to attach more importance than
was generally done to this factor, and further study,
and especially the course of events, has strengthened
this opinion, which I may add is shared, I believe, by
the majority of those who trade with silver-using
countries, and is confirmed by consular official reports.*
I will try to put in a simple manner the principles
involved, starting from facts that admit of no dispute.

§ 4. The fall in the gold price of silver and the fall
in gold prices gemerally—The first fact is the fall in
the gold priee of silver, with oscillations and fluctua-
tions, from about 60d. per ounce down to 28d. The
second fact is that the prices of the great staples of
wholesale trade upon whieh ealculations as to the
course of general prices are based have also fallen
roughly and approximately in the same degree and with
eorresponding oscillations.

As regards the second fact it is not contended that
the coincidence is exaet, but exactness is not necessary.
It is sufficient for the argument if there is a correspond-
ence that is closer than ean be explained except on
the ground of a causal connection. For it must be
remembered that on any view there are other causes
at work affecting general prices, and these causes are
not uniform and simultaneous in their action, and thus
it is quite possible that at certain times they may
overshadow the particular cause we are at present
investigating. In any instance in which the effect is
the result of a number of complex causes, the influence

* See especially Mr. Jamieson’s Report on the Trade of Shanghat.



152 MONEY

of one cause can only be observed by taking an average
over a series of years. This is a principle of inquiry
that is adopted in every branch of statistics. All
then that is contended for is that there is such a
coincidence between the fall in the gold price of silver
and the fall in general gold prices as cannot be the
result of accident. It follows then either that both
must be effects of the same cause, or one must be the
cause of the other. Let us examine the conflicting
hypotheses, supposing that the general coincidence is
granted.

§ 5. Onc cxplanation of the coincidencc.— One
explanation is that the relative contraction of gold
compared with the work to be done by it has caused
a general fall in gold prices, and that the fall in the
price of silver is only part of this general fall, as in
the case of other commodities. This explanation,
however, appears to be untenable for the following
reasons. In the first place there is no doubt that a
large part of the fall in silver must be ascribed not to
general causes affecting all commodities alike, but to
special causes peculiarly affecting silver. Such, for
example, were the closure of the mints by Germany
and other countries. The effect of these operations
is well illustrated by the most recent examples, namely,
the stoppage of the purchases of silver by the United
States and the closure of the mints in India. With
this demonetisation of silver and diminution of coinage
there has also been a continuous increase in the
production of silver, the amount having risen from
81,000,000 ounces in 1884 to 161,000,000 ounces
in 1893. As a natural consequence of the political
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action of governments with regard to silver it has
become discredited, so that on the whole speculative
influences have also tended to depress the price. If
then silver has fallen in price owing to special causes
affecting that metal it ought to be below the general
level, supposing that it has also been affected by
general causes. DBut we find that on the whole,
taking the years 1874-1892, the price of silver has
been above the prices of commodities in general as
shown by the index numbers of the forty-five important
and representative articles taken by Mr. Sauerbeck.

§ 6. Alternative explanation~—The other alterna-
tive is that the prices of commodities in gold-using
countries have been directly affected by the deprecia-
tion of silver. How this may have occurred is shown
in the following steps. Suppose whilst there is a
certain level of prices in gold-using and silver-using
countries respectively there is a sudden and consider-
able drop in the gold price of silver. To make the
argument clear let us take the rupee before the closure
of the mints, when its value depended on the value of
the metal. Suppose then that the rupee suddenly fell
in its gold price from 2s. to 1s. Gd.; it follows that if
silver prices in India were unaltered an exporter from
India would be just as well off if instead of £20 in gold
he received only £15, for the latter sum would give
him just as many rupees as before, namely, 200.
Accordingly, so long as rupee prices in India remain
about the same, competition will tend to foree down
the gold prices in England in proportion to the fall in
the price of silver. We may look at it also from the
point of view of exports to India. If they only feteh
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the same amount of rupees as before they will command
so much less gold in proportion to the fall in silver,
and thus again we arrive at a fall in gold prices.

The argument involves two difficulties. TIn the
first place, have silver prices remained steady 2* To
this question the answer seems to be until quite
recently in the affirmative, and the movement
upwards that has just made itself apparent is com-
paratively small. The other difficnlty is that although
the argument may apply to the great staples of
international trade between gold-using and silver-using
countries it does not apply to other commodities, and
therefore this special cause could not have a general
effect. Dut the answer is, that under a system of
effective industrial competition it would be impossible
for some important groups of articles to fall in price
owing to currency causes without affecting the prices
of other groups. TFully to explain this sympathetic
interaction of prices would require more space than is
available on this occasion, but to most people examples
will readily occur. Thus a fall in the price of one
important kind of cereals or of animal food will tend
to depress the prices of all possible substitutes. +

§ 7. Confirmation of the alternative explanation.—
The conclusion is confirmed by the very state of

* Some things exported from this country to India for the use of
Europeans, ¢.g. books or whisky, are raised in priee according to the fall
in the rupee, that is to say, the adjustment is made not in gold but in
silver prices. It will be found, however, on investigation, that this
cexeeption really confirms the rule. The point cannot be worked out
in the limits of this paper.

+ For fuller explanation see essay on ‘‘ Causes of Movements in
General Prices,” infra, p. 312.
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affairs which constitutes the great difficulty in the
other hypothesis.  As we have already scen, it is
difficult to argue that the great fall in prices since
1873 is due to a contraction in the quantity of gold
in face of the increase in production in the last ten
years (with a continued fall in prices), and quite
recently the Immense accumulations in the Bank of
England. And although at times there has been a
great demand for gold, still on the whole the special
demand does not appear sufficient to account for this
great appreeiation, or, in other words, this great fall in
gold prices. The point is that although the fall may
be partially explained by the direet application of the
quantity theory, it cannot be wholly explained in that
manner. If, on the other hand, the fall in gold
prices is largely due to the depreciation of silver in
the first place, itself the consequence of causes specially
affecting silver, then we should expect to find an
apparent abundance of gold available for currency and
a visible supply beyond the active demand.

The point is one of the utmost practical importance,
for, if this second explanation is in the main sound, the
fixity of ratio between gold and silver is of far greater
moment than it would be if we were to consider only
the quantity theory of money in its simplest form.

In conclusion, T shall try to show the probable
effects of a change in the production of gold or silver,
or of Dboth, first when the ratio between them is
practically stable, as it was during the first seventy
years of this century, and secondly when the ratio
varies greatly and rapidly according to various political
and economic chaunges.



CHAPTER VII

THE EFFECTS OF THE ANNUAL PRODUCTION OF TIIE
PRECIOUS METALS

§ 1. Effects—on the assumption that the ratio be-
tween  gold and silver s fized.—Assuming for the
present that under any circumstances likely to oecur
the ratio, if fixed by international agreement within
any reasonable limits, could be maintained *—which
was the unanimous finding of the Gold and Silver
Commission—Ilet us consider what would be the
effect of a large increase in one or both of the two
metals. The first thing to notiee is that even if the
annual supplies are largely increased within limits
at all probable—if, for example, they are doubled or
quadrupled in twenty years—still the effeet, having
regard to the total mass, will be comparatively small.
The quality which pre-eminently adapts the precious
metals for a standard of value is their durability, with
the result that their total mass is always great
eompared with the annual supply. Secondly, we
must observe that all the increase in production does

* For reasons see essay on ““The Stability of the Fixed Ratio between
Gold and Silver under International Bi-Metallism,” infra, p. 303,
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not go to coinage, but some part and probably a large
part will be used in the arts. Thirdly, as already
explained under the quantity theory of money, the
rise in prices will not be exactly proportioned to the
increase in the quantity of metallic money. Fourthly,
we must remember that under present conditions at
any rate the civilised world is growing in wealth and
popnlation, and that in consequence there are greater
demands on the precious metals.

Thus on balance the conclusion appears to be
that any inerease in the annual production that is at
all likely to take place would not so much tend to
bring about an inflation of prices as to keep them
from falling. It is impossible in a paper of this
kind to attempt to weigh the geological evidence; the
reader may refer to the work of the eminent Austrian
geologist, Professor Suess, on 7he Future of Silver®
His general conclusion is that the produection of gold
must in a few centuries be greatly curtailed, whilst
that of silver, depending more upon overcoming
actual difficulties in extraction than upon the
accidental discoveries of rich mines, will increase. If,
then, the metals are linked together the falling off
in one will so far be balanced by the increase in the
other for a considerable time, and so far as the factor
of production is concerned prices would tend to be
more steady. This result is confirmed by the stability
of silver prices in the llast in spite of the great
increase of recent years and the lessened coinage of
the metal in the West. If, however, on balance the

* Translated for the United States Government, Washington, 1893
(published at the Government Office).
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increase in the annual production of both metals
combined were considerable, and they were circulated
or used as banking reserves interchangeably, there
would be to some extent a rise in prices; but such a
rise would, to judge by the experience of the past,
give a generous impulse to trade and would eventually
be counteracted or neutralised through the expansion
of commerce and increase in wealth.*

It remains to consider what is likely to happen if
the metals are not linked together.

§ 2. Hffects—on the assumption that the ratio between
gold and silver is not fixed.—Under present conditions, as
the result of the anti-silver legislation that has taken
place since 1873-74, the countries of the world have
come to be divided into two great groups, those with gold
as the real standard of value—silver being only a sub-
sidiary currency like copper or a fiduciary currency like
bank-notes—and those with silver as the real standard,
gold being only a luxury of the same kind as precious
stones. India is at present in a peculiar position,
attempting to make the transition from a silver to a
gold basis of values. Speaking broadly, however, and
omitting this case and the case of countries with
inconvertible paper, we may say with truth that the
world has two standards, gold and silver, and two
systems of prices, namely, prices measured in gold and
prices measured in silver. Now if these two systems
of prices were absolutely independent, and if the two
groups of countries were perfectly isolated, the gencral
level of prices in each would be determined by the

* Cf. cssay on ‘“Effects of Great Discoveries of the Precious
Metals,” infra, p. 221.



EFFECTS—RATIO NOT FIXED 159

quantity theory as given in that extended form which
takes account of all the various factors which influence
the demand for and supply of moncy. Amongst these
causes the production of each metal would find a place
in the two groups respectively. If gold were to fall off
rapidly and silver were to increase, gold prices would
so far fall and silver prices would rise, and converscly.

§ 3. Inter-dependence of gold-using and silver-using
countries—The crucial difficulty, however, arises from
the fact that the two sets of countries are not isolated,
and that some of the greatest trades of the world are
carried on between countries with a gold and those
with a silver standard. It is easy to see that in a
state of equilibrium, that is to say when there is no
artificial disturbance owing to currency causes, the
prices of the great staples of trade must correspond to
the ratio between the two metals. If a given weight of
gold will obtain thirty times its weight in silver it will,
compared with silver, exchange for thirty times as
much of any other articles that are bought and sold in
both countries; for a merchant in a gold-using country
can send gold to the silver-using country, exchange it
for silver at the market price, and purchase the goods
he requires with the silver. If, then, it is granted that
in equilibrium gold and silver prices must correspond
to the ratio between the metals, the question arises—
Can the ratio change in the first place owing to causes
primarily affecting the relative values of the metals?
It secems sufficient to reply that the recent history of
silver clearly shows that the ratio of silver to gold has
varied extremely and frequently from causes specially
affecting silver.
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§ 4. Lractical vmportance of governmental action in
affecting the fixity of the ratio.—Dut, if the ratio itself
changes in the first place owing to causes affecting
one or other of the metals themselves, then the prices
of the commodities of international trade must be re-
adjusted to this change ; if, for example, gold fetches
twice as much silver as before, either gold prices must
fall or silver prices must rise, or both movements must
take place. Any such changes must, however, produce
corresponding disturbances in trade, and another re-
adjustment may begin before the first is completed,
so that trade may never be free from these disturbing
elements. In this case any great increase in the
annual production of one metal may have an entirely
disproportionate effect on prices. Thus an augmented
supply of silver being thrown on the market may
malke its gold price fall and indirectly cause other gold
prices to fall.*

Most people who have not given much attention to
the question, if asked why silver has fallen to half its
former price, at once answer that it is entirely due to
a fall in the cost of production at the mines and a
consequent inerease of supply. If they are then
reminded that supply is only one of the factors that
determine price, and asked about the demand, they
reply that there has evidently been no corresponding
increase in demand. When further asked as to the

* Tor fuller and more technical treatment of some of the questions
raised in this section, more especially the relations of gold and silver
prices on the one side and the ratio between gold and silver (as con-
modities) on the other, see the essay on ‘“Causes of Movements in
General Prices,” infra, p. 342.
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consequences of this fall in price, they say that this is
a matter of no importance except to those who use
silver; that the consumers of the article will benefit
just as in the case of a fall in the price of diamonds
Or eopper.

But what they forget is that silver is used as
money, and what they do not understand is why that
should make any difference—at any rate to the
countries that use gold as their standard. If, however,
they could once grasp the idea that when any change
oceurs in the ratio between gold and silver (or if they
prefer the words, in the price of silver) some adjustment
must be made in general prices either in silver-using
or gold-using countries or both, and that the experience
of the last twenty years seems to show that the ad-
justment has been made in gold prices, they ought to
sce that the difference is enormous.

For regarded from this point of view those who use
silver, or are affected by the use of silver, are all those
who buy and sell, or have to fulfil contracts in terms
of money. Thus anything that affects money practically
affects everybody—whether they happen to see it or not.

And this is the principal reason why every govern-
ment at a very early stage has undertaken the control
of coinage. At the present time, moreover, in com-
mercial and monetary transactions, the principal nations
of the world are more closely connected than were
formerly the provinces and towns of any particular
country. Accordingly an international agreement as
to the metallic foundations of a general monetary
system would appear to be the natural outcome of the
commercial and financial development of the world.

11
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JOHUN LAW OF LAURISTON:

AND
THE GREATEST SPECULATIVE MANIA ON
RECORD *

ADDRESS TO THE EDINBURGH PHILOSOPHICAL
INSTITUTE, JANUARY 24, 1888+

IN the invigorating address i with which Mr. Morley
opened the course of lectures for the present session,
the most remarkable feature to my mind was the
way in whieh the most brilliant, ingenious, and witty
aphorisms of the eynical man of the world were made
to appear stale and flat eompared with the wisdom of
those whose “great thoughts come from the heart.”
At any rate, all who listened to the address must
have been impressed with the faet that, however

* 1 have been much indebted to Recherches lListoriques sur le
Systeme de Law, by E. Levasseur; Histoire de Law, by Thiers;
Wood’s Memorials of Cramond and Life of Law; the Memoires de
la Vie privée de Louwis XV.; the acconnt of Law’s system in Sir
James Steuart's Political Economy; and various minor works of
Montesquien and Defoe.

+ Some parts were omitted in delivery for want of time.

% On ““ Aphorisms.”
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coldly and impartially history is written in these days,
the heart still warms to the good man struggling with
adversity, and pays but listless attention to the brilliant
achievements of energy without moral purpose, and
intelleet without soul. ]

For my own part, I soon became painfully afraid
that, in taking for the subject of my lecture John
Law of Lauriston, I had, in one important respect at
least, chosen a most uninteresting theme. For, as
his earliest biographer puts it, “ to his moral character,
I am sorry to say, no compliments can be paid”;
and in support of this statement he quotes the re-
mark of a contemporary that, even before he attained
his majority, “he was nicely expert in all manner of
debaucheries.”

A few facts from his early life will justify and
partly explain this judgment.

John Law was horn in Edinburgh in April 1671.
His father was a goldsmith, an occupation which in
those days was more that of a banker of a primitive
kind than a craftsman. He amassed a sufficient
fortune to buy the estate of Lauriston, but died the
next year (1684), and left his son, at the age of
fourteen, heir to his estate, and committed to the
charge of a prudent but too indulgent mother. The
boy was gifted with a handsome person, and beeame
accomplished in all the arts and amusements of society,
including tennis and feneing.

Freed from countrol, he soon hegan to waste his
substance in riotous living. He went up to London
about the age of twenty, and celebrated his coming
of age by making over the estate of Lauriston to his
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mother, so as to provide funds for his debts. His
next exploit was, at the age of twenty-three, to kill
in a duel another man of fashion with whom he had
some hot words relating to a imarried lady. For this
affair, after a three days’ trial, he was convicted of
murder and sentenced to death. On a representation
of the case to the Crown, however, he obtained a
pardon; but as the relatives of the man who was
killed made an appeal, Law was put into prison, and
apparently thought it safer to bribe his jailers and
escape to the Continent.

He remained abroad about six years, providing the
means for his extravagance and pleasures chiefly by
gambling.

So far, John Law appears simply as a man of the
world, as the world was at the beginning of the
eighteenth century. He set off a fine person with
handsome dress, and won the hearts of men and
women by his brilliant wit and pleasant manner.
We have the authority of no less a person than the
Professor of Anatomy in the University of Edinburgh
of the time, that Mr. Law was one of the easiest, most
affable, and best behaved men he had ever seen; and
the professor is supported by a erowd of dukes and
duchesses. John Law was by no means a needy adven-
turer, as is too commonly supposed. He was of good
family : his father was great-grandson of James Law,
Archbishop of Glasgow, and his mother was con-
nected with a branch of the dueal house of Argyll
After his hurried departure to the Continent, as a
natural precaution against the possible success of the
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appeal against Lim, he was soon appointed Secretary
to the Dritish Resident in Holland; and some years
before he attained his great celebrity, he married Lady
Catherine Knollys, daughter of Nicholas, third Earl of
Banbury.

Thus John Law had every right to rank as a man
of fashion and a man of honour, which is not indeed
saying very much, comparing our standard with the
standard of his day, but which is saying enough to
show that lhe was not a cardsharper and swindler, or,
as the French called him after his fall, the “eldest son
of Satan.”

But whatever judgment be passed on Law’s moral
character—and the popular judgment has certainly
been far too harsh—there can be no two opinions as
to his great financial genius. Having regard to the
circumstances of the time, to the rudimentary con-
dition of monetary science, and to the want of national
experience in credit transactions, he displayed both
wonderful originality and wonderful soundness. It
is not just to test a man’s ability by the mere event
of success or failure, which may be largely due to the
action of others beyond his control. John Law’s
system certainly ended in the most tremendous
financial collapse on record. But in spite of this
catastrophe, John Law may have been an excellent
financier, just as Napoleon was a great soldier in
spite of Waterloo, and the man who lost his soul to
the devil at a game of chess may have been an excellent
chess-player.

The Bank of England was founded in the year in
g y
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which Jolm Law killed Mr Wilson and fled the
country, and the Bank of Scotland was founded in the
next year.

Perhaps the most effective way of bringing before
you the rudimentary state of banking at the time, is
not simply to mention the fact that Bank of England
notes fell considerably below par, but to reeall the
main features of a earieature, published after the
failure of Law’s great Mississippi Scheme, about
twenty-five years after the foundation of the Bank of
England. The “ Goddess of Shares” is seated in a
beautiful ear drawn by the Goddess of Folly. Lest
the car should not roll fast enough, the agents of four
great companies, who are known by their long fox-tails
and cunning looks, turn round the spokes of the wheels,
upon which are marked the names of the several stocks
and their value, sometimes high and sometimes low,
according to the turns of the wheel. Upon the
ground are the merchandise, day-books and ledgers of
legitimate commerce, crushed under the chariot of
Folly. All this is simple and natural ; but the most
startling thing is to find that those who are drawing
this car of Folly are representatives of great financial
schemes, and that the Bank of England, though a
quarter of a century old at the time, is placed in the
same yoke with the South Sea Bubble. Imagine the
state of eredit in which the Directors of the Dank of
England could be represented as foxes with ennning
looks and long tails, and that noble institution as
trampling upon legitimate commerce !

For the sake of a convenicent illustration, I have
abandoned chronology ; but at the time the Dank of
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Lngland, the first regular bank in the kingdom, was
founded, John Law was forced to retire to Holland,
and in Amsterdam he found a bank that had been
in a flonrishing state for nearly a century. The bank-
ing, however, which it performed was of the simplest
possible kind. Holland was the centre of the world’s
trade, and it was by trade that she amassed her wealth
and became the richest country in Enrope. The
Dutch traders, however, were much tronbled with the
defective state of their own coinage, and still more by
the circulation of a mass of foreign coins of uncertain
value. No merchant could tell exactly what a Dill
payable in Holland would realise.

The Bank of Amsterdamwas instituted to remedy this
evil. Tt would lead me too far from the path of my nar-
rative if T were to deseribe in any detail the principles
on which this bank was founded, and I will confine
myself to the idea which so much impressed John Law.

Avoiding technicalitics, the cssence of the institu-
tion may be explained in very few words. The mer-
chants took all sorts of coins to the bank, and the bank
gave them credit for the real and not for the nominal
value. It is just as if in England the gold coins be-
came so light that the banks were afraid to take them
at full value, and only allowed the value by weight.
The bank locked up the money, and practically gave
the merchants bank-notes representing the money. *

* The Bank of Amsterdam did not aetually issue bank-notes in the
way practised at present. The precise method of dealing with the
bank-eredits and bullion, however, is too intricate for consideration in
this place. Compare Adam Smith’s Wealth of Nations, bk. iv. chap.
iii., and Sir James Stenart’s Principles of Political Economy, bk. iv,
part ii. chaps. xxxvii.-xxxix.
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These bank-notes were bought and sold in order
to settle Dbills, for every one knew that the bank-note
represented a certain number of perfeet coins. The
most curious thing was, that the notes were so much
valued that they actually sold for a little more than
their nominal value.

It may seem paradoxical to say that a bank-note
should ever be worth more than the gold it represents;
but again, let me refer to our own light gold coinage
for illustration.

Suppose that our banks decide to take the gold
only by weight, what would be more natural than for
a trader to say, when offered a bag of suspicious-
looking coins in payment of a bill, Pay me in notes
which the banks must meet in coins of full value; T
cannot weigh and test all those coins ?

But if many merchants did that at once, and the
notes were limited, for a time they would command a
premium. People would pay for the extra convenience
of a note as they pay now for a post-office order.

To return to the Bank of Amsterdam. It was
scen at the time, and it has always been admitted
since, that the bank-notes issued by it were in every
respect better money than the actual gold and silver
coins in circulation. Obviously, so long as the bank
retained all its gold, and made no advances at all, so
long as it kept to its primary object, its notes were
absolutely safe—safer, indeed, than the coin in the
possession of the merchant, and in every way they
were far more convenient ; that is to say, paper money,
under certain conditions, was better than metallic
money.
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It was in Holland that John Law may be said to
have matured the leading ideas of his system; and
undoubtedly, if not originally due to, they were largely
influenced Dby, his experience in that country. He
contrasted Seotland and England with Holland, and
found that, whilst all the natural advantages were in
favour of the former countries, the trade and wealth
of Holland were far superior. The only reason, he
thought, must be in the different treatment of industry
by Government. So mueh was he convinced of this,
that he wrote: “If Spain, France, or Dritain, or any
one of them, had applied to trade as early, and upon
the same measures, as Holland did, Holland would not
have heen inhabited.”

What, then, were the essential points of differenee ?

In the answer to this question John Law discovered
the elements of his system.

In the first place, he observed that, owing to its
banking system, there was in Holland an abundance
of money to drive trade, and that credit lent the
support of capital to new undertakings, at a very
moderate return. In Seotland, on the contrary, trade
was fettered, and the development of industry checked,
because there was not enough money and eredit to
give free secope to enterprise.

Aceordingly, he thought one of the prinecipal needs
of the time was to supply the nation with sufficient
money ; and as a eonsequenee he has been aceused of
holding all the errors of the inflationists, and of he-
lieving that it was only necessary to flood the country
with “counters” (metallic or paper) to bring about
prosperity.
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There is nothing more dangerous to clear reasoning
than to push an analogy to an extreme, and the
analogy of “ counters ” has in recent days probably done
much more harm than good. Money is certainly a
medium of exchange, and may thus be compared to
“counters,” but a metaphor does not exhaust all the
functions of money and credit.

We shall approach much nearer to the idea in John
Law’s mind if we suppose, not that he could not dis-
tinguish between the real and the nominal wealth
of a country, but that he appreciated the difference
between a country or eity, or even village, with and
without a banking system. If it were proposed to
establish a branch bank in a new district, it would not
savour of practical wisdom to object that money was
only “eounters”; and it is about as sensible to write
down John Law’s system as false, under the impression
that he did not understand that elementary fragment
of monetary seience. At any rate, he understood it
sufficiently well to write : “ Money is not the value for
which goods are exchanged, but the value by which
they are exchanged; the use of money is to buy goods
and silver, whilst money is of no other use ” ; and Adam
Smith himself could not better express this “ counters”
theory of money.

Next as regards money, John Law observed that
in Holland, not only was the paper money better than
gold or silver, but that, owing to the preference of people
for the paper, the precious metals which it represented
remained locked up in the bank and were never de-
manded. What, then, more natural than to suppose
that a paper-money, or at any rate an extensive credit
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system, might be formed with some other real security,
such as land, at its back? And in modern times, is
not every advance by a bank upon securities of vari-
ous kinds an example of what Sir James Steuart called
the melting down of wealth into bank-money ?

But apart from the superiority of its monetary
system, John Law imagined that Holland had an ad-
vantage over other countries, because she understood
much better the general industrial functions of govern-
ment, both by way of freedom and by way of control.
Accordingly, we shall find that Law’s system, when
fully developed, was, on the one hand, an anticipation
of free trade in the widest sense of the term, involving
the abolition of monopolies and petty restraints and
the repeal of oppressive taxes; whilst, on the other,
it imposed on the State certain large dutics in
industrial organisation, the mneglect of which in
modern times has been the principal encouragement
to Socialism.

It was with the view, in the first place, of benefit-
ing his country, by placing the relations of govern-
ment to industry on a sounder hasis, that, soon after
he returned to Scotland, he published his proposal for
a Council of Trade.

The Council of Trade was to have under its control
the whole of the king’s revenues, charitable endow-
ments, tithes, and certain specified dutics. This
enormous income, after a certain portion had been
handed over for the use of royalty, was to be employed
for the promotion of industry. Scotland was then
swarming with beggars, and they were to be compelled
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to work ; monopolies of various kinds were to be pro-
hibited ; duties on imports and exports were to be
repealed or reduced ; fraudulent bankrupts were to be
punished and honest debtors liberated; and in short,
the Council of Trade was to earry out a complete
scheme of industrial and mercantile reform, on what
was a very liberal basis, considering the eircumstances
of the country at the time.

This proposal, however, eame to nothing; and five
years later, when about thirty-five years of age, John
Law tried to earry out the less ambitious project for
the reform of the eurrency and the extension of eredit.
With this object in view he published his prineipal
work on Money and Trade.

The trcatise is written in a vigorous style, and is
strietly argumentative. The reasoning is perfectly
clear, but often so briefly stated as to be difficult to
follow. The design was evidently struek off by the
writer at white heat, and under the full eonvietion
that it was perfeetly praecticable and of the highest
national importanee. There is not a trace of the
prospectus-monger who, to promote his own interest,
professes to trade for the public good. Any one who
imagines that John Law was simply a projector who
deceived a credulous publie by flattering, glowing hopes,
which he himself knew to be false, eannot do Detter
than glance over the little book on Money and Trade.
Tt is from beginning to end a pure piece of political
arithmetie, and has no more of the gorgeous visions
of speculation than one of Rieardo’s tracts on « Cur-
rency.” In faet, to a person not well versed in
economic reasoning, it will be about as entertaining
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as to a non-mathematical reader a treatise on the
differential calculus.

As the scheme was not approved by Parliament, I
do not propose to discuss it in detail. The leading
idea was to issue bank-notes upon landed security, the
amount issued being strictly limited, and the whole
management being of the most public character. The
reason given was, that at the time there was not
sufficient currency in the country to develop its re-
sources, and that the money in use was subject to
great and uncertain variations in value. Whether the
scheme could ever have worked practically is more
than doubtful; but as a piece of theory it is in-
teresting and instructive.

As soon as he found that his proposals for the im-
provement of the national finance and industry were
not likely to be carried out, John Law resumed his
old life on the Continent. He visited many of the
principal cities in Europe, especially in Italy, and
everywhere studied banking and finance, and indulged
in gambling and speculation. He first visited Paris in
1708, and became notorious for his high play. It is
said that he always took with him to the gambling-
table two bags econtaining gold to the value of several
thousand pounds sterling, and was accustomed to play
for such high stakes that he used counters to re-
present his money, to save the trouble of handling the
large sums—the counters always being duly honoured
at the close of the evening. It was on this occasion
that he met the prinee who later, as Regent and Duke
of Orleans, gave him a field for the development of
his system. He made encimnies, however, was coni-
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pelled to leave Paris, and resumed his rambles over
Europe.

By a rare combination of skill and good fortune,
he amassed considerable wealth ; and soon after the
death of Louis XIV. in September 1715, and the
assumption of the Regency by the Duke of Orleans,
he returned to Paris, bringing with him more than
£100,000 sterling.

Between the middle of 1716 and the end of 1720
occurred a serics of events of the most astonishing
character, which for a time made John Law the most
powerful man in France and the most cclebrated man
in the world.

To understand this extraordinary drama, it is
necessary to grasp both the character of the man and
the state of affairs in France. As for the man, he
may be known by the deeds already noticed. He had
studied finance amongst the phlegmatic Dutch and
the crafty Italians, and had lived a life of pleasure in
the most corrupt courts and cities of Europe. His
manners were pleasing and even enticing, yet he was
quick to resent an injury. Full of resource and un-
tiring in energy, he commanded the respect always
accorded to superior intellectual activity. Thoroughly
convinced of the truth of his own theories, he infected
others with his own enthusiasm. e dazzled the
world with his bold cool-headed gambling, and yet
wrote like a philosopher on the mysteries of value and
money. He had large statesmanlike views on the
industrial policy of nations; but at the same time
he altogether underrated practical difficulties, as if
life were only a game of chance and skill; and he

12
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was prepared to reorganise the industry of a mnation or
of the world in less time than other men have taken
to describe in a book an idcal Utopia.

Such was the man, and by a strange fatality IFrance
afforded him a field exactly adapted for the display of
his peculiar genius. .

France, at the death of Lowis XIV., was on the
verge of national bankruptey. The heavy expenditure
of the closing years of his reign had only been met by
loans contracted at ruinous rates of interest, and by
the most burdensome methods of taxation. Every de-
vice for raising money had been tried. When no
more could be obtained from the people by force, the
king resorted to the sale of patents of nobility and of
all kinds of offices and monopolies, until Paris was
filled with royal officers whose fantastic titles provoked
the ridicule of the people. Even public lotteries were
practised to such an extent that at last they ceased to
be productive. The people became too poor or too
hopeless to invest a shilling for the sake of a fortunc.
About five years before the death of the king, a tenth
of the property of every one, from the Dauphin down-
wards, was exacted; but gradually cxemptions erept
in, and this new tithe became practically a tax on
agriculture and commerce. The coinage was called in,
in order that the Government might abstract a certain
portion and re-issue at the same nominal value. DBy
an operation of this kind in 1709, the king gained
about 23 per eent—that is to say, he practically re-
duced the weight of each coin by that amount. Dut
the evils eaused by the discredit attached to the de-
based coinage were so greal, that in 1713 an edict
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was passed to bring it up to the value at which it had
been for nearly fifty years of the flourishing part of
his reign. Large amounts of promissory-notes on the
part of the State (billets d'état) were issued, most of
which did not pass for a quarter of their nominal
value, and some were hardly worth a tenth.

Thus Louis XIV. left to his successor (his great-
grandson), a child of five years, a total debt of 3}
milliards of livres (or about 250 millions sterling at
the proper rate of conversion), a mass of accounts
hopelessly entangled, an empty treasury, a ruined
eredit, a people crushed with new taxes that became
every year more unproductive, and a growing expendi-
ture.

All the real power of the State fell into the hands
of the Regent, the Duke of Orleans. The Parliament
attempted to assert some power, but was speedily and
roughly erushed, and the Duke was, for all practical
purposes, an absolute ruler. His court became so
hopelessly eorrupt that the satirists of the time could
only find fitting parallels in the worst scenes of the
Roman Empire. The Regent himself indulged in the
grossest debaucheries ; and the day after some of his
saturnalia, in which the very footmen joined, he was
incapable for hours of attending to any serious
business. One of his mistresses was moved to say
that God had made man’s body out of clay, and with
some mud left over, the souls of princes and lacqueys.

Yet even in the muddy soul of the Regent some
grains of pride and honour were left, and he refused
to assent to a complete national bankruptey. A
Commission was appointed to examine critically the
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obligations of the late king, and to divide them into
classes. In the end the national debt was reduced by
about one-half, on which interest of 4 per cent was
promised. In order to raise funds for present expenses,
however, the coinage was again suddenly reduced in
real value, in spite of the warnings of experience.
The coins which the late king had brought up to their
old level were called in and restamped with the new
child-king’s effigy, and nearly 30 per cent abstracted.
It is needless to say that the people, at least the
money-dealers, exported their full-weight coins to
Holland and other places where they could get them
recoined at a cheaper rate.

Such was the state of France when John Law came
to Paris to renew his acquaintance with the Regent,
who was of course prepared to regard with favour any
project that seemed likely to yield money. Law had
only to persuade this one man of the probable success
of his schemes to ensure full scope for their develop-
ment, and he lost no time in commencing his work.

In the first act of this great national drama, the
principal characters appear in the most favourable
light. John Law gives the Regent elementary lessons
in banking, and points to the great success of the banks
which had already been established in the most flour-
ishing cities of Kurope. The Regent learns with a
will, and approves of the project for a great national
bank ; but new to banking and despotism, he takes
advice from his counsellors, who, being for the most
part of the Polonius order, naturally advise against the
scheme.

After much discussion, however, Law was at last
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allowed to establish a private bank at his own risk—
the letters patent being dated 2nd May 1716 ; and
having first, at the humble request of the Tarliament,
been naturalised, he commenced operations about June.

The bank was established and conducted on the
soundest prineiples, and its services soon began to be
appreciated, and John Law proved that bank-notes
representing a fixed amount of gold are far better than
coins, the value of which is being constantly changed
by the Government. His notes were promises to pay
so many crowns (dcus de bangue) of the value of the
day on which they were issued; and thus they always
represented the same amount of fine silver, whatever
change was made in the coins. So far, indeed, he
simply carried out a system of banking which had been
practised with success in Amsterdam for a century, and
in other places for shorter periods. It was allowed on
all sides that the bank was a great success. “If)” says
Thiers, “Law had confined himself to this establishment,
he would be considered one of the benefactors of the
country, and the creator of a superb system of credit.”

We are so familiar with banks, and so unfamiliar
with the evils of a fluctnating coinage, that we are apt
to underrate this great improvement effected by Law.
The success of the bank, however, was so great, that
it gradually became in reality a national or royal bank.
The collectors of taxes were ordered to make their
remittances in its notes, and these notes, like those of
Amsterdam, bore a premium. The formal conversion,
however, of Law’s private bank into a royal bank took
place in December 1718, and was marked by a change
of vital importance.
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The notes issued were now simply promises to pay
so many current coins (livres tournois), and were thus
subject to change in real value with every fluctuation
in the coin. At .the same time, the first step was
taken towards making the notes really inconvertible—
for all payments above a certain amount were to be
made either in gold or notes, not silver ; and as there was
very little gold in the country, this practically amounted
to a forced circulation of the notes.

Law was so much impressed with the superiority of
paper money, that he apparently thought that to compel
people to use it by a little pressure was only to pro-
mote their own interests against their will; but he
overlooked the fact that the essence of all credit is the
voluntary action of the contracting parties.

So long as the notes were freely taken as convenient
substitutes for metal, they were of advantage to the
country ; but when they obtained a preference in
payments, simply by force of law, the way was open
for great abuses.

In the meantime, however, John Law had begun to
apply the other leading ideas which he had in vain
tried to induce Scotland to put in practice—namely,
to promote the national industry by measures of a
wide-reaching character.

At that time, in nearly every country in Kurope
the principal part of the maritime commerce was in
the hands of privileged companies. Thus the English
East India Company had for more than a century been
extending its branches and preparing the way for the
ultimate creation of an Indian empire. Holland, also,
had a similar company in the same region; and no
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doubt John Law not only appreciated fully the success
already achieved, but anticipated still greater success
in the future. The IFrench, too, under Richelieu had
started companies for the development of certain
portions of America; and their West India Company
was intended as the counterpart of the Duteh and
English East India Companies. The partial colonisa-
tion of Canada by the French took place in this
manner. But the French companies seemed to possess
no vitality ; and when John Law turned his attention
to the development of the forcign trade of France,
they were all dead or dying.

He did not think the principle wrong, but ascribed
the failure to a bad selection of country and bad
methods of administration. About the time of Law’s
birth two Frenchmen, penetrating the wilds from the
Canadian possessions of France, had discovered and
explored a large part of the basin of the Mississippi,
and had in the name of Louis XIV. taken possession
of the vast tracts which were afterwards to form some
of the most fertile and wealthy of the United States.
The whole region had been christened Louisiana, in
honour of the king; a few forts had been erected, but
beyond this nothing had been done for the development
of the country.

It occurred to Law that with sufficient capital and
vigorous management on a large scale, this territory
might be made to rival or excel the East India of
Iingland ; and accordingly, in 1717, he promoted the
Company of the West—iwhich was the beginning of
the famous Mississippi Scheme.  The privileges granted
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to the new Company were of the most unlimited kind
—and, in fact, it was entrusted with sovereign power
over the whole territory.

It is important to observe that this Mississippi
Scheme was no more a fraudulent projector’s bubble
than was the English East India Company; and an
impartial observer at the time might well have thought
that France had a better chance of establishing
magnificent colonies in the fertile and almost unoceu-
pied lands of America, than Britain of bringing under
her sway the millions of India who had already made
great advances in war and civilisation. John Law
was, as events abundantly proved, perfectly right in
supposing that the Mississippi basin was capable of
extraordinary commercial and industrial development ;
but he failed to observe that, for suceess, both a very
large capital and a considerable length of time were
necessary. He was a man of excellent theories, but,
probably owing to his gambling habits, he was apt to
underrate all practical difficulties.

It is true that the capital nominally created was
for the time very large, but the real valuec obtained
by the Company was far too small. The Company
did not obtain its privileges for nothing—in fact, the
subseriptions for its shares were mainly used for
veducing the national debt and providing for the
immediate extravagance of the Regency. The Com-
pany only received the interest—the capital was lent
to the Government. Had John Law been free to act
according to his own judgment—had he not been
compelled to purchase every privilege at an extravagant
price, and to consult a despotic ruler whose natural
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abilities had been ruined by execesses, and whose court
was a whirlpool of extravagance,—he might have
relieved France from her burdens and given her new
life by providing freedom for expansion. But the
Regent’s insatiable extravagance, and Law’s boundless
confidence, from the first made suceess more than
doubtful, and a new force was soon to come into play
which rendered failure inevitable. This was the most
unbridled frenzy of speculation which the world has
ever witnessed.

Tt would be hopeless to attempt to condense into
a few sentences the details of the development of
John Law’s extensive schemes. Suffice it to say, that
in less than two years from the establishment of the
Company of the West, he had merged it in a new
company, styled the Company of the Indies, the
powers and privileges of which must have surpassed
his most extravagant dreams. '

This Company was primarily a commercial company
which absorbed all the old companies, and thus
practically monopolised the whole of the trade of
France with new countries. DBut step by step it
acquired new privileges and assumed new functions.
Most of the important taxes in France were levied
by a pernicious system of “farming.” The privilege
of collection was sold for a lump sum, just as till lately
in this country was the case with the tolls. The
Company of the West had already acquired the
monopoly of tobacco; and the new Company of the
Indies, created in May 1719, had obtained in a few
months the management of all the taxes levied under
the farming system.
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For this privilege Law undertook a great and novel
scheme for the conversion of the whole national debt.
He proposed to lend the Government at 3 per cent
sufficient money to pay off all the old creditors, which,
as the debt was paying 4 per cent, would really relieve
the Government of a fourth of the burden. If
successful, the operation would thus be a gain to the
country as o whole; and, as Law said, although the
creditors of the State (remtiers) did not like it, the
principal part of the State is composed of workmen
and merchants in towns, and peasants and labourers
in the country, who are the real source of its wealth.
At the same time, however, he did not propose to
make the conversion compulsory, but to offer sufficient
inducement to the owners of renfes to accept the
capital sum due. This inducement was the privilege
of buying shares in the new company ; and how great
this attraction was will soon be made apparent. Thus
in effect the operation consisted in the Company
buying up the whole national debt with a great issue
of shares. This vast operation was in a fair way of
completion before the end of 1719, when John Law
attained the height of his power. He had now only
to assume the title and office of Comptroller-General
to be in name, as in reality, the Prime Minister of
France.

A strong light is thrown on the morality of the
times by a preliminary step which was necessary.

To start his bank, the foundation of his system,
Law had to become a naturalised French citizen ; and
to become Comptroller-General—to place the last
ornament on the summit of the edifice—he was obliged
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to become a Catholic. The task of conversion was
committed to the Abbé Tengin, the peculiar infamy of
whose character was sufficient, even in such an age, to
arouse popular detestation, and to give an entirely
commercial complexion to Law’s change of faith. The
conversion, such as it was, was rapidly completed, and
the Abbé received for payment shares to the nominal
value of about £10,000.

The system of Law, during the few months in
which it dazzled the world, was a strange mixture of
prudence and recklessness, of the soundest finance
and the wildest gambling, of favourite theories
abandoned and forgotten, and of others carried to
impossible extremes.

The good intentions of the system may be noted
first, as in the nature of things they have been more
readily forgotten than the evil effects.

First of all, then, the burden of taxation was lessened.
Under Law’s organisation the people paid far less, and
yet the State received far more. Not only was the
national debt consolidated, and the rate of interest
greatly reduced, but a multitude of imposts and
monopolies which had strangled commerce were an-
nulled, and legitimate trade began to flourish. He
regarded his system simply as providing and ensuring
the fundamental principles of industrial organisation as
the natural duty of an orderly government; but apart
from this, he may be regarded as a thoroughly practical
exponent of the prineciples of Free Trade and matural
liberty. He considered the interests of the common
people as of primary importance. For example, when
the butchers of Paris, for plausible but fietitious reasons,
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raised the price of meat, Law told them plainly that if
they could not distribute meat at a fair price he would
soon find others who could. As an experiment, he
bought two oxen, and after a careful calculation of all the
expenses, and allowing for profits, he found he could sell
for nearly half the price charged by the butchers, and
thus compelled them to lower their prices.

He did his best to develop the internal commerce
of France. His bank advanced to manufacturers
immense sums at 2 per cent ; a great number of people
imprisoned for debt were liberated ; money unjustly
confiscated by the tribunals was restored ; and the
artisans who had been driven from France in the time
of her distresses were recalled, the State paying their
passage. Throughout France many vast improvements
were commenced—Troads, canals, bridges, and useful and
magnificent buildings were the first-fruits of the new
system. Under the genius of the Comptroller-General,
industrial France vibrated again with new life, like the
earth at the approach of spring.

Not content merely with the development of the
commerce of the towns, he turned his attention to the
country. He relieved the peasants from their most
oppressive taxes ; he tried to break up the large estates
held in mortmain by corporations; he established a
sound system of poor relief for the impoverished
peasantry ; and bought up and extinguished all kinds
of unjust and prejudicial monopolies which had sprung
up through the sale by Louis XIV. of fragments of his
sovereign rights. Unfortunately for France, most of
these reforms were nipped in the bud, so that we must
judge of their value rather from the intention than
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the deed. But on the whole, the industrial reforms
which John Law attempted in his short term of office
and power may be fairly compared with the reforms
effected in this eountry during the present century by
a series of great statesmen, who have worked on the
same lines in the simyplification of taxation, the abolition
of monopolies, and the extension of the freedom of
industry.

The system of John Law, viewed merely as a system
of finance and industrial organisation, was a work of
genius ; and had it not been vitiated by the growth of
a malignant prineiple, opposed to its very essence, it
would have conferred upon his adopted country inestim-
able benefits.

But in order to obtain funds for the completion of
his schemes, Law had always viewed with favour, and
even encouraged, a rise in the value of the shares already
issued. He thus called up a spirit of evil which, like
the genius of an Eastern tale, placed at his disposal
endless wealth, only to make it disappear still more
suddenly.

This demon of speculation, at first the slave of
John Law’s system, soon became its master and
destroyer.

Without entering into details, it is easy to see the
progress of the enchantment. A trading company was
started, with very fair prospects, by a man who had
already proved himself an excellent banker, and who
had obtained the confidence of the despotic ruler of the
country. In spite of its advantages, however, its shares
were for nearly two years below par.  Gradually other
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schemes were amalgamated with the original plan (eg.
the farm of the tobacco duties), and these schemes found
more favour. DBut the new shares (les filles) were only
issued to those who already held old shares (les méres),
and consequently the demand for the new shares raised
the value of the old in a way that is perfectly familiar
to the present race of directors and shareholders. The
magnitude which the Company of the Indies attained,
on the completion of its privileges, may be judged from
the fact that its actual profits were, at the end of 1719,
estimated at more than four million pounds sterling per
annum. It is easy to imagine how the gradnal issue
of shares corresponding to such a vast real revenue
would, in the nature of things, eneourage speculation.
The most ignorant and blind could observe the rapid
rise in the value of the old shares, and could see how,
merely by the sale of doeuments, enormous fortunes
were made in a few weeks,

Consequently,on a new issue, a rush was made to sub-
seribe, and when the speculation had reached its height,
the dividend fixed a few months before was not sufficient
to pay & per cent on the market value of the shares.

Shares of the nominal value of 500 livres had been
issued at 1500, and through speculation had been raised
to 12,000 livres in December 1719, Consequently,
the dividend fixed before at 12 per cent on the original
share value, would really pay on the 12,000 only
per cent. DBub every one, in these days, knows that
this is a position of extremely unstable equilibrium, and
that if the interest does not rise, the value of the
shares must fall.

Had Law acted with prudence, instead of with ex-
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cessive hopefulness, he wounld have allowed the shares
to have fallen in the ordinary course of things, and
only have used his influence to prevent the fall being
too rapid. But his system was not yet complete, the
conversion of the debt was only partially accomplished,
and apparently he was afraid that a rapid fall in the
value of the shares would injure the wider prospects
of the Company.

Accordingly he set himself, during the carly part
of 1720, to bolster up the shares. He declared that
the Company would pay a dividend of 40 per cent in-
stead of 12. Yet with the shares of 500 livres at
12,000, even this dividend, which was the utmost
that could possibly be paid in the most sanguine esti-
mate, only yiclded less than 2 per cent, and a heavy
fall was certain to take place.

In most cases a speculation involving millions
would be checked, owing to the impossibility of find-
ing coin or credit for further extension; but the Com-
pany of the Indies was, from the first, under the same
guidance as the Royal Bank—Law was the moving
spirit of both, and the bank had the power of issuing
unlimited quantities of notes. Then, again, through
its control of the Mint and the coinage, which it had
acquired soon after its foundation, the Company had
the power of giving a preferecnce to the notes by
arbitrary changes in the coins. John Law had truly
remarked that notes were better than a fluctuating
currency ; but it was carrying the doetrine to a
dangerons and immoral extreme, to make the currency
fluctuate in order to stimulate the demand for notes.

Yet in his anxiety to keep up the use and credit
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of the notes he resorted to this expedient, and de-
liberately mmade rapid changes in the value of the coin,
at the same time proclaiming that no change would be
made in the nominal value of the notes. By induc-
ing people to believe that gold and silver would be
made to pass for less than the corresponding unotes, in
a few days large sums were drawn to the bank.

Imagine what a run there would be for £1 notes
if it were announced that after next Monday a sove-
reign would, in the payment of debts, be considered
only as fifteen shillings, whilst before that date the
banks would give a note for every sovereign, the note
to be always worth, for the payment of debts, the full
pound !

Practically, by these measures, notes became the
real standard, and very little more was required to
make them inconvertible. But Law not only tried to
attract specie to the bank by this unworthy device, but
lie used his political power, no less than his financial
authority, and, in contradiction to all his own better
principles, absolutely prohibited the use of gold and
silver as money, or even the possession of it beyond a
certain limited amount. Finally, in the belief that
the Company was stronger than the bank under these
conditions, he endeavoured to support his notes by
joining the two institutions. The creation of notes,
in spite of promises to the contrary, went on in alarm-
ing quantities. Kven at the end of 1719 it was found
necessary to simply print the notes without signature
by hand, as was at first the case, and the printing-
presses were worked day and night.

It was therefore this power of the creation of
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money to an unlimited extent which enabled the
speculation to attain a height that would otherwise
have been impossible. Every one tried to obtain notes
to buy shares, in order simply to sell and pocket the
difference. No one knew what the real value of the
shares ought to be, and at first even the most prudent
and cautious were enticed by the rapidity of the rise.

Yet even in yielding to these imprudent excesses,
John Law probably acted in good faith, although with
great imprudence. His confidence in the ultimate
success of his vast schemes was boundless. The
commercial and financial business of the Company and
the Bank was indeed so enormous, that exaggeration
of the value of the shares was natural, if not pardon-
able. Again, the constant issues of notes, and the ad-
vances made by the bank for all kinds of purposes,
had lessened the rate of interest, and of course every
fall in the rate of interest caused a corresponding rise
in the nominal value of the capital. There was also
plausibility in the notion that his notes could not be
issued in excess if they simply took the place of the coin,
and if they were issued to meet a corresponding de-
mand. The national debt was, for example, intended
to be bought up with notes, and the receivers of the
notes were expected to use them to take shares in the
new company ; and thus it may be said there was a
demand for the notes. :

And in justice to Law, it must be remembered
that he had to make decisions on the spur of the
moment, on questions of credit and finance, which
even now are not thoroughly settled. The directors of
the Bank of England, during the suspension of cash

13
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payments at the beginning of this century, acted on
Law’s idea that notes could not be depreciated if they
were always issued against a genuine demand. Again,
the Government of France, during the great Revolution,
based the issues of their assignats on a gross exaggera-
tion of the principle which John Law had proposed as
the basis of his land bank. Surely no better proof
could be given of the plausibility of the banking part
of the system than this exaggerated imitation by the
very country which professed to hold the author up to
detestation as an impostor.

And as regards the wider aspects of the system and
its ambitious projects for the development of industry,
history has shown that Law discovered, with wonderful
foresight, the way in which, in the modern world,
eredit would become the life-breath of industry.

The great mistake which he made was the attempt
to force the growth of generations into months with
the vapour and heat of speculation. He admitted as
much after his fall, when he wrote: “If I had the
work to do again, I would go more slowly but more
surely, and I would not expose the State to the dan-
gers which must accompany the derangement of an
old-established system.”

‘When we reflect on the unparalleled excitement of
those few months—on the sudden elevation of a
foreigner and unknown commoner to the highest
power and dignity of a great nation—on the opening
to an enthusiastic theorist of an unlimited field for the
conversion of his ideas into facts—on the gross adula-
tion bestowed Dby all the aristocracy of Europe on a
man already familiar, in a humbler capacity, with the
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pleasures of fashion and society,—the wonder is, not
that John Law made mistakes, but that he kept his
reason sufticiently to make any application of his
principles. And yet, had it not been for the ficrce
frenzy of speculation that burst out in Paris, it is not
improbable that, in spite of his errors, he would have
succeeded In placing his system on a sound basis.
Thoroughly to understand the causes of his failure, we
must attempt to realise the nature and extent of this
national madness.

Milliards and millions, especially when expressed
in an unfamiliar currency, only create a vague sense of
wonder; and it would be of little use to quote the swollen
values of the shares and notes as estimated in French
livres. A few concrete facts will probably give a better
idea than a mere aggregate of inconceivable figures.

A milliner happened to come to Paris about a law-
suit; she was successful, and invested the proceeds in
speculation, and she amassed in a few months a sum
which, converted into our currency, represents ncarly
£5,000,000 sterling. Amongst other millionaires, we
have coachmen, cooks, and waiters, as well as repre-
sentatives of all the nobility of Europe. We are told
that, in the closing weeks of 1719, more than 35,000
strangers flocked to Paris to take part in the specula-
tion,—that all the means of transport from the other
large cities were exhausted,—and that in Marseilles
and other places there was a lively speculation for
seats in the coaches. No class of the community
escaped the infection. Two of the ablest scholars of
France are reported to have deplored the madness of
the times at one interview, only to find themselves at
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their next meeting bidding for shares with the greatest
excitement. The scene of operations was a narrow
street called Quincampoix, and the demand for
accommodation may be judged of from the fact that
a house which before yielded about £40 a-year, now
brought in more than £800 a-month. A cobbler
made about £10 a-day by letting out a few chairs in
his stall; and a hunchback, who is celebrated in the
prints of the time, acquired in a few days more than
£7000 sterling by letting out his hump to the street-
brokers as a writing-desk.

In every social circle throughout the city the only
conversation was on the rise and fall of actions
(shares). A doctor is said to have nearly frightencd a
lady to death by muttering to himself, as he felt her
pulse,“ Alas! good God! it falls, it falls,” alluding, of
course, to the price of his stock.

The central figure in these scenes of excitement
was John Law, who held levees which were more
crowded by distinguished guests than any Court in
Europe. Extraordinary devices were resorted to, even
to see or hear the famous man. One lady ordered her
coachman to upset her carriage on Law’s approach,
that he might rescue her from the wreckage; whilst
another shrieked beneath his window during a dinner-
party that the house was on fire.

Nor was the power and influence of Law ounly
celebrated amongst the Parisians. His native city of
Edinburgh, proud of having produced so great a man,
transmitted to him the freedom thereof, in a ¢old box
of the value of £300 sterling, the diploma heing dated
5th August 1719,
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But the most remarkable proof of Law’s influence
is shown by the recall of Lord Stair, the Dritish
Ambassador at DParis. This nobleman, apparently
with the utmost good faith, had warned his Govern-
ment that Law was a dangerous enemy; but the only
result was that he himself was recalled. Iie was re-
placed by Earl Stanhope, and writing to a friend some
time after, Lord Stair said : “ I shall readily agree with
you that if his Lordship (i.e. the new ambassador) has
gained Mr Law and made him lay aside his ill-will
and ill designs against this country, he did very right
to make all sorts of advances to him—to promise his
son a regiment; to engage to bring Lord Banbury (his
brother-in-law) into the House of Lords; and to sacri-
tice the king’s ambassador to him. If I had thought
My Law to be gained, I should very readily have advised
to do all these things, and a great deal more.”

We find also from this and other correspondence
that Law was regarded as the real Prime Minister of
France; and good authorities state that at the time
his power was greater than that of the great Richelicu
a century before.

A terrible example of his imperious determination
is recorded. ~ Robbery, accompanied by violence, and
even by murder, had become frequent during this
delirinin of money-getting. A young Flemish noble-
man, Count Horn, who, though only twenty-two years
of age, had plunged into the worst excesses, planned
and carried out with two associates the murder of a
rich stock-jobber. They were taken red-handed. Count
IHorn was connected with the noblest families in
Turope; he was allied to several sovereign houses;
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he was even related to the Duke of Orleans himself.
The strongest pressure was used to prevent his exe-
cution, but John Law was deterniined to make a striking
example ; and according to the letter of the sentence
the unfortunate man was broken on the wheel. We
ought to blame the cruelty of the law, not of its
administrator ; for had the eriminal not been a noble-
man, not a voice would have been raised against the
execution.

Another example of Law’s power is worth quoting,
because it shows that he made every effort to render
his Mississippi Scheme a commercial success. He
scattered press-gangs through France, with instructions
to seize and ship to America all who could not prove
they were earning an honest living. The intention
was no doubt good, for France was ecrowded with
paupers, and the new colony only needed hands. DBut
in the end the refuse of the streets and prisons was
exported, to the disgust of the earliest colonists; whilst
a shock of horror passed through France on the
discovery that several young men and women of good
family and honourable life had been seized for the
plantations, that the abduetors might get their reward.

Dut in both respeets Law’s agents alone were to
blame. He himself arranged, in the ost careful
manner, although, of course, the worst side of French
raillery was stirred by it, for the emigration of some
young women brought up in charitable institutions;
and many of them in the sequel were honourably
married, and became the founders of some of the best
families in New Orleans, which was one of the few
tangible remnants of the system.
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But Law’s power, great as it undoubtedly was, was
destined to be short-lived, and the catastrophe was in
keeping with the rest of the drama. The dangers of
the outrageous speculation, and of the excessive issues
of notes, had already been foreseen by the more prudent
speculators in the early part of 1720, and eautiously
and silently they began to convert their paper into gold
and silver or other forms of real wealth. At first Law
tried to counteract these sinister influences, but he soon
became convineced that a heavy fall was inevitable, and
that his whole system was threatened. The great mass
of people, however, had no more idea of the collapse of
the system than the inhabitants of Pompeii of the
eruption of Vesuvius. Thus the edict of the 21st of
May 1720 caused sudden and universal eonsternation.
Its professed object was to reduce the nominal value
of the shares and notes to what was supposed to be
their fair commercial value, but the result was—mnot to
restore reason, but to hopelessly shatter confidence.

The essence of the edict was, that by gradual stages,
but in a very short time, both shares and notes were to
be reduced to about half the nominal value at which
they stood when the decree was issued. The natural
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