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INTRODUCTION

by Frank C. Genovese
C e n r a l  b a n k i n g , t h e ar t  o f  t h t  ban k er ’s ban k , has gr o w n  ou t  o f  a 

t r ou b led  past . I t s st ages o f  evo lu t i on  are m ark ed  b y  t h ree gr eat  d ocu 

m ents, Lombard Street , t h e M acm i l lan  Rep or t , and t h e Rad cl i f fe 

Rep or t . Each  o f  t hese arose ou t  o f  t h e accum u lat ed  con cer n  w i t h  

t h e p rogr ess o f  even t s in  t h e w or l d . Each  represen t ed  a search  f o r  

an sw ers t o  u r gen t  quest ion s o f  i t s d ay.

T h e repor t s deal  l ar gel y  w i t h  t h e ad just m en t s and m od i f i cat ion s 

o f  Br i t i sh  cen t ral  ban k in g t o  ext ern al  d i f f i cu l t ies and p rob lem s. T h e 

M acm i l lan  Rep o r t  appeared  as t h e w o r l d  cr u m b led  in t o  t h e depres

sion  o f  t h e 1930 ’s. T T ie Rad cl i f fe Rep o r t  o f  1959  appeared  in  an  epoch  

o f  sh ak y al l iances ai .d  em er gin g t r ad in g b locs. Bo t h  fo l l o w ed  a per iod  

o f  in f lat ion  and in t ern at ion al  read just m en t  af t er  t he h olocau st  o f  w ar . 

I t  w as in  t h e af t erm at h  o f  w ar  also t h at  em er gin g cap i t al i sm  and 

deposi t  ban k in g fel l  i n t o  t h e d i f f i cu l t ies w h i ch  led  t o t h e p rod u ct ion  

o f  t h e great est  o f  t h e docum en t s, Lombard Street . Pr i o r i t y  in  t im e 

gave i t  t h e t ask , n ot  o f  su ggest in g n ecessar y m od i f i cat ion s in  cen t ral  

ban k in g, b u t  t h e m ore v i t al  on e, o f  en um erat in g t h e p r im e fu n c 

t ions o f  a cen t ral  ban k . I t  creat ed  t h e con cep t  o f  a cen t ral  ban k  and 

t h er eb y  has f o r  al l  t im e assured t o  i t s au t h or  a secu re posi t ion  in  ban k 

i n g t h ou gh t .

T h e M acm i l lan  and Rad cl i f fe st ud ies are t h e w o r k s o f  m an y m en  

w h o  had st af fs and t h e ben ef i t  o f  m u ch  data. Lombard Street  i s t he 

p r o d u ct  o f  o n l y  on e m an , W al t er  Bageh ot , and as su ch  ref lect s h is 

deep u n derst an d in g an d  in t im at e k n ow l ed ge o f  ban k in g, business and 

f i scal  affai r s. I t s ideas w er e f i r st  expressed  in  a ser ies o f  ar t i cles in  

The Economist d u r i n g t h e 1850’s and w er e p u t  in t o b ook  fo r m  in  1870.

D u r i n g h is r elat i vely  sh or t  l i fet im e ( 18 26 - 18 77)  Bageh ot  w r o t e 

ext en si vel y on  a w i d e ran ge o f  l i t er ar y, p o l i t i cal , and econ om ic sub 

ject s. H i s co l lect ed  w or k s ru n  in t o  f i ve subst an t ial  vo lum es. W h i l e 

o b v io u sl y  a m an y facet ed  m an , h is m ain  in t erest s l ay  in  t h e b road  f ield  

o f  p o l i t i cal  econ om y and h is ch i ef  occu pat i on  w as t h at  o f  ed i t o r  o f  

The Economist , t h e w o r l d ’s m ost  in f luen t ial  f i n an cial  paper .

Bageh ot  w as b or n  in t o  a ban k in g fam i l y  an d  su cceeded  h is fat h er  

as v i ce ch ai rm an  o f  St u ck ey ’s Ban k in g Co. o f  L an gp o r t , Som erset .

v
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v i INTRODUCTION.

H e represen t ed  t h e ban k  in  t h e “ G t y ”  ( i .e., L on d on ’s f in an cial  d is

t r i ct .)  A l t h o u gh  he w as educat ed  as a l aw y er , l i t er ar y  and f in ancial  

m at t ers w er e m ore at t r act i ve t o  h im  t h an  w as t h e l aw . I t  w as t h rough  

his in t erest  in  f r ee t r ad e t h at  he m et  Jam es W i l son , t h e ed i t o r  and 

o w n er  o f  The Economist. T h i s en cou n t er  led  t o  h is m ar r iage t o  

W i lson ’s dau gh t er , El i za. W h en  W i l son  d ied  w h i l e ser v in g on  a 

gover n m en t al  m ission  in  I n d ia, Bageh ot  becam e ed i t or  o f  t h e paper .

H e w as t h e ideal  ed i t o r  f o r  t h is jou rn al . H i s b r i l l i an ce and h is 

w r i t i n g st y le, w h i ch , l i k e h is con versat ion , w as ch al len gin g, p r ovoca

t i ve, and y et  o f t en  am using, aided t h e gr o w t h  o f  The Economist's c i r 

cu lat ion . D escr ip t ion s o f  Bageh ot  b y  h is con t em porar ies abound w i t h  

t h e ad ject i ves “ aler t ,”  “ sagacious,”  “ specu lat i ve,”  and “ w i t t y .”  H i s 

“ o r i gi n al i t y ,”  “ fo r ce,”  “ acut eness,”  and “ in ven t i ven ess”  h ave been  

praised . Jo h n  M o r el y  spok e o f  t hese t h in gs and “ above al l  t he quain t  

an d  w h im sical  h um our  o f  t h at  st r i k i n g gen ius.”  O t h ers spok e o f  h is 

“ v i v i d  sense o f  r eal i t y  and st r on g im pu lse t o  un i t e t h eor i zin g w i t h  

p r act i cal  p rob lem s.”  H i s qual i t ies becam e t h ose o f  The Economist , 

and i t s in f luen ce g r ew  st ead i l y u n d er  h is st ew ardsh ip .

Bageh ot  occu p i ed  a posi t ion  in  Br i t i sh  f in an cial  af fai r s sim i lar  t o 

t h at  w h i ch  W al t er  L ip pm an  h olds r egar d i n g A m er i can  fo r eign  affai r s. 

T h e Br i t i sh  Pr im e M in ist er  Glad st on e cal led  h im  “ t h e perm an en t  

Ch an cel lor  o f  t h e Exch equ er .”  T h i s t i t le w as m er i t ed  n ot  o n l y  b y  

h is con st an t  com m en t ar y on  t h e state o f  t h e nat ion  and i t s f inancial  

af fai r s, bu t  b y  t h e sin gu lar  f ac t  t h at  he in ven t ed  t h e T r easu r y  Bi l l . 

I n  1877 Si r  St af fo r d  N o r t h co t e, t he t h en  off i cial  Ch an cel lor  o f  t he 

Exch eq u er , sou gh t  Bageh ot ’s coun sel  on  w h at  m igh t  be done t o raise 

needed fu n ds in  t h e l i gh t  o f  t h e u n popu lar i t y w h i ch  Exch equ er  Bi l l s 

w er e cu r r en t l y  facin g. Bageh ot  at  on cc said t h at  w h at  t he T r easu r y  

needed w as a secu r i t y  w h i ch  resem bled  as cl osel y as possib le a com 

m ercial  b i l l  o f  exch an ge. I n  o t h er  w or d s, i t  sh ou ld  be sh or t  t erm , 

h i gh l y  n egot iab le and sh ou ld  be sold  on  a d iscoun t  basis. H i s i n ven 

t i on  has been  a sp ect acu lar l y su ccessfu l  one. T r easu r y  bi l ls are an 

im por t an t  in st rum en t  o f  gover n m en t al  f in an ce in v i r t u al l y  al l  d evel 

oped  coun t r ies t od ay.

Lombard Street  sh ow s t h e m ar r iage o f  t h eor i zin g and con cer n  w i t h  

p rob lem s w h i ch  is so t yp i cal  o f  Bageh ot . T h e book  descr ibes the 

or igin  and operat ion  o f  t h e En gl ish  m on ey m ark et  and t he nat u re o f  

t h e ro le o f  t he Ban k  o f  En glan d  in  t h at  m ark et . I t s com m en t s on  t he 

nat u re o f  ban k in g and ban k ers are b r i l l ian t  and represen t  t he sh ar in g 

o f  t h e exper ien ce o f  a soph ist i cat ed  m an  o f  affai r s. Bu t  Lombard 

Street  is also a p iece o f  ad vo cacy . I t  u rges r efo r m  and m od i f i cat ion
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INTRODUCTION. v i i

r at h er  t han  r efor m u lat i on  an d  reorgan izat ion . T h e ad vo cacy  has 

been  su ccessfu l  al t h ou gh  t h e bat t le w as w o n  o n l y  o ver  a r at h er  lon g 

p er iod  o f  t im e. I t  t o ok  t im e t o  (as K eyn es saw  Bageh ot ’s pu r pose)  

“ k n ock  t w o  o r  t h ree fun dam en t al  t r u t h s in t o  t h e heads o f  C i t y  

m agn at es.”

T h e book  is easy t o r ead  and ev er y  b u d d in g econ om ist  and ban k er  

sh ou ld  read  i t  ear l y  in  h is career . T h e n ovi ce can  learn  m u ch  in  

seein g t he si t uat ion  ou t  o f  w h i ch  Bageh ot ’s r ecom m en dat ion  o f  p r op er  

ban k in g p r in cip les arose. H e has t h e exper ien ce o f  w at ch i n g t he 

gr o w t h  o f  ban k in g p ract i ces sim i lar  t o  t h at  w h i ch  t h e l aw  st u den t  r e

cei ves in  h is st u d y  o f  t h e developm en t  o f  case law . H e acqu i res a 

k in d  o f  inst i t u t ional ism  in  h is v i ew  o f  econ om ic m at t ers t h at  is hard  t o 

co n vey  in  an y  o t h er  fash ion . T h i s is an exci t i n g v i ew  o f  econ om ics. 

T h e w o r l d  is seen  as i t  r eal l y  is. T h e fu t u r e is fou n d  t o  evo lve ou t  

o f  t h e past  as old  in st i t u t ion s are p ro gr essi vely  adapt ed  t o  m eet  

ch an gi n g p rob lem s.

Perh aps i t  w as h is l egal  t r ain in g t h at  gave Bageh o t ’s w r i t i n gs t h ei r  

in st i t u t ion al  overcast  and in f luen ced  h im  t o  d r aw  l i t t le d ist inct ion  

bet w een  d escr ip t ion  and t h eo r y . H i s app roach  is in  m an y w ays sim i 

l ar  t o  t h at  o f  W esl ey  C lai r  M i t ch el l . Fo r  bot h  o f  t hem  econ om ics 

cl ear l y  had t im e and space d im ensions. Bageh ot  h eld  t h at  one reason  

fo r  t h e du l lness o f  m uch  pol i t i cal  econ om y w as i t s at t em pt  t o be un i 

versal . Con sequ en t l y he con f in ed  h is ef fo r t s t o p rob lem s o f  t he d ay.

I t  m ay be p r op er  t o say t h at  his econ om ics even  had person al i t y 

d im ensions sin ce Lombard Street  d iscusses ban kers alm ost  as m u ch  as 

i t  does ban k in g. O n  t h is scor e one feels a t w in ge o f  sym p at h y f o r  M r . 

A l oxon  w h ose i l l -advised  act ion s at  t h e Gen er al  Cou r t  o f  t h e Ban k  o f  

En glan d  are r ecor d ed  f o r  p ost er i t y  in  Bageh ot ’s A pp en d ix. T h e i n ci 

den t  t h ere rep r od u ced  i l lust rat es t h e w ay  n ot  t o  get  t h in gs don e in  a 

m eet ing. I n  a M em oi r  t o  Bageh ot , R . H . H u t t on , h is associat e fo r  

m an y year s says, “ . . .  Bageh ot ’s m ost  or igin al  w r i t i n g w as due less t o  

h is deduct ion s f r om  t h e fun dam en t al  axiom s o f  t he m od em  scien ce 

t h an  t o t h at  deep  in sigh t  in t o m en  w h i ch  he had gain ed  in  m an y d i f 

f er en t  f ields.”  I t  is t hese last  m en t ioned feat u res w h i ch  t h e p r o fes

sional  read er  o f  Lombard Street  savors. A n d  t hus w e see w h y  

Lombard Street  is a classic. I t  is absorb in g on  f i r st  r ead i n g t o  t h e 

yo u n g an d  d el i gh t fu l  in  t h e rer ead in g b y  t h ei r  elders.

T h er e is l i t t l e p o in t  in  sum m ar izin g here t he p r in cipal  ideas o f  

t h is p el lu ci d  book . T h e read er  w i l l  en jo y  t h e or igin al  m u ch  bet t er  

t h an  an y  sum m at ion . H o w ever , a b r i ef  m en t ion  m ay be m ade o f  i t s 

fo r m al  scope. I t  exp lain s the or igin s and operat i on  o f  Br i t i sh  ban k in g
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INTRODUCTION.

and b i l l  t r ad in g. I t  sets fo r t h  t h e relat ion s t h at  exist  bet w een  t h e Ban k  

o f  En glan d , o t h er  banks, b i l l  b rok ers, t h e Gover n m en t , and fo r eign  

coun t r ies. I t  also exp lains t h e r elat ionsh ips w h i ch  sh ou ld  exist . N o t  

gen er al ly  appreciat ed , in  sp i t e o f  W . W . Ro st o w ’s essay on  t he m at t er , 

is Bageh ot ’s st r i k i n gly  m od em  ideas o f  t h e n at u re and fu n ct i on i n g o f  

t h e business cyc l e. T h er e is l i t t le in  h is descr ip t ion  w h i ch  shou ld  

be am ended o r  om i t t ed  t o d ay, save f o r  i t s r at h er  h eavy  em phasis on  

agr icu l t u r al  m at t ers.

Lombard Street , w r i t t en  in  response t o  p rob lem s o f  t he d ay, has an 

ai r  o f  u r gen cy  and cogen cy . T o  appreciat e i t  t he st uden t  o f  cen t ral  

ban k in g needs a b r i ef  accou n t  o f  t h e even t s w h i ch  led  Bageh ot  t o 

w r i t e i t .

Bageh ot ’s w o r l d  o f  1850 w as a vast l y  d i f fer en t  p lace t han  t h at  o f  

1750. T h e I n dust r ial  Revo l u t i on  had al t ered  t he p h ysi cal  landscape o f  

t h e O ld  W o r l d  and b r ou gh t  ch an ges in  govern m en t al , ph i losoph ical , 

and econ om ic t h in k in g. T h e N ew  W o r l d  w as asser t in g a r i gh t  t o  i t s 

o w n  dest in y. A d am  Sm i t h  had laun ch ed t he idea t hat  w eal t h  l ay  in  

st ore f o r  t h e n at ion  t h at  l et  i t s businessm en f igh t  fo r  gain  in  un t ram 

m el led  m arket s. T h e f i gh t  against  t h e cor n  law s had been  w aged  

and w on .

W h i l e Sm i t h  had expressed d oub t  t h at  the En gl i sh  Gover n m en t  

cou l d  safel y  be en t rust ed t o r u n  a p u b l i c ban k  and com m en t ed  on  t he 

ext ravagan ce o f  dem ocracies in  t im es o f  w ar , i t  w as w ar  w h i ch  im 

posed  t h e m ost  ser ious ban k in g and m on et ar y d i f f i cu l t ies on  t h e cou n 

t r y  and w h i ch  u l t im at ely set  Bageh ot  t o en un ciat in g t h e w ay  En glan d  

cou ld  h ave good  ban k in g. I n  an y  even t , b y  1850 t he t im e had com e 

w h en  in st i t u t ions had t o  be ch an ged  t o  m eet  n ew  ci r cum st an ces.

T h e v er y  l on g ser ies o f  N ap o leon i c W ar s begin n in g in  1792 p recip 

i t at ed  t h e m on et ar y t r oub les w h i ch  con t in ued  t h rou gh  Bageh ot ’s t im e. 

T h e im m ediat e an t agon ist s, Fr an ce, A u st r i a, and Prussia, w er e soon  

t o  be jo in ed  b y  Gr eat  Br i t ain , H o l lan d , Spain , and Sard in ia. T h e n ext  

t w en t y- t h r ee year s o f  st r i fe w er e anxious bu t  oppor t un e t im es fo r  

Br i t ai n ’s banks and ban kers. L ar ge sum s w er e raised f o r  loans t o 

al l ies, f o r  t h e expansion  o f  t r ad e in  w ar  suppl ies, and f o r  t h ei r  p r o 

duct ion .

B y  1795 go l d  began  t o  r i se in  p r i ce, and w i t h  t he depreciat ion  o f  

En gl i sh  m on ey, fo reign  suppl ies becam e in cr easi n gl y expensive. T h e 

par t ial  fai l u r e o f  t h e En gl i sh  co m  cr o p  and t h e w ar -st im u lat ed  dem and 

f o r  fo od  added t o  t h is p rob lem . I n  1797, u n der  t hese st rains and be

cause o f  runs on  En gl ish  banks, t h e Rest r i ct i on  A c t  w as passed. I t  

p roh ib i t ed  al l  banks, i n clu d in g t he Ban k  o f  En glan d , f r om  p ay i n g ou t
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INTRODUCTION. i x

gol d  and si l ver  in  r et u rn  f o r  t h ei r  notes u n t i l  six m on t hs af t er  t h e 

close o f  host i l i t ies. W i t h  t he co u n t r y  o f f  a m et al l i c st andard  and 

t h e rest r ain in g ef fect  o f  t h e need f o r  specie rem oved , t h e n u m ber  o f  

banks in  t h e cou n t r y  rose r ap i d l y , and b y  18 14  t h ei r  n um ber  had m ore 

t han  quadrup led .

T h e Rest r i ct i on  A c t  and t h e h igh  p r i ce o f  go l d  p r od u ced  con cer n  

and argum en t  am on g lead in g f igu res o f  t he d ay. T h e debat e w h i ch  

ensued has com e t o  be cal led  t he “ Bu l l ion ist  Con t r o ver sy .”  T h e 

“ bu l l i on ist ”  fact i on  argu ed  t h at  t he p rem ium  on  go l d  had com e abou t  

as a resu l t  o f  excessive not e issue. T h ey  u r ged  a ret u rn  t o  a m et al l i c 

cu r r en cy. T h e “ an t i -bu l l ion ist s,”  am on g w h om  w as t h e Go ver n o r  

o f  t he Ban k  o f  En gl an d , w er e im pressed w i t h  t h e n ecessi t y and t h e 

p r o f i t ab i l i t y  o f  f in an cin g t h e w ar  and su ppor t ed  t h e Gover n m en t ’s 

act . I n  1809 D avid  Ricar d o  publ ished  a pam ph let  en t i t led  The High 

Price of Bullion, in  w h i ch  he m ore o r  less al l ied  h im sel f  w i t h  t h e 

Bu l l ion ist s. H e held  t h at  t h e h igh  p r i ce o f  bu l l i on  had been  occa

sioned b y  t he over issue o f  pap er  m on ey and advocat ed  i t s gradu al  r e

du ct ion  and a ret u rn  t o  con ver t i b i l i t y . T h e con ver t i b i l i t y  w h i ch  he 

sou gh t  w as n ot  t o  m ean  t h e end o f  paper  m on ey ci r cu lat i on  and i t s 

rep lacem en t  w i t h  coin age, bu t  en visaged  t he m ore soph ist icat ed go ld  

bu l l i on  st andard . U n d er  t h is st an dard  o n l y substan t ial  sum s o f  notes 

cou ld  be con ver t ed  in t o go l d  in t h e fo r m  o f  bu l l i on  o r  bars.

T h e Bu l l i on  Com m i t t ee, a Par l i am en t ar y Com m i t t ee, in  i t s 18 10  

r ep or t  rel i ed  h eavi l y  upon  Ri car d o ’s t h in k in g. I t  advocat ed  (as d id  

a lat er  com m i t t ee in  18 19 )  a r et u rn  t o  con ver t i b i l i t y  w i t h  go ld . ( T h e 

Go l d  St an dard  A c t  o f  18 16 had abol ished b im et al l ism  in  Br i t ai n .)  I t s 

ad vi ce w as heeded w h en , in  1822, cash  paym en t s f o r  not es w er e r e

sum ed. T h i s w ou ld  h ave happened ear l ier  save f o r  a depression  in  

18 10  and f o r  N ap o leon ’s reappearan ce on  t he con t in en t  in  18 15 af t er  

his escape f r om  Elb a.

T h e ideas t h at  persist ed  f r om  th is con t r o ver sy  w er e t hat  in  o r d er  

t o assure sound ban k in g t h e n ot e issue m ust  be t ied  f i r m l y d ow n , and 

t h at  i t  m ust  be v er y  d i r ect l y  relat ed  t o t he size o f  t h e Ban k  o f  En g 

lan d ’s go ld  st ock . T h e adop t ion  o f  t hese v i ew s in  t h e Ch ar t er  A c t  o f  

1844 w as t he im m ediat e cause o f  Bageh ot ’s con cer n  in Lombard Street.
Bu t  o t h er  developm en t s also h elp  exp lain  t h e n at u re o f  t h e 1844 

Ch ar t er  A ct . W i t h  t h e cessat ion  o f  w ar  f in an ce a per iod  o f  ban k  

fai lu res w as ushered  in , and o f  t h e n o w  en larged  n um ber  o f  banks, 

240 ceased  paym en t  in  18 14 - 16 . T h e resum pt ion  o f  paym en t  in  specie 

b y  n o m eans helped  al leviat e t h is t r ou b led  f in ancial  p i ct u re, f o r  in  

1825, in  an ot h er  w ave o f  ban k  fai lu res, 70 m or e banks closed . T h e
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X INTRODUCTION.

Br i t i sh  gover n m en t  in  1826 sou gh t  t o  deal  w i t h  t h is pat t ern  o f  depres

sion  and ban k  fai lu res b y  al l ow i n g jo in t -st ock  banks t o  issue not es 

out side o f  a 65-m i le rad ius o f  Lon d on . T h i s p r i v i l ege, l on g h eld  b y  

p r i vat e banks, w as ext en d ed  t o t h e jo in t -st ock  banks in t he b el i ef  t hat  

t hese l ar ger  ban ks w ou ld  be bet t er  able t o  rem ain  so lven t  and t o  st ave 

o f f  ban k  runs. Si n ce t h is act  en ded  t h e m on op ol y o f  t h e Ban k  o f  

En glan d , alone am on g jo in t -st ock  ban k s, t o issue notes, t h e ban k  re

act ed  t o  t h is n ew  com pet i t i on  b y  est abl ish ing b ran ch es in  p r in cipal  

ci t ies. T h i s developm en t  fo r t u i t o u sl y  t ended t o  case t h e bu rden  o f  

t r an sfer r i n g fu n ds w i t h i n  t h e co u n t r y  and t hus added t o t he secu r i t y  

o f  t h e ban k in g syst em .

I n  1833 jo i n t -st ock  ban k s w er e al low ed  t o open  in  L on d on , al 

t h ough  t h e exclu sive n ot e- issu in g p o w er  o f  t he Ban k  o f  En gl an d  w as 

n ot  fu r t h er  w eak en ed . W i t h  t hese legal  ch an ges t h ere w as a great  

gr o w t h  o f  jo i n t -st ock  ban k s, o ver  100 bein g establ ished, t o t h e d is

advan t age o f  t h e p r i vat e banks, b y  1836. W i t h  t he expansion  o f  

deposi t  ban k in g, especial l y in  L on d on ’s m et ropol i t an  area, t he use o f  

ch eck s becam e m uch  m ore im por t an t . Bu t  t h e l iberal i zat ion  o f  t he 

l aw  r egar d i n g n ot e issu in g b y  jo i n t  st ock , and t hus p resu m ab ly 

soun der  banks, i t sel f  led t o  specu lat ion . I t  w as soon  dem onst rat ed 

t h at  even  jo in t -st ock  ban k s cou ld  over issue not es, f o r  ban k  fai lu res 

con t in ued .

T h e ser ies o f  ban k  fai lu res in  1837, 1839, and 1842 cl car l v  dem on 

st rat ed  t h at  t h e ch an ges t h at  h ad been  m ade had not  su ff i ced , and t hat  

t h e p rob lem  o f  ach i ev in g a soun d  m on et ar y and ban k in g syst em  st i l l  

rem ained. Fr esh  con t roversies arose as t o  a w ay  ou t  o f  t h e d i f f i 

cu l t ies. T h e “ Cu r r en cy  Sch oo l ”  held t h at  w h at  w as needed t o  r em ed y 

al l  i l l s w as t he 100 p er  cen t  b ack in g o f  al l  cu r r en cy  w i t h  go ld . T h e 

opposin g “ Ban k in g”  v i ew  w as t h at  a f r act i on al  go ld  reserve w ou l d  

su ff ice.

In  1844 Si r  Rob er t  Peel  seized t h e op p or t u n i t y  p resen t ed b y  t he 

n ecessi t y o f  per iod ical  re-en act m en t  o f  t h e Ban k  o f  En gl an d ’s ch ar t er  

and com bin ed  t hese vi ew s. T h e n ew  Ch ar t er  A c t  p r ovid ed  t h at  t he 

Ban k  o f  En glan d  cou ld  issue n ot es in  t he am oun t  o f  £  14  m i l l i on  se

cu r ed  b y  gover n m en t  secu r i t i es, and t h at  an y note issue above th is 

am oun t  w as t o  be 100 p er  cen t  back ed  w i t h  go ld  o r  si l ver . Si l ver  w as 

n ot  t o  co v er  o ver  on e f i f t h  o f  t h is am oun t . N o t es w er e t o be payab le 

in  go l d  coin . A  b u y i n g and sel l i n g r an ge f o r  go ld  w as announ ced . N o  

n ew  banks w er e t o be gi ven  t h e p r i v i l ege o f  issu ing notes, and those al 

r ead y  possessing t h e p r i v i l ege w er e l im i t ed  as t o  t he absolu t e am oun ts 

t h ey  cou ld  issue. T h e am oun t s w er e set  at  t he average n ot e issue ou t 
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INTRODUCTION. xi

st an d in g d u r in g t he t h ree m on t hs p r io r  t o  t h e i n t r od u ct ion  o f  t h e b i l l . 

W h en  a p r i vat e ban k  ceased  p aym en t , acqu i r ed  m ore t han  six p ar t 

ners, becam e a jo i n t -st ock  ban k , o r  am algam at ed w i t h  an ot h er  ban k , 

i t  l ost  al l  r i gh t  t o issue notes. T h e Ban k  o f  En gl an d  t h en  w ou ld  

acqu i r e t he r i gh t  t o  issue u p  t o  t w o  t h i r ds o f  t h e lapsed issue. T h e 

Ban k  o f  En glan d  w as also t h en cefor t h  r equ i r ed  t o publ ish  in  t h e press 

w eek l y  accou n t s o f  i t s f in al  posi t ion . T h e A c t  p r ovid ed  t h e basis f o r  

t h e p ecu l iar  fo r m  o f  t h e Ban k  o f  En glan d  A ccou n t s, n am ely a d ivi sion  

o f  i t s act i vi t i es un der  a n ot e- issu in g depar t m en t  and a b an k in g depar t 

m en t . T h i s d ivi sion  also served  as a basis fo r  appor t ion in g t h e earn in gs 

o f  t h e ban k  betw een t he gover n m en t  and t he p rop r iet or s. T h e fo r m  

o f  t he accou n t s even  t od ay is un ch an ged , al t h ou gh  t h e ban k  w as 

nat ional ized and t h e p rop r iet or s com pen sat ed  f o r  t h ei r  loss o f  o w n er 

sh ip  in  1946.

Lombard Street  stands as a t est im on y t hat  t h is A c t  o f  1844 p r oved  

no pan acea. T h e A c t  represen t ed  a t r ium ph  o f  t h e “ Cu r r en cy  

Sch oo l ”  o ver  t he “ Ban k in g Sch oo l .”  T h e Cu r r en cy  Sch oo l ’s t h in k 

i n g cl osely  resem bled t h at  o f  t he ear l y  bu l l ion ist s. T h ey  had gr eat  

fai t h  in  t he m on ey m et al  and saw  notes as m ere receip t s fo r  i t . T h ey  

w er e con cer n ed  w i t h  k eep in g t he exch an ge rat e stable, and t h ey  fel t  

t hat  su ff i cien t  go ld  b ack in g and rest r ain t  o f  t h e not e issue w er e al l  

t h at  w er e n eeded t o  assure a sound m on et ar y and ban k in g syst em . 

T h e lat er  d oct r i n e o f  t he w or k i n gs o f  t h e au t om at ic go l d  st andard  

w i t h  i t s con sequen ces o f  var iab le dom est ic n ot e issue is a con t in ua

t i on  o f  t h ei r  posi t ion .

Bageh ot  and his p redecessor  on  t he Economist , Jam es W i lson , r ep 

resen ted t h e ban k in g sch ool . T h ey  w er e p ai n fu l l y  aw ar e o f  t he 

fact  t h at  a h am st run g not e issuer  cou ld  get  in t o ser ious d i f f i cu l t ies 

and t hus cause hardsh ip  t o  t h e w h o l e econ om y as w el l  as t o  t he 

ban k in g com m u n i t y. T h ey  saw  t h at  w h at  w as i n vo lved  in  t h e m an 

agem en t  o f  t he N at i o n ’s m on ey and needed w at ch i n g, w as n o t  t he 

m ere size o f  t he n ot e issue, bu t  t he en t i r e size o f  t h e cr ed i t  syst em  

as i t  fu n ct ion ed  t h rou gh  t h e banks, b i l l  b rok ers, and secu r i t y  dealers. 

T h ey  saw  deposi t s as m on ey, especial l y those creat ed  in  t h e f in an cin g 

o f  bi l ls o f  exch an ge w h i ch , qu i t e as m uch  as notes, requ i r ed  Ban k  

o f  En glan d  su ppor t . Bageh ot  w ou l d  h ave p r efer r ed  t o  t r u st  p ru den t  

ban k in g m an agem en t  r at h er  t han  som e ar b i t r ar y  l im i t  t o  n ot e and 

cred i t  creat ion , w h i ch  in deed in  t im es o f  cr ises m igh t  need t o  be sus

pen ded. H e also fel t  t h at  p ru d en ce d ict at ed  l ar ger  go ld  reserves 

t han  t h e Ban k  w as in t h e h ab i t  o f  m ain t ain in g. Bu t  t hen  t h is st o r y  

shou ld  be l ef t  t o be t o ld  b y  Bageh ot  h im sel f .
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Fo r  fu r t h er  i n for m at ion  con cer n in g Bageh ot  and m on et ar y de

velopm en t s b efo r e 1870, t h e st uden t  w i l l  f in d  t h e fo l l o w i n g u sefu l :

Buchan, Alast ai r . The Spare Chancellor, The Life of Walter Bagehot. 
East  L an si n g: M i ch i gan  St at e U n i v er si t y  Pr ess, i 960.

De Kock , M . H . Central Banking. 2d  ed . L o n d o n : St ap l es Pr ess L im i t ed , 

1946.

H ayes, Car l t on  J. H . A Polit ical and Cultural History of Modem 

Europe, V o l . 1. N ew  York : T h e M acm i l l an  Co., 1936.

H eaton, H erbert . Economic History of Europe. N ew  Y o r k : H ar p er  

&  Br o s., 1936.

Kisch, C. H ., an d  Elk in , W . A . Central Banks. L o n d o n : M acm i l l an  an d 

Co ., L t d ., 1928.

M organ, For rest  ( ed .) . The Works of Walter Bagehot , V o l s., I - V . 

H ar t f o r d , Con n .: T r av el er s I n su r an ce Co ., 1889.

Roberts, D . W . An Outline of the Economic rIistory of England. 5th  

ed . L o n d o n : L on gm an s, G r een  an d  Co ., 1948.

R o l l ,  Er ic. A History of Economic Thought. 2d ed. N ew  Y o r k : 

Pr en t i ce-H al l , I n c., 1946.

St . John-Stevas, N orm an. Walter Bagehot. B l o om i n gt on : I n d ian a 

U n i v er si t y  Pr ess, 1959.

Vin er , Jacob. Studies in the Theory of International Trade. N ew  Y o r k : 

H ar p er  &  Br o s., 1937.

W h it t ak er , Edmund. A History of Economic Ideas. N ew  Y o r k : L o n g 

m an s, G r een  an d  Co ., 1940.
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ADVERTI SEM ENT.

T h e  c o m po si t i o n  o f  t h is l i t t le book  has occu p i ed  a m uch  lon ger  t im e 

t han , perhaps, m y  readers m ay t h in k  i t s len gt h  o r  i t s im por t an ce de

serves. I t  w as begu n  as l on g ago as t h e aut um n  o f  1870; and t h ou gh  

i t s p rogr ess has been  o f t en  suspended b y  pressin g occu pat ion s and 

im p er fect  heal t h , I  h ave n ever  ceased  t o  w o r k  at  i t  w h en  I  cou ld . 

Bu t  I  fear  t h at  in  con sequen ce, in  som e casual  i l lust rat ion s at  least , 

ev er y  p ar t  o f  t he book  m ay n ot  seem , as t he l aw yer s w ou ld  say, *to 

speak  f r om  t he sam e t im e.’ T h e f igu res and t he exam ples w h i ch  i t  is 

m ost  n at u ral  t o  use at  one t im e are n ot  qu i t e t hose w h i ch  i t  is m ost  

n at u ral  t o use at  an ot h er ; and a sl o w l y  w r i t t en  book  on  a l i v i n g and 

ch an gi n g su b ject  is ap t  a l i t t le t o w an t  u n i t y  in  t h is respect .

I  fear  t h at  I  m ust  n ot  exp ect  a v er y  favou r ab le r ecep t i on  f o r  t h is 

w o r k . I t  speaks m ain l y o f  fo u r  sets o f  persons—t he Ban k  o f  En glan d , 

Jo i n t  St o ck  Ban k s o t h er  t han  t h at  Ban k , p r i vat e ban kers, and b i l l -  

b rok ers; and I  am  m uch  afraid  t h at  n ei t h er  w i l l  al t oget h er  l i k e w h at  

is said o f  t hem . I  can  o n l y  say t h at  t h e opin ions n o w  expressed h ave 

n ot  been  fo r m ed  h ast i l y o r  at  a d ist ance f r om  the fact s; t h at , on  t h e 

con t r ar y , t h ey  h ave been  sl o w l y  m at u red  in  ‘L om b ar d  St r eet ’ i t sel f , 

and t h at , perhaps, as t h ey  w i l l  n o t  be al t oget h er  p leasin g t o  an yon e, 

I  m ay  at  least  ask  f o r  t h e cr ed i t  o f  h avin g been  im par t ial  in  m y  

cr i t i ci sm .

I  sh o u l d  al so  say  t h at  I  am  i n d eb t ed  t o  a f r i en d  f o r  t h e co r r ec t i o n  

o f  t h e f i n al  p r o o f  sh eet s, w h i c h  an  at t ack  o f  i l l n ess p r ev en t ed  m e f r o m  

f u l l y  r ev i si n g . I f  i t  h ad  n o t  b een  f o r  h i s k i n d  assi st an ce, t h e p u b l i ca 

t i o n  o f  t h e b o o k  m u st  h av e b een  p o st p o n ed  t i l l  t h e au t u m n , w h i c h , 

as i t s p r o d u c t i o n  h as a l r ead y  b een  so  sl o w , w o u l d  h av e b een  v e r y  

an n o y i n g  t o  m e.

W a l t e r  Ba g e h o t .

T h e  Po pl a r s, W i m bl ed o n .

April 26, 1873
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LOMBARD STREET

CHAPTER I.

Introductory.

I  v e n t u r e  t o  cal l  t h is Essay  ‘L om b ar d  St r eet ,’ and n o t  t he ‘M o n ey 

M ar k et ,’ o r  an y such  ph rase, because I  w i sh  t o  deal , and t o  sh ow  t hat  

I  m ean  t o  deal , w i t h  con cr et e real i t ies. A  n ot ion  p revai l s t h at  t h e 

M o n ey  M ar k et  is som et h in g so im palpable t h at  i t  can  o n l y  be spok en  

o f  in  v er y  abst ract  w or d s, and t h at  t h er efor e book s on  i t  m ust  alw ays 

be exceed in gl y d i f f i cu l t . Bu t  I  m ain t ain  t h at  t he M o n ey M ar k et  is as 

con cr et e and real  as an yt h in g else; t h at  i t  can  be descr ibed  in  as p lain  

w or d s; t h at  i t  is t h e w r i t er ’s fau l t  i f  w h at  he says is n o t  clear . I n  one 

respect , h ow ever , I  adm i t  t h at  I  am  abou t  t o  t ak e perhaps an u n fai r  

advan t age. H al f , and m ore t h an  h al f , o f  t h e supposed ‘d i f f i cu l t y ’ o f  

t he M o n ey  M ar k et  has ar isen  ou t  o f  t he con t roversies as t o  ‘Peel ’s A c t /  

and t h e abst ract  d iscussions on  t h e t h eo r y  on  w h i ch  t h at  act  is based, 

o r  supposed t o be based. Bu t  in  t h e en su in g pages I  m ean  t o speak  

as l i t t le as I  can  o f  t he A c t  o f  1844; and w h en  I  do speak  o f  i t , I  shal l  

deal  n ear l y exclu sivel y w i t h  i t s exper ien ced  ef fect s, and scar cel y  at  

al l , i f  at  al l , w i t h  i t s ref in ed  basis.

Fo r  t h is I  h ave several  reasons,—one, t h at  i f  yo u  say  an yt h in g abou t  

t he A c t  o f  1844, i t  is l i t t le m at t er  w h at  else yo u  say, f o r  f ew  w i l l  

at t end to i t . M ost  cr i t i cs w i l l  seize on  t he passage as t o  t h e A c t , ei t h er  

t o  at t ack  i t  o r  defen d  i t , as i f  i t  w er e t h e m ain  poin t . T h er e has been  

so m u ch  f i er ce con t r over sy as t o t h is A c t  o f  Par l i am en t —and t h ere 

is st i l l  so m u ch  an im osi t y—t hat  a sin gle sen t ence r esp ect i n g i t  is far  

m ore in t erest in g t o v er y  m an y t han  a w h o le b ook  on  an y  ot h er  p ar t  

o f  t h e su b ject . T w o  hosts o f  eager  d isputan t s on  th is su b ject  ask  o f  

ever y  n ew  w r i t er  t h e one quest ion—A r e y o u  w i t h  us o r  against  us? 

and t h ey  care fo r  l i t t le else. O f  cou rse i f  d i e A c t  o f  1844 r eal l y  w er e, 

as is com m on ly t h ou gh t , t he primtmt mobile o f  t h e En gl i sh  M o n ey  

M ar k et ,—t h e sou r ce o f  al l  good  accor d in g t o som e, and t h e sou r ce o f  

al l  harm  accor d in g t o  ot hers,—t h e ext rem e i r r i t at ion  exci t ed  b y  an 

op in ion  on  i t  w ou l d  be n o reason  f o r  n ot  g i v i n g a f r ee op in ion . A  

w r i t er  on  an y  su b ject  m ust  n ot  n eglect  i t s card in al  fact , f o r  fear  t h at  

ot hers m ay  abuse h im . Bu t , in  m y  judgm en t , t h e A c t  o f  1844 is o n l y  

a subord in at e m at t er  in  t he M o n ey  M ark et ; w h at  has t o  be said  on  i t  

has been  said at  d ispropor t ion at e l en gt h ; t he phenom ena con n ect ed
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2 INTRODUCTORY.

w i t h  i t  h ave been  m agn i f i ed  in t o  gr eat er  r elat i ve im por t an ce t han  

t h ey  at  al l  deserve. W e m ust  n ever  fo r get  t h at  a qu ar t er  o f  a cen t u r y 

has passed sin ce 1844,—a p er iod  sin gu l ar l y  rem ark ab le f o r  i t s m at er ial  

p rogr ess, and alm ost  m arvel lous in  i t s ban k in g developm en t . Even , 

t h er efor e, i f  t h e fact s so m uch  r efer r ed  t o  in  1844 had t he im por t an ce 

t h en  ascr ibed  t o  t hem ,—and I  bel ieve t h at  in som e respect s t h ey  w er e 

even  t hen  overst at ed ,—t h ere w ou ld  be n ot h in g su rp r i sin g in  f i n d in g 

t h at  in  a n ew  w o r l d  n ew  phenom ena had ar isen  w h i ch  n o w  are l ar ger  

and st r on ger . I n  m y  op in ion  t h is is t h e t r u t h : sin ce 1844, Lom bar d  

St r eet  is so ch an ged  t h at  w e can n ot  ju d ge o f  i t  w i t h ou t  descr ib in g and 

d iscussing a m ost  v i gor ou s adu l t  w o r l d  w h i ch  t hen  w as sm al l  and w eak . 

O n  th is accou n t  I  w i sh  t o say as l i t t le as is f ai r l y  possible o f  t h e A c t  o f  

1844, and, as f ar  as I  can , t o i solat e and d w el l  exclu si vel y  on  t h e ‘Post -  

Peel* agen cies, so t h at  t h ose w h o  h ave had en ough  o f  t h at  w el l -  

w or n  t hem e (an d  t h ey are v er y  m an y)  m ay n ot  be w ear ied , and t h at  

t h e n ew  and n eglect ed  par t s o f  t h e su b ject  m ay be seen  as t h ey  r eal l y  

are.

T h e b r i efest  an d  t r uest  w ay  o f  descr ib in g L om b ar d  St r eet  is t o  say 

t hat  i t  is b y  far  t h e great est  com bin at ion  o f  econ om ical  p o w er  and 

econ om ical  d el i cacy t h at  t h e w or l d  has even  seen. O f  t h e great ness 

o f  t h e p o w er  t h ere w i l l  be n o doub t . M o n ey  is econ om ical  p ow er . 

Ever yo n e is aw ar e t h at  En glan d  is t h e great est  m on eyed  cou n t r y  in  

t h e w o r l d ; ever yon e adm it s t h at  i t  has m uch  m ore im m ed iat ely d is

posab le and r ead y  cash  t han  an y  ot h er  cou n t r y. Bu t  v er y  few  persons 

are aw ar e how much gr eat er  t h e r ead y  balan ce—t h e f loat i n g loan - 

fu n d  w h i ch  can  be len t  t o  an yon e o r  f o r  an y  pu rpose—is in  En glan d  

t han  i t  is an yw h er e else in  t h e w or l d . A  v er y  f ew  f igu res w i l l  sh ow  

h o w  l ar ge t h e L on d on  loan - fu n d  is, and h o w  m uch  great er  i t  is t han  

an y  ot h er . T h e k n ow n  deposi t s—t he deposi t s o f  banks w h i ch  publ ish  

t h ei r  accou n t s—are, in

C
Lon don  (31st  D ecem ber , 1 8 7 2 ) .............................. 120^)00,000

Par is (27th Febr u ary, 18 7 3 ) ......................................13,000,000

N ew  Yo r k  (February, 18 7 3 ) ......................................40,000,000

Germ an  Em pi re (31st  Jan u ary, 1873) . . . .  8,000,000

A n d  t h e u n k n ow n  deposi t s—t h e deposi t s in  ban k s w h i ch  do n ot  pub 

l ish  t h ei r  accou n t s—are in  L on d on  m uch  gr eat er  t han  t h ose in  an y 

o t h er  o f  t hese ci t ies. T h e ban k ers' deposi t s o f  L on d on  are m an y t im es 

gr eat er  t han  t h ose o f  an y  o t h er  c i t y —t h ose o f  Gr eat  Br i t ain  m an y t im es 

gr eat er  t h an  t h ose o f  an y o t h er  cou n t r y.

O f  cou rse t h e deposi t s o f  ban k ers are n o t  a st r i ct l y  accu r at e m easure 

o f  t he resou rces o f  a M o n ey  M ark et . O n  t h e con t r ar y , m u ch  m ore
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INTRODUCTORY. i

cash  exist s ou t  o f  banks in  Fr an ce and Ger m an y , and in  al l  n on -ban k in g 

coun t r ies, t h an  cou ld  be fou n d  in  En glan d  o r  Scot lan d , w h er e ban k in g 

is developed . Bu t  t h at  cash  is n ot , so t o  speak , ‘m on eym ar k et  m on ey: * 

i t  is n o t  at t ain able. N o t h i n g b u t  t h ei r  im m ense m isfor t un es, n ot h in g 

b u t  a vast  loan  in  t h ei r  o w n  secu r i t i es, cou l d  h ave ext ract ed  t h e 

h oards o f  Fr an ce f r o m  t h e cu st o d y  o f  t h e Fr en ch  peop le. T h e o f fer  

o f  n o  o t h er  secu r i t i es w o u l d  h ave t em pt ed  t hem , f o r  t h ey  h ad  con 

f i d en ce in  n o o t h er  secu r i t i es. Fo r  al l  o t h er  purposes t h e m on ey 

h oarded  w as useless and m igh t  as w el l  n o t  h ave been  h oarded . Bu t  

t h e En gl i sh  m on ey is ‘b o r r ow ab le’ m on ey. O u r  peop le are b o ld er  in  

deal i n g w i t h  t h ei r  m on ey t h an  an y  con t in en t al  nat ion , and even  i f  

t h ey  w er e n ot  bo ld er , t h e m ere f act  t h at  t h ei r  m on ey is deposi t ed  in  

a ban k  m akes i t  f ar  m or e obt ainable. A  m i l l i on  in  t h e hands o f  a 

sin gle ban k er  is a gr eat  p o w er ; he can  at  on ce lend i t  w h er e he w i l l , 

and b o r r ow er s can  com e t o  h im , because t h ey  k n o w  o r  bel ieve t h at  he 

has i t . Bu t  t h e sam e sum  scat t ered  in  t ens and f i f t i es t h r ou gh  a w h o le 

n at ion  is n o p o w er  at  al l : n o on e k n ow s w h er e t o  f in d  i t  o r  w h om  t o 

ask  f o r  i t . Con cen t r at ion  o f  m on ey in  banks, t h ou gh  n o t  t h e sole 

cause, is t h e p r in cipal  cause w h i ch  has m ade t h e M o n ey M ark et  o f  

En gl an d  so exceed i n gl y r i ch , so m u ch  b eyon d  t h at  o f  o t h er  coun t r ies.

T h e ef fect  is seen  con st an t l y. W e are asked t o  len d , and do lend, 

vast  sum s, w h i ch  i t  w ou ld  be im possib le t o  obt ain  elsew h ere. I t  is 

som et im es said t h at  an y  fo r ei gn  co u n t r y  can  b o r r o w  in  L om b ar d  

St r eet  at a price: som e cou n t r ies can  b o r r o w  m uch  ch eaper  t h an  ot h ers; 

bu t  al l , i t  is said , can  h ave som e m on ey i f  t h ey  ch oose t o  p ay  en ou gh  

fo r  i t . Perh aps t h is is an  exagger at i on ; b u t  con f in ed , as o f  cou rse i t  

w as m ean t  t o  be, t o  civ i l i sed  Gover n m en t s, i t  is n ot  m uch  o f  an exag

ger at ion . T h er e are v er y  f ew  civ i l i sed  Gover n m en t s t h at  cou ld  n ot  

b o r r o w  con siderab le sum s o f  us i f  t h ey  ch oose, and m ost  o f  t hem  seem  

m ore and m ore l i k el y  t o  choose. I f  an y  n at ion  w an t s even  t o  m ak e a 

r ai l w ay—especial l y at  al l  a p oo r  nat ion—i t  is su re t o  com e t o  t h is 

co u n t r y—t o t h e co u n t r y  o f  banks—f o r  t he m on ey. I t  is t r u e t h at  

En gl i sh  ban k ers are n ot  t h em selves v er y  gr eat  lenders t o  fo r eign  states. 

Bu t  t h ey  are gr eat  len ders t o  t h ose w h o  len d . T h ey  advan ce on  

fo r eign  st ock s, as t h e ph rase is, w i t h  ‘a m ar gin ;’ t h at  is, t h ey  f in d  ei gh t y  

per  cen t  o f  t he m on ey, and t h e nom inal  len der  f inds the rest . A n d  i t  

is in  t h is w ay  t h at  vast  w or k s are ach ieved  w i t h  En gl ish  aid  w h i ch  bu t  

fo r  t h at  aid  w ou ld  n ever  h ave been  p lann ed.

. I n  dom est i c en t erpr ises i t  i s t h e sam e. W e h ave en t i r ely  lost  t h e 

idea t h at  an y u n d er t ak in g l i k el y  t o p ay , and seen  t o  be l i k el y , can  

per ish  f o r  w an t  o f  m on ey; y et  no idea w as m or e fam i l i ar  t o  o u r  an 

cest ors, o r  is m ore com m on  n ow  in  m ost  cou n t r ies. A  ci t i zen  o f  L o n 
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4 INTRODUCTORY.

d on  in  Q u een  El i zabet h 's t im e cou ld  n ot  h ave im agin ed  ou r  st at e o f  

m in d . H e w o u l d  h ave t h ou gh t  t h at  i t  w as o f  n o use in ven t i n g r ai l w ays 

( i f  h e cou ld  h ave u n derst ood  w h at  a r ai l w ay  m ean t ) , f o r  y o u  w ou l d  

n o t  h ave been  ab le t o  co l l ect  t h e cap i t al  w i t h  w h i ch  t o  m ake t hem . A t  

t h is m om en t , i n  colon ies and al l  r u d e coun t r ies, t h ere is no l arge sum  

o f  t r an sferab le m on ey; t h ere is n o fu n d  f r om  w h i ch  yo u  can  b or r o w , 

and ou t  o f  w h i ch  yo u  can  m ak e im m ense w or k s. T ak i n g  t h e w o r l d  

as a w h o le—ei t h er  n o w  o r  in  t h e past —i t  is cer t ain  t h at  in  p oo r  states 

t h ere is n o spare m on ey f o r  n ew  and great  u n der t ak in gs, and t h at  in  

m ost  r i ch  states t h e m on ey is t oo  scat t ered , and cl in gs t oo  close t o  

t h e hands o f  t h e ow n er s, t o be o f t en  obt ainable in  large quan t i t ies f o r  

n ew  purposes. A  p lace l i k e L om b ar d  St r eet , w h er e in  al l  bu t  t h e 

rar est  t im es m on ey can  be al w ays obt ain ed  u pon  good  secu r i t y  o r  

u pon  d ecen t  p rospect s o f  p robab le gain , is a l u xu r y  w h i ch  no co u n t r y  

has ever  en joyed  w i t h  even  com parab le equ al i t y  befor e.

Bu t  t h ou gh  t hese occasion al  loans t o  n ew  en t erpr ises and fo r eign  

St at es are t h e m ost  con sp icuous in st ances o f  t he p ow er  o f  Lom bar d  

St r eet , t h ey  are n o t  b y  an y  m eans t h e m ost  rem ark ab le o r  t h e m ost  

im por t an t  use o f  t h at  p ow er . En gl i sh  t r ad e is car r ied  on  upon  bor 

r ow ed  cap i t al  t o  an ext en t  o f  w h i ch  f ew  fo r eign er s h ave an  idea, and 

none o f  o u r  ancest ors cou l d  h ave con cei ved . I n  ever y  d i st r i ct  sm al l  

t r ad ers h ave ar isen , w h o  ‘d iscou n t  t h ei r  b i l l s’ l ar gel y , and w i t h  t h e 

cap i t al  so b o r r ow ed , harass and press upon,, i f  t h ey  do n o t  erad icat e, 

t h e o ld  capi t al i st . T h e n ew  t r ad er  has o b viou sl y an  im m ense ad 

van t age in  t h e st r u ggl e o f  t r ad e. I f  a m erch an t  h ave 50,000/ . al l  h is 

ow n ,—t o gain  10  p er  cen t  on  i t  h e m ust  m ake 5,000/ . a year , and m ust  

ch ar ge f o r  h is good s acco r d i n gl y ; b u t  i f  an ot h er  has o n l y  10,000/ ., and 

b or r o w s 40,0001, b y  d iscoun t s (n o  ext rem e in st ance in  o u r  m odern  

t r ad e) , he has t h e sam e cap i t al  o f  50,000/ . t o  use, and can  sel l  m uch  

ch eaper . I f  t h e r at e at  w h i ch  he b or r ow s be 5 p er  cen t ., he w i l l  have 

t o  p ay  2,000/ . a year ; and i f , l i k e t h e o ld  t r ad er , he m ak e 5,000/ . a year , 

h e w i l l  st i l l , af t er  p ay in g h is in t erest , ob t ain  3,0001, a year , o r  30 p er  

cen t , on  h is o w n  10,000/ . A s m ost  m erch an t s are con t en t  w i t h  m uch  

less t han  30 p er  cen t , he w i l l  be able, i f  he w ish es, t o  fo r ego  som e o f  

t h at  p r o f i t , l o w er  t h e p r i ce o f  t h e com m od i t y, and d r ive t h e o ld -  

fash ion ed  t r ad er —t h e m an  w h o  t rades on  h is o w n  cap i t al—ou t  o f  t he 

m ark et . I n  m odern  En gl i sh  business, o w i n g t o  t h e cer t ain t y o f  

ob t ain in g loan s on  d i scou n t  o f  b i l l s o r  o t h erw ise at  a m oderat e rat e 

o f  in t erest , t h ere is a st ead y b ou n t y on  t r ad in g w i t h  b o r r ow ed  cap i t al , 

an d  a con st an t  d iscou ragem en t  t o  con f in e yo u r sel f  so l el y  o r  m ain l y 

t o  y o u r  o w n  cap i t al .
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T h i s i n cr easi n gly d em ocr at i c st r u ct u re o f  En gl ish  com m erce is 

v er y  u n popu lar  i n  m an y quar t ers, an d  i t s ef fect s are n o doub t  ex 

ceed i n gly  m ixed . O n  t h e one hand, i t  p reven t s t h e l on g du rat ion  o f  

gr eat  fam i l ies o f  m erch an t  p r in ces, su ch  as t hose o f  V en i ce and Gen oa, 

w h o  in her i t ed  n ice cu l t i vat i on  as w el l  as gr eat  w eal t h , and w h o , t o  

som e ext en t , com bin ed  t h e tastes o f  an  ar i st ocr acy w i t h  t h e in sigh t  

and ver ve o f  m en  o f  business. T h ese are pushed ou t , so t o  say, b y  

t h e d i r t y  cr o w d  o f  l i t t le m en. A f t er  a gen erat ion  o r  t w o  t h ey  ret i r e 

in t o id le l u xu r y . U p on  t h ei r  im m ense cap i t al  t h ey  can  o n l y  obt ain  

l o w  p rof i t s, and t hese t h ey  do n o t  t h in k  en ough  t o  com pen sat e t hem  

f o r  t h e r ou gh  com pan ion s and ru d e m anners t h ey  m ust  m eet  in  busi 

ness. T h i s con st an t  level l i n g o f  o u r  com m ercial  houses is, t oo, u n 

favou r ab l e t o  com m ercial  m or al i t y. G r eat  f i rm s, w i t h  a r epu t at ion  

w h i ch  t h ey  h ave r eceived  f r om  t h e past , and w h i ch  t h ey  w ish  t o  

t ran sm i t  t o  t h e fu t u r e, can n ot  be gu i l t y  o f  sm al l  f r au ds. T h ey  l i ve b y  

a continuity o f  t r ad e, w h i ch  det ect ed  f r au d  w ou l d  spoi l . W h en  w e 

scru t in ise t h e reason  o f  t h e im pai red  repu t at ion  o f  En gl i sh  goods, w e 

f in d  i t  is t h e fau l t  o f  n ew  m en  w i t h  l i t t le m on ey o f  t h ei r  ow n , creat ed  

b y  ban k  ‘d i scoun t s.’ T h ese m en w an t  business at  on ce, and t h ey  

p r od u ce an  i n fer io r  ar t i cle t o  get  i t . T h ey  r el y  on  cheapness, and 

r el y  su ccessfu l l y .

Bu t  t hese d efect s and ot hers in  t he d em ocr at i c st r u ct u r e o f  com 

m erce are com pen sat ed  b y  one gr eat  excel len ce. N o  co u n t r y  o f  gr eat  

h er ed i t ar y t r ad e, n o Eu r op ean  co u n t r y  at  least , w as ever  so l i t t le 

‘sl eep y,’ t o  use t h e o n l y  f i t  w o r d , as En glan d ; no o t h er  w as ever  so 

p rom p t  at  on ce t o seize n ew  advan t ages. A  co u n t r y  depen den t  m ain ly 

on  gr eat  ‘m erch an t  p r in ces’ w i l l  n ever  be so p r om p t ; t h ei r  com m erce 

p er p et u al l y sl ips m or e and m ore in t o a com m erce o f  rou t in e. A  m an  

o f  l ar ge w eal t h , h ow ever  in t el l i gen t , al w ays t h in ks, m ore o r  less—‘I  

h ave a gr eat  in com e, and I  w an t  t o  k eep  i t . I f  t h in gs go  on  as t h ey  

are I  shal l  cer t ain l y  k eep  i t ; bu t  i f  t h ey  ch an ge I  may n o t  k eep  it .* 

Con sequ en t l y he con siders ever y  ch an ge o f  ci r cum st an ce a ‘bore,*  

and t h in k s o f  su ch  ch an ges as l i t t l e as he can . Bu t  a n ew  m an , w h o  

has h is w ay  t o  m ak e in  t h e w or l d , k n ow s t h at  such  ch an ges ar e h is 

oppor t un i t i es; he is al w ays on  t h e l ook -ou t  f o r  t hem , and al w ays heeds 

t hem  w h en  he f in ds t hem . T h e r ou gh  and vu l gar  st r u ct u r e o f  En gl i sh  

com m erce is t h e secr et  o f  i t s l i f e; f o r  i t  con t ain s ‘t h e p r op en si t y  t o  

var iat i on ,’ w h i ch , in  t h e social  as in  t h e an im al  k in gd om , is t h e p r in cip le 

o f  p rogr ess.

I n  t h is con st an t  an d  ch ro n i c b o r r ow in g, L om b ar d  St r eet  is t h e gr eat  

go-b et w een . I t  is a so r t  o f  st an d in g b r ok er  bet w een  qu iet  savi n g
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6 INTRODUCTORY.

d ist r i ct s o f  d i e co u n t r y  and t h e act i ve em p loy in g d ist r i ct s. W h y  

p ar t i cu lar  t r ades set t led  in  par t i cu l ar  p laces i t  is o f t en  d i f f i cu l t  t o 

say ; b u t  on e t h in g is cer t ain , t h at  w h en  a t r ade has set t led  in  an y  one 

spot , i t  is v er y  d i f f i cu l t  f o r  an ot h er  t o oust  i t —im possib le un less t h e 

secon d  p lace possesses som e v er y  gr eat  in t r in sic advan t age. Com 

m er ce is cu r i ou sl y  con ser vat i ve in  i t s hom es, un less i t  is im per iou sly 

ob l i ged  t o  m igrat e. Par t l y  f r om  t h is cause, and p ar t l y  f r o m  ot hers, 

t h ere are w h o l e d ist r i ct s in  En gl an d  w h i ch  can n ot  and do n o t  em p loy 

t h ei r  o w n  m on ey. N o  p u r el y  agr i cu l t u r al  co u n t y  does so. T h e 

savin gs o f  a cou n t y  w i t h  good  lan d  b u t  n o m an u fact u res and no 

t r ad e m u ch  exceed  w h at  can  be safel y  len t  in  t h e cou n t y . T h ese sav 

in gs are f i r st  l od ged  in  t h e l ocal  banks, are b y  t hem  sen t  t o  Lon d on , 

and are deposi t ed  w i t h  L on d on  ban k ers, o r  w i t h  t he b i l l  b rok ers. In  

ei t h er  case t h e resu l t  is t h e sam e. T h e m on ey t hus sen t  up  f r om  the 

accu m u lat in g d ist r i ct s is em p l oyed  in  d i scou n t in g t h e b i l ls o f  t h e in 

dust r ial  d i st r i ct s. D eposi t s are m ade w i t h  t h e ban k ers and b i l l  b rok ers 

in  L om b ard  St r eet  b y  t he ban k ers o f  such  coun t ies as Som erset sh i re 

and H am psh i re, and t hose b i l l  b r ok er s and ban k ers em p loy t hem  in  

t h e d i scou n t  o f  b i l ls f r om  Yor k sh i r e and Lan cash i re. L om b ar d  St r eet  

is t hus a perpet ual  agen t  bet w een  t h e t w o  gr eat  d ivision s o f  En glan d , 

—bet w een  t h e r ap id l y -gr ow in g d ist r i ct s, w h er e alm ost  an y am oun t  o f  

m on ey can  be w el l  and easi l y em p loyed , and t h e st at i on ar y and t he 

decl in in g d ist r i ct s, w h er e t h ere is m ore m on ey t han  can  be used.

T h i s organ isat ion  is so u sefu l  because i t  is so easi l y ad just ed . Po l i t 

i cal  econom ist s say  t h at  cap i t al  sets t ow ar d s t h e m ost  p rof i t ab le t rades, 

and t h at  i t  r ap id l y  leaves t h e less p rof i t ab le and n on -p ayin g t rades. 

Bu t  in  o r d i n ar y cou n t r ies t h is is a sl ow  p rocess, and som e persons w h o  

w an t  t o  h ave ocu lar  dem on st rat ion  o f  abst ract  t r u t h s h ave been  in 

cl i n ed  t o d ou b t  i t  because t h ey  cou ld  n ot  see i t . I n  En glan d , h ow 

ever , t h e p rocess w ou ld  be visib le en ough  i f  yo u  cou ld  o n l y see t he 

book s o f  t h e b i l l  b rok ers and t h e bankers. T h ei r  b i l l  cases as a r u le 

are fu l l  o f  t h e bi l ls d r aw n  in  t he m ost  p ro f i t ab le t rades, and cateris 

paribus and in  com par ison  em p t y  o f  t hose d r aw n  in  t he less p rof i t ab le. 

I f  t h e i r on  t r ad e ceases t o  be as p rof i t ab le as usual , less i r on  is sold ; t he 

few er  t h e sales t he few er  t he b i l l s; and in  con sequ en ce t h e n um ber  

o f  i r on  b i l l s in  L om b ar d  st r eet  is d im in ished. O n  t he o t h er  hand, i f  

in  con sequen ce o f  a bad  h arvest  t h e co m  t r ad e becom es on  a sudden  

p rof i t ab le, im m ed iat ely ‘co m  b i l l s’ are creat ed  in  gr eat  n um bers, and 

i f  goo d  are d iscoun t ed  in  L om b ar d  St r eet . T h u s En gl i sh  cap i t al  runs 

as su r el y  and in st an t l y w h er e i t  is m ost  w an t ed , and w h er e t h ere is 

m ost  t o  be m ade o f  i t , as w at er  ru n s t o  f i n d  i t s l ev el
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INTRODUCTORY. 7

T h i s ef f i cien t  and in st an d y- r ead y organ isat ion  gi ves us an  enorm ous 

ad van t age in  com pet i t i on  w i t h  less advan ced  cou n t r ies—less advan ced , 

t h at  is, in  t h is p ar t i cu lar  r esp ect  o f  cred i t . I n  a n ew  t r ad e En gl ish  

cap i t al  is in st an t l y at  t h e d isposal  o f  persons capab le o f  un derst an d in g 

t h e n ew  oppor t un i t ies and o f  m ak in g good  use o f  t hem . I n  coun t r ies 

w h er e t h ere is l i t t le m on ey  t o  len d , and w h er e t h at  l i t t l e is l en t  t ar d i l y  

and rel u ct an t l y , en t erp r i sin g t r ad ers are l on g k ep t  back , because 

t h ey  can n ot  at  on ce b o r r o w  t h e cap i t al , w i t h o u t  w h i ch  sk i l l  and 

k n ow led ge are useless. A l l  sudden t rades com e t o  En gl an d , and in  so 

d o in g o f t en  d isappoin t  bot h  rat ion al  p r ob ab i l i t y  and t h e p red ict ion s 

o f  ph i losoph ers. T h e Su ez Can al  i s a cu r iou s case o f  t h is. A l l  p re

d i ct ed  t h at  t h e can al  w ou ld  un do w h at  t h e d i scover y  o f  t h e passage 

t o  I n d ia r ou n d  t h e Cape ef fect ed . Befo r e t h at  al l  O r ien t al  t r ade w en t  

t o  por t s in  t h e Sou t h  o f  Eu r op e, and w as t h en ce d i f fused  t h r ou gh  

Eu r op e. T h at  L on d on  and L i ver p o o l  sh ou ld  be cen t res o f  East  

I n d ian  com m erce is a geogr aph ical  an om aly, w h i ch  t he Su ez Can al , 

i t  w as said , w ou l d  r ect i f y . ‘T h e Gr eek s,’ said M . de T ocq u evi l l e, ‘t h e 

St yr i an s, t h e I t al ians, t he D alm at ians, and t h e Sici l ian s, are t h e peop le 

w h o  w i l l  use t h e Can al  i f  an y use it .* Bu t , on  t h e con t r ar y , t h e m ain  

use o f  t h e Can al  has been  b y  t h e En gl i sh . N o n e o f  the nat ions nam ed 

b y  T ocq u ev i l l e had t h e cap i t al , o r  a t i t h e o f  i t , r ead y  t o  bu i ld  t h e large 

scr ew  steam ers w h i ch  alone can  use t h e Can al  p r o f i t ab l y . U l t i m at el y  

t hese p lausib le p red ict ion s m ay o r  m ay n o t  be r i gh t , bu t  as y et  t h ey 

h ave been  qu i t e w r o n g, n ot  because En glan d  has r i ch  peop le—t h ere 

are w eal t h y  peop le in  al l  cou n t r ies—bu t  because she possesses an  un 

equal led  fu n d  o f  f l oat i n g m on ey, w h i ch  w i l l  h elp  in  a m om en t  an y 

m er ch an t  w h o  sees a gr eat  p r osp ect  o f  n ew  p ro f i t .

A n d  n ot  o n l y  does t h is u n con scious ‘organ isat ion  o f  capi tal ,*  t o  

use a con t in en t al  ph rase, m ak e t h e En gl ish  sp ecial l y  q u i ck  in  com 

par ison  w i t h  t h ei r  n eigh bou rs on  t h e con t in en t  at  seizin g on  n ovel  

m ercan t i le oppor t un i t i es, b u t  i t  m akes t h em  l i k el y  also t o  ret ain  an y  

t rade on  w h i ch  t h ey  h ave on ce r egu l ar l y  fast en ed . M r . M accu l loch , 

fo l l o w i n g Ri car d o , used t o  t each  t h at  al l  o ld  nat ions had a special  

ap t i t ude f o r  t r ades in  w h i ch  m u ch  cap i t al  is r equ i r ed . T h e in t erest  o f  

cap i t al  h avin g been  red u ced  in  su ch  cou n t r ies, he argu ed , b y  t h e 

n ecessi t y o f  con t i n u al l y r esor t i n g t o  i n fer i o r  soi ls, t h ey  can  un dersel l  

cou n t r ies w h er e p r o f i t  is h igh  in  al l  t rades n eed in g gr eat  cap i t al  A n d  

in  t h is t h eo r y  t h ere is doubt less m uch  t r u t h , t h ou gh  i t  can  o n l y  be 

app l ied  in  p r act i ce af t er  a num ber  o f  l im i t at ion s an d  w i t h  a n u m ber  o f  

deduct ion s o f  w h i ch  t h e o ld er  sch ool  o f  p o l i t i cal  econ om ist s d id  n ot  

t ak e en ou gh  n ot ice. Bu t  t he sam e p r in cip l e p lain l y  and p r act i cal l y
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8 INTRODUCTORY.

app l ies t o  En glan d , i n  con sequen ce o f  h er  h abi t ual  use o f  b or r ow ed  

cap i t al  A s has been  exp lain ed , a n ew  m an , w i t h  a sm al l  cap i t al  o f  

h is o w n  and a l ar ge b or r o w ed  cap i t al , can  un dersel l  a r i ch  m an  w h o  

depen ds on  h is o w n  cap i t al  o n l y . T h e r i ch  m an w an t s t h e fu l l  r at e o f  

m ercan t i le p r o f i t  on  t h e w h o le o f  t he cap i t al  em p loyed  in  h is t rade, 

b u t  t h e p oo r  m an  w an t s o n l y  t h e in t erest  o f  m on ey (perh aps n ot  a 

t h i r d  o f  t h e rat e o f  p r o f i t )  on  v er y  m uch  o f  w h at  he uses, and t h ere

f o r e an  in com e w i l l  be an  am ple recom pen se t o  t he p oo r  m an w h i ch  

w o u l d  st ar ve t h e r i ch  m an  ou t  o f  t h e t r ad e. A l l  t h e com m on  not ions 

abou t  t h e n ew  com pet i t i on  o f  fo r eign  cou n t r ies w i t h  En gl an d  and 

i t s dangers—n ot ion s in  w h i ch  t h ere is in  o t h er  aspect s m uch  t r u t h — 

requ i r e t o  be recon sidered  in  r elat ion  t o  t h is aspect . En gl an d  has a 

special  m ach i n er y f o r  get t in g in t o  t r ad e n ew  m en  w h o  w i l l  be con 

t en t  w i t h  l o w  p r i ces, and t h is m ach i n er y w i l l  p r o b ab ly  secu re h er  

success, f o r  n o  o t h er  co u n t r y  is soon  l i k el y  t o  r i val  i t  ef fect u al ly.

T h er e are m an y o t h er  poin t s w h i ch  m igh t  be insist ed on , b u t  i t  

w o u l d  be t ed ious an d  useless t o  elaborat e t h e p i ct u re. T h e m ain  con 

clusion  is v er y  p lain —t h at  En gl ish  t r ade is becom e essen t ial l y a t r ad e 

on  b o r r o w ed  cap i t al , and t h at  i t  i s o n l y  b y  th is ref in em en t  o f  ou r  

ban k in g syst em  t h at  w e are ab le t o  do t h e sor t  o f  t r ade w e do, o r  t o  

get  t h r ou gh  t h e q u an t i t y o f  i t .

Bu t  in  exact  p r op or t i on  t o  t h e p ow er  o f  t h is syst em  is i t s d el i cacy 

—I  sh ou ld  h ar d l y say  t oo  m u ch  i f  I  said  i t s dan ger . O n l y  o u r  fa 

m i l i ar i t y  b l in ds us t o  t he m arvel lous n at u re o f  t h e syst em . T h er e 

n ever  w as so m u ch  b o r r ow ed  m on ey co l lect ed  in  t h e w or l d  as is n o w  

co l l ect ed  in  Lon d on . O f  t h e m an y m i l l ion s in  L om b ar d  st reet , in 

f i n i t el y  t h e gr eat er  p r op or t i on  is held  b y  ban k ers o r  ot hers on  sh or t  

n o t i ce o r  on  dem an d ; t h at  is t o  say, t he ow n er s cou ld  ask  f o r  i t  al l  an y  

d ay  t h ey  p lease: in  a pan ic som e o f  t h em  do ask  f o r  som e o f  i t . I f  

an y  l ar ge f r act i on  o f  t h at  m on ey r eal l y  w as dem anded, ou r  ban k in g 

syst em  and o u r  in dust r ial  syst em  t oo w ou l d  be in  gr eat  dan ger .

Som e o f  t h ose deposi t s t oo  are o f  a p ecu l iar  and v er y  d ist in ct  nat u re. 

Si n ce t h e Fr an co-Ger m an  w ar , w e h ave becom e t o  a m uch  lar ger  ex 

t en t  t h an  b efo r e t h e Ban k er s o f  Eu r op e. A  v er y  l arge sum  o f  fo r eign  

m on ey is on  var iou s accou n t s and f o r  var iou s purposes h eld  h ere. A n d  

in  a t im e o f  pan ic i t  m igh t  be asked fo r . I n  1866 w e h eld  o n l y a m uch  

sm al ler  sum  o f  fo r ei gn  m on ey, b u t  t h at  sm al ler  sum  w as dem an ded and 

w e h ad  t o  p ay  i t  at  great  cost  and su f fer i n g, and i t  w ou ld  be f ar  w or se 

i f  w e had t o  p ay  t h e gr eat er  sum s w e n o w  h old , w i t h o u t  bet t er  r e

sou rces t h an  w e h ad  t hen .

I t  m ay  be rep l ied , t h at  t h ou gh  o u r  inst an t  l iab i l i t ies are great , ou r
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INTRODUCTORY. 9

presen t  m eans are l ar ge; t h at  t h ou gh  w e h ave m uch  w e m ay  be asked 

t o  p ay  at  an y  m om en t , w e h ave v er y  m u ch  al w ays r ead y  t o  p ay  i t  

w i t h . Bu t , on  t h e con t r ar y , t h ere is n o co u n t r y  at  p resen t , and t h er e 

n ever  w as an y  cou n t r y  b efor e, in  w h i ch  t h e rat io o f  t h e cash  r eserve 

t o t h e ban k  deposi t s w as so sm al l  as i t  is n o w  in  En gl an d .*  So  f ar  

f r om  o u r  bein g ab le t o  r el y  on  t h e p ropor t i on al  m agn i t ude o f  ou r  

cash  in  hand, t he am oun t  o f  t h at  cash  is so exceed i n gl y sm al l  t h at  

a b yst an d er  alm ost  t rem bles w h en  he com pares i t s m inuteness w i t h  

t he im m en si t y o f  t h e cr ed i t  w h i ch  rest s u pon  i t .

A gain , i t  m ay  be said t h at  w e need n ot  be alarm ed at  t he m agn i t ude 

o f  o u r  cr ed i t  syst em  o r  at  i t s ref in em en t , f o r  t h at  w e h ave l earn ed  b y  

exper ien ce t h e w ay  o f  con t r o l l i n g i t , and al w ays m anage i t  w i t h  d iscre

t ion . Bu t  w e do not  al w ays m an age i t  w i t h  d iscret ion . T h er e i s t h e 

ast oun d in g instance o f  O veren d , Gu r n ey , and Co. t o t h e con t r ar y. 

T en  year s ago t h at  house st ood  n ext  t o t h e Ban k  o f  En gl an d  in  d i e 

C i t y  o f  L on d on ; i t  w as bet t er  k n ow n  abroad  t h an  an y  sim i lar  f i rm  

—k n ow n , perhaps, bet t er  t han  an y p u r el y  En gl i sh  f i rm . T h e par t n ers 

had gr eat  estates, w h i ch  had m ost l y been  m ade in  t h e business. T h ey  

st i l l  der i ved  an im m ense in com e f r om  i t . Y et  in  six year s t h ey  lost  

al l  t h ei r  o w n  w eal t h , sold  t he business t o t he com p an y, and t h en  lost  

a large p ar t  o f  t h e com p an y’s capi t al . A n d  t hese losses w er e m ade in  

a m an n er  so r eck less and so fool ish , t h at  one w ou l d  t h in k  a ch i ld  w h o  

had len t  m on ey in  t h e G t y  o f  L on d on  w ou l d  h ave len t  i t  bet t er . 

A f t er  t h is exam ple, w e m ust  n o t  con f ide t oo  su r ely  in  lon g-est abl ished 

cred i t , o r  in  f i r m ly- r oo t ed  t r ad i t ion s o f  business. W e m ust  exam ine 

the syst em  on  w h i ch  t hese gr eat  m asses o f  m on ey are m an ipu lat ed, 

and assure ou rselves t h at  i t  is safe and r i gh t .

Bu t  i t  is n o t  easy t o  rouse m en  o f  business t o  t he t ask . T h ey  

let  t h e t ide o f  business f loat  befor e t h em ; t h ey  m ake m on ey o r  st r i ve t o  

do so w h i le i t  passes, and t h ey  are u n w i l l i n g t o  t h in k  w h er e i t  is 

go i n g. Even  t h e gr eat  col lapse o f  O veren ds, t h ou gh  i t  caused a pan ic, 

is begin n in g t o  be fo r got t en . M ost  m en  o f  business t h in k —‘A n y h o w  

th is syst em  w i l l  p r o b ab l y last  m y  t im e. I t  has gon e on  a l on g t im e, and 

is l i k el y  t o go  on  st i l l .’ Bu t  t h e exact  p oin t  is, t h at  i t  has not gon e on  

a l on g t im e. T h e co l lect ion  o f  t hese im m ense sum s in  one p lace and 

in  f ew  hands is p er fect l y  n ew . I n  1844 t h e l iab i l i t ies o f  t h e f o u r  great  

L on d on  Jo i n t  St o ck  Ban k s w er e 10,637,000/ .; t h ey  n o w  are m ore 

t han  60,000,000/ . T h e p r i vat e deposi t s o f  t h e Ban k  o f  En glan d  t h en  

w er e 9,000,000/ .; t h ey  n o w  are 18,000,000/ . T h er e w as in  1844 

t h rou gh ou t  t he co u n t r y  b u t  a f r act i on  o f  t h e vast  deposi t  business

* See N ot e A  at  the end o f  the volum e.
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IO INTRODUCTORY.

w h i ch  n o w  exist s. W e can n ot  appeal , t h er efor e, t o  exper ien ce t o  

p r o ve t h e safet y  o f  o u r  syst em  as i t  n o w  is, f o r  t h e p resen t  m agn i t ude 

o f  t h at  syst em  is en t i r ely  n ew . O b vi ou sly  a syst em  m ay b e f i t  t o  

r egu lat e a f ew  m i l l i on s, an d  y et  qu i t e in adequat e w h en  i t  is set  t o  cop e 

w i t h  m an y  m i l l ion s. A n d  t h us i t  may be w i t h  ‘L om b ar d  St r eet ,' so 

r ap id  has been  i t s gr o w t h , and so un preceden t ed  is i t s nat u re.

I  am  b y  n o m eans an  alarm ist . I  bel ieve t h at  o u r  syst em , t h ou gh  

cu r iou s an d  p ecu l iar , m ay  be w or k ed  safel y ; bu t  i f  w e w ish  so t o  w o r k  

i t , w e m ust  st u d y i t . W e m ust  n ot  t h in k  w e h ave an  easy t ask  w h en  

w e h ave a d i f f i cu l t  t ask , o r  t h at  w e are l i v i n g in  a n at u ral  st ate w h en  

w e are r eal l y  l i v i n g in  an ar t i f i ci al  one. M o n ey  w i l l  n o t  m anage 

i t sel f , an d  L om b ar d  st r eet  has a gr eat  deal  o f  m on ey  t o  m anage.
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CHAPTER II.

A General View of Lombard Street.

I .

T h e  o b j e c t s  w h i ch  yo u  sec in  L om b ar d  St r eet , and in  t h at  m on ey 

w o r l d  w h i ch  is gr ou p ed  abou t  i t , are t h e Ban k  o f  En glan d , t h e Pr i vat e 

Ban k s, t h e Jo i n t  St o ck  Ban k s, and t h e b i l l  b rok ers. Bu t  b efo r e de

scr i b in g each  o f  t hese separ at el y w e m ust  l ook  at  w h at  al l  h ave i n  

com m on , and at  t h e relat ion  o f  each  t o  t h e others.

T h e d i st in ct i ve fu n ct i on  o f  t h e ban k er , says Ricar d o , ‘begin s as 

soon  as he uses t h e m on ey o f  ot hersas l on g as he uses h is o w n  m on ey 

he is o n l y  a cap i t al i st . A cco r d i n g l y  al l  t h e ban k s in  L om b ard  St r eet  

(an d  b i l l  b r ok er s are f o r  t h is pu rpose o n l y  a k in d  o f  ban k ers)  h old  

m uch  m on ey bel on gin g t o  o t h er  peop le on  ru n n in g accou n t  an d  on  

deposi t . I n  con t in en t al  lan guage, L om b ar d  St r eet  is an  organ izat ion  

o f  cr ed i t , and w e are t o  see i f  i t  is a good  o r  bad  organ izat ion  in  i t s 

k in d , o r  i f , as is m ost  l i k el y , i t  t u rn  ou t  t o  be m ixed , w h at  are i t s m er i t s 

and w h at  are i t s d efect s?

T h e m ain  p o in t  on  w h i ch  on e syst em  o f  cr ed i t  d i f fer s f r om  an 

o t h er  is ‘soundness.*  Cr ed i t  m eans t h at  a cer t ain  con f id en ce is gi ven , 

and a cer t ain  t r u st  reposed . I s t h at  t r u st  just i f ied? and i s t h at  con 

f i d en ce w ise? T h ese are t h e card in al  quest ions. T o  p u t  i t  m or e 

sim p l y—cr ed i t  is a set  o f  p rom ises t o  p ay ; w i l l  t h ose prom ises be kept ? 

Esp ecial l y  in  ban k in g, w h er e t h e ‘l iab i l i t ies,* o r  p rom ises t o  p ay, are 

so large, and t h e t im e at  w h i ch  t o  p ay  t hem , i f  exact ed , i s so sh or t , 

an in st an t  cap aci t y  t o  m eet  engagem en t s is t h e card in al  excel len ce.

A l l  w h i ch  a ban k er  w an t s t o  p ay  h is cred i t or s i s a su f f i cien t  su p p l y 

o f  t h e legal tender o f  t h e cou n t r y , n o m at t er  w h at  t h at  l egal  t en d er  

m ay be. D i f fer en t  cou n t r ies d i f fer  in  t h ei r  law s o f  legal  t en der , bu t  

fo r  t h e p r i m ar y pu rposes o f  ban k in g t hese syst em s are n o t  m at er ial . 

A  good  syst em  o f  cu r r en cy  w i l l  ben efi t  t h e cou n t r y, and a bad syst em  

w i l l  h u r t  i t . I n d i r ect l y , ban k ers w i l l  be ben efi t ed  o r  in ju r ed  w i t h  

t he cou n t r y  in  w h i ch  t h ey  l i ve; b u t  p r act i cal l y , and f o r  t he purposes 

o f  t h ei r  d ai l y  l i fe, t h ey  h ave n o need  t o  t h in k , and n ever  do t h in k , on  

t h eor ies o f  cu r r en cy . T h ey  l ook  at  t h e m at t er  sim p ly. T h ey  say— 

‘I  am  u n der  an ob l i gat ion  t o  p ay  such  and such  sum s o f  l egal  cu r r en cy ; 

h ow  m uch  h ave I  i n  m y  t i l l , o r  h ave I  at  on ce u n der  m y  com m an d , o f
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12 A GENERAL VIEW OF LOMBARD STREET.

t h at  cu r r en cy?’ I n  A m er i ca, f o r  exam ple, i t  is qu i t e en ou gh  f o r  a 

ban k er  t o  h o ld  ‘gr een b ack s/  t h ou gh  t h e valu e o f  t hese ch an ges as t h e 

Go ver n m en t  ch ooses t o  en large o r  con t r act  t h e issue. Bu t  a p r ac 

t i cal  N ew  Y o r k  ban k er  has n o n eed  t o  t h in k  o f  t h e goodn ess o r  bad 

ness o f  t h is syst em  at  al l ; he need o n l y  k eep  en ough  ‘green back s’ t o  

p ay  al l  p robab le dem ands, and t h en  he is f ai r l y  safe f r om  t h e r i sk  o f  

fai lu re.

B y  t h e l aw  o f  En gl an d  t he l egal  t en ders are go ld  and si l ver  coin  

( t h e last  f o r  sm al l  am oun t s o n l y ) , and Ban k  o f  En glan d  notes. Bu t  t h e 

n u m ber  o f  o u r  at t ain able ban k  n ot es is n ot , l i k e A m er i can  ‘green 

b ack s/  depen den t  on  t h e w i l l  o f  t h e St at e; i t  is l im i t ed  b y  t he provision s 

o f  t h e A c t  o f  1844. T h at  A c t  separat es t h e Ban k  o f  En glan d  in t o 

t w o  halves. T h e Issue D epar t m en t  o n l y  issues notes, and can  o n l y  

issue 15,000,000/ . on  Gover n m en t  secu r i t i es; f o r  al l  t he rest  i t  m ust  

h ave bu l l i on  deposi t ed . T ak e, f o r  exam ple an  accou n t , w h i ch  m ay be 

con sidered  an  aver age specim en  o f  t h ose o f  t h e last  f ew  year s—t hat  

f o r  t he last  w eek  o f  1869 :—

An account pursuant to the Act  7th and 8th Victoria, cap. 32, for the week
ending on Wednesday, the 29th day of December, 1869.

Issu e D epa r t men t .

N ot es issued

. I
33,288,640

33,288,640

Govern m en t  debt  . 

O ther  secur i t ies 

Go ld  coin  and bul l ion 

Si lver  bul l ion  .

I
11,015,100

3,984,900

18.288.640

33.288.640

Ban k in g  D epa r t men t .

Propr ietors’ capi tal  .

R e s t ..............................

Pub l ic deposi ts, including 

Exch equer , Savings’ 

Banks, Com m issioners 

o f  N at ion al  D ebt , and 

dividend accou n t s. 

O ther  deposi ts . 

Seven -day and other  bi l ls

£
14,553,000

3 » i ° 3 , 3 0 1

8,585,215

18,204,607

4 4 5 4 9 0

44,891,613

Govern m en t  secur i t ies 

O t her  secur i t ies . 

N ot es .

Go ld  and si lver  coin  .

L
13,811,953

19,781,988

10,389,690

907,982

44,891,613

G EO . FO RBES, Chief Cashier.

D ated the 30th D ecem ber , 1869.
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T h er e are h ere 15,000,0001, ban k  not es issued on  secu r i t i es, and 18,-  

288,640/ . r epresen t ed  b y  bu l l i on . T h e Ban k  o f  En glan d  has n o p o w er  

b y  l aw  t o  in crease t h e cu r r en cy  in  an y  o t h er  m anner . I t  holds t h e 

st ipu lat ed  am oun t  o f  secu r i t i es, and f o r  al l  t h e rest  i t  m ust  h ave bu l l ion . 

T h i s is t h e ‘cast  i ron* syst em —t h e ‘h ard  an d  fast ' l in e w h i ch  t h e op 

ponen t s o f  t h e A c t  say  ru in s us, and w h i ch  t h e par t izans o f  t h e A c t  

say saves us. Bu t  I  h ave n ot h in g t o  do w i t h  i t s exp ed ien cy here. A l l  

w h i ch  is t o m y  pu rpose is t h at  o u r  pap er  ‘legal  t en d er ,' o u r  ban k  not es, 

can  o n l y  be obt ain ed  in  t h is m anner . I f , t h er efor e, an  En gl i sh  ban k er  

ret ains a sum  o f  Ban k  o f  En glan d  n ot es o r  coin  in  due p r op or t i on  t o  

his l iabi l i t ies, he has a su ff i cien t  am oun t  o f  t h e l egal  t en d er  o f  t h is 

cou n t r y, and h e need  n ot  t h in k  o f  an yt h in g m ore.

Bu t  h ere a d ist in ct ion  m ust  be m ade. I t  is t o  be obser ved  t h at  

p r o p er l y  speak in g w e sh ou ld  n ot  i n clude in  the ‘r eser ve’ o f  a ban k  ‘le

gal  t en ders,’ o r  cash , w h i ch  t h e Ban k  keeps t o  t ran sact  i t s d ai l y  business. 

T h at  is as m u ch  a par t  o f  i t s d ai l y  st ock - i n - t r ad e as i t s desks o r  off i ces; 

o r  at  an y  rat e, w h at ever  w or d s w e m ay ch oose t o  use, w e m ust  care

f u l l y  d ist ingu ish  b et w een  t h is cash  in  t h e t i l l  w h i ch  is w an t ed  ever y  

d ay, and t h e safety-fund, as w e m ay  cal l  i t , t h e special  r eserve held  b y  

the ban k  t o  m eet  ext r aor d i n ar y and u n frequ en t  dem ands.

W h at  t hen , su b ject  t o  t h is p r el im in ar y exp lanat ion , is t h e am oun t  o f  

legal  t en der  held  b y  ou r  ban k ers against  t h ei r  l iab i l i t ies? T h e an sw er  

is rem ark ab le, and is t h e k ey  t o  ou r  w h o l e syst em . I t  m ay  be b r o ad ly  

said t h at  n o ban k  in  L on d on  o r  ou t  o f  i t  holds an y  con siderab le sum  

in  h ard  cash  o r  l egal  t en d er  (above w h at  is w an t ed  f o r  i t s d ai l y 

business) excep t  t h e Ban k in g D epar t m en t  o f  t he Ban k  o f  En glan d . 

T h at  depar t m en t  h ad  on  t he 29th  d ay  o f  D ecem ber , 1869, l iab i l i t ies as 

fo l l o w s:—

and a cash  r eserve o f  11,297,000/ . A n d  t h is is al l  t h e cash  reserve, 

w e m ust  car ef u l l y  rem em ber , w h i ch , u n d er  t h e l aw , t h e Ban k in g 

D epar t m en t  o f  t h e Ban k  o f  En glan d —as w e cu m b r ou sl y cal l  i t — 

t h e Ban k  o f  En glan d  f o r  ban k in g purposes—possesses. T h at  depar t 

m en t  can  n o m ore m u l t i p l y o r  m an u fact u r e b an k  not es than  an y  o t h er  

ban k  can  m u l t i p l y  t h em . A t  t h at  p ar t i cu lar  d ay  th e Ban k  o f  En gl an d  

had o n l y  11,29 7,0 0o/ . i n  i t s t i l l  again st  l iab i l i t ies o f  n ear l y  t h ree t im es

I
Publ ic deposi ts .

Pr ivat e deposi ts . 

Seven -day and other  bi l ls .

8,585,000
18,205,000

445,000

T ot al  . 27,235,000
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>4 A GENERAL VIEW OF LOMBARD STREET.

t h e am oun t . I t  had ‘Con sols’ and o t h er  secu r i t i es w h i ch  i t  cou ld  o f fer  

f o r  sale n o doubt , and w h i ch , i f  so ld , w o u l d  augm en t  i t s su p p ly  o f  

ban k  notes—and t h e relat ion  o f  such  secu r i t i es t o  r eal  cash  w i l l  be dis

cussed  p r esen t l y ; b u t  o f  real  cash , t h e Ban k  o f  En glan d  f o r  this p u r 

pose—t h e ban k in g ban k —had t h en  so m u ch  and n o m ore.

A n d  w e m ay w el l  t h in k  t h is a gr eat  deal , i f  w e exam ine the posi t ion  

o f  o t h er  banks. N o  o t h er  ban k  holds an y  am oun t  o f  subst an t ial  im 

p or t an ce in  i t s o w n  t i l l  b eyon d  w h at  is w an t ed  f o r  d ai l y  purposes. 

A l l  L on d on  ban k s k eep  t h ei r  p r in cip al  reserve on  deposi t  at  t h e Ban k 

i n g D epar t m en t  o f  t h e Ban k  o f  En glan d . T h i s is b y  far  t h e easiest  

and safest  p lace f o r  t hem  t o  use. T h e Ban k  o f  En glan d  t hus has t he 

r espon sib i l i t y o f  t ak i n g car e o f  i t . T h e sam e reasons w h i ch  m ake i t  de

si rab le f o r  a p r i vat e person  t o  k eep  a ban k er  m ak e i t  also desi rable fo r  

ev er y  ban k er , as respect s h is r eserve, t o  b an k  w i t h  an ot h er  ban k er  i f  

he safel y  can . T h e cu st od y o f  v er y  l ar ge sum s in  sol id  cash  entai ls 

m uch  care, and som e cost ; ever yon e w ish es t o sh i f t  t hese upon  ot hers 

i f  he can  do so w i t h o u t  su f fer in g. A cco r d i n g l y , t h e ot h er  ban kers 

o f  L on d on , h avin g p er fect  con f id en ce in  t h e Ban k  o f  En gl an d , get  

t h at  ban k  t o k eep  t h ei r  r eser ve f o r  t hem .

T h e L on d on  b i l l  b r ok er s do m u ch  t h e sam e. In deed, t h ey  are o n l y  

a special  so r t  o f  ban k ers w h o  al l ow  d ai l y  in t erest  on  deposi t s, and w h o  

f o r  m ost  o f  t h ei r  m on ey gi ve secu r i t y . Bu t  w e h ave no con cer n  n ow  

w i t h  t hese d i f fer en ces o f  det ai l . T h e b i l l  b rok ers len d  m ost  o f  t h ei r  

m on ey, an d  deposi t  t h e rem n an t  ei t h er  w i t h  t h e Ban k  o f  En glan d  o r  

som e L on d on  ban k er . T h at  L on d on  ban k er  lends w h at  he chooses o f  

i t , t he rest  he leaves at  t he Ban k  o f  En gl an d . Yo u  al w ays com e back  

t o  t h e Ban k  o f  En glan d  at  last .

Bu t  t h ose w h o  k eep im m ense sum s w i t h  a ban k er  gain  a con ven ien ce 

at  t he expense o f  a dan ger . T h ey  are l iab le t o  lose t hem  i f  t h e ban k  

fai l . A s al l  o t h er  ban kers k eep  t h ei r  ban k in g r eserve at  t h e Ban k  o f  

En glan d , t h ey  are l iab le t o  fai l  i f  i t  fai l s. T h ey  are depen den t  on 

t h e m anagem en t  o f  t h e Ban k  o f  En glan d  in  a d ay  o f  d i f f i cu l t y  and at  

a cr i sis f o r  t h e spare m on ey t h ey  k eep  t o  m eet  t h at  d i f f i cu l t y  and 

cr isis. A n d  in  t h is t h ere is cer t ain l y  con siderab le r i sk . T h r ee t im es 

‘Peel ’s A c t ’ has been  suspended because t h e Ban k in g D epar t m en t  w as 

em p t y. Befo r e t he A c t  w as b r ok en —

I
I n  1847, the 

1857

tent w as reduced to
n
n

1.994.000
1462.000 
3,000,0001866

I n  fact , in  none o f  t hose year s cou ld  t he Ban k in g D epar t m en t  o f
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A GENERAL VIEW OF LOMBARD STREET.

t he Ban k  o f  En gl an d  h ave su r vi ved  i f  t h e l aw  had n ot  been  brok en .

N o r  m ust  i t  be fan cied  t h at  t h is d an ger  is un real , ar t i f i ci al , and 

creat ed  b y  l aw . T h er e is a r i sk  o f  o u r  t h in k in g so, because w e h ear  

t h at  t h e d an ger  can  be cu r ed  b y  b r eak i n g an A c t ; bu t  subst an t ial l y 

t he sam e dan ger  exist ed  b efo r e t h e A c t . I n  1825, w h en  o n l y  co in  w as 

a l egal  t en der , and w h en  t h ere w as o n l y  on e depar t m en t  in  t h e Ban k , 

t he Ban k  had red u ced  i t s r eser ve t o  1,027,000/ ., and w as w i t h i n  an ace 

o f  st opp in g paym en t .

Bu t  t h e d an ger  t o  t he deposi t i n g ban k s is n ot  t h e sole o r  t h e p r i n 

cip al  con sequ en ce o f  t h is m ode o f  k eep in g t he L on d on  reserve. T h e 

m ain  ef fect  is t o cause t h e reser ve t o  be m uch  sm al ler  in  p r opor t i on  

t o t h e l iab i l i t ies t h an  i t  w o u l d  o t h erw ise be. T h e reserve o f  t h e 

L on d on  ban k ers b ein g on  deposi t  in  t h e Ban k  o f  En gl an d , t h e Ban k  

al w ays lends a p r in cipal  p ar t  o f  i t . Su ppose, a favou r ab l e supposi t ion , 

t h at  t h e Ban k in g D epar t m en t  holds m ore t han  t w o- f i f t h s o f  i t s l ia

b i l i t ies in  cash—t h at  i t  lends t h ree- f i f t h s o f  i t s deposi t s and ret ain s in  

r eserve o n l y  t w o- f i f t h s. I f  t hen  t he aggr egat e o f  t he bankers* de

posi t ed  reserve be 5,000,000/ ., 3,000,000/ . o f  i t  w i l l  be len t  b y  the 

Ban k in g D epar t m en t , and 2,000,00ol. w i l l  be k ep t  in  t he t i l l . I n  con se

qu en ce, t h at  2,000,000/ . is al l  w h i ch  is r eal l y  held  in  act ual  cash  as 

against  t h e l iabi l i t ies o f  t h e deposi t in g banks. I f  L om b ar d  St r eet  

w er e on  a sudden  t h r ow n  in t o  l iqu idat ion , and m ade t o p ay  as m uch  

as i t  cou ld  on  t h e spot , t h at  2,000,000/ . w ou l d  be al l  w h i ch  t h e Ban k  

o f  En gl an d  cou ld  p ay  t o t h e deposi t i n g banks, and con sequ en t l y al l , 

besides t h e sm al l  cash  in  t h e t i l l , w h i ch  t hose banks cou ld  on  a sudden  

p ay  t o  t h e person s w h o  h ave deposi t ed  w i t h  them .

W e see t hen  t h at  t he ban k in g r eserve o f  t h e Ban k  o f  En g l an d -  

som e 10,000,000/ . on  an  average o f  year s n ow , and fo r m er l y  m uch  

less—is al l  w h i ch  is held  against  t he l iab i l i t ies o f  L om b ar d  St r eet ; and 

i f  t h at  w er e al l , w e m igh t  w el l  be am azed at  t h e im m ense d evelop 

m en t  o f  o u r  cred i t  syst em —in  p lain  En gl i sh , at  t h e im m ense am oun t  

o f  o u r  debt s p ayab l e on  dem and, and t he sm al lness o f  t h e sum  o f  

act u al  m on ey w h i ch  w e k eep  t o  p ay t hem  i f  dem anded. Bu t  t h ere 

is m or e t o  com e. L om b ar d  St r eet  is n ot  o n l y  a p lace r equ i r i n g t o 

k eep  a reserve, i t  is i t sel f  a p lace w h er e reserv es are k ept . A l l  cou n t r y  

ban k ers k eep  t h ei r  reserve in  Lon d on . T h ey  o n l y  ret ain  in  each  cou n 

t r y  t o w n  t h e m in im um  o f  cash  n ecessar y t o  t h e t ran sact ion  o f  t he 

cu r r en t  business o f  t h at  co u n t r y  t ow n . L o n g  exper ien ce has t o ld  

t h em  t o  a n i cet y  h ow  m u ch  t h is is, and t h ey  do n ot  w ast e cap i t al  and 

lose p r o f i t  b y  k eep in g m ore id le. T h ey  send t h e m on ey t o  Lon d on , 

in vest  a p ar t  o f  i t  i n  secu r i t i es, an d  k eep  t h e rest  w i t h  t h e L on d on
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i6 A GENERAL VIEW OF LOMBARD STREET.

ban k ers and t h e b i l l  b rok ers. T h e hab i t  o f  Sco t ch  and I r i sh  ban kers 

is m uch  t h e sam e. A l l  t h ei r  spare m on ey is in  L on d on , and is in vest ed  

as al l  o t h er  L on d on  m on ey n o w  is; and, t h er efor e, t h e reserve in  t he 

Ban k in g D epar t m en t  o f  t h e Ban k  o f  En gl an d  is t he ban k in g reserve 

n o t  o n l y  o f  t h e Ban k  o f  En glan d , bu t  o f  al l  L on d on —and n ot  o n l y  o f  

al l  Lon d on , b u t  o f  al l  En glan d , I r elan d , and Scot lan d  t oo.

O f  lat e t h er e has been  a st i l l  f u r t h er  in crease in  ou r  l iabi l i t ies. Sin ce 

t h e Fr an co-Ger m an  w ar , w e m ay be said t o  k eep  t h e Eu r op ean  re

ser ve also. D ep osi t  Ban k in g is i n deed so sm al l  on  t h e Con t in en t , t h at  

n o l arge r eserve need be held  on  accou n t  o f  i t . A  reserve o f  t h e sam e 

sor t  w h i ch  is needed in  En glan d  and Scot lan d  is n ot  n eeded abroad. 

Bu t  al l  gr eat  com m un i t ies h ave at  t im es t o  p ay  lar ge sum s in  cash , 

and o f  t h at  cash  a gr eat  st ore m ust  be k ep t  som ew h ere. Fo r m er l y  

t h ere w er e t w o  su ch  st ores in  Eu r op e, one w as t h e Ban k  o f  Fr an ce, 

and t h e o t h er  t h e Ban k  o f  En glan d . Bu t  sin ce t h e suspension  o f  

specie paym en t s b y  t h e Ban k  o f  Fr an ce, i t s use as a r eser vo i r  o f  specie 

is at  an  end. N o  one can  d r aw  a ch eque on  i t  and be su re o f  get t i n g 

go l d  o r  si l ver  f o r  t h at  ch eque. A cco r d i n g l y  t he w h o le l i ab i l i t y  fo r  

su ch  in t ern at ion al  paym en t s in  cash  is t h r ow n  on  t h e Ban k  o f  En g 

land. N o  d ou b t  fo r eign er s can n ot  t ak e f r om  us our ovm m on ey; t h ey  

m ust  send h ere ‘value* in  som e shape o r  ot h er  f o r  al l  t h ey  t ak e aw ay. 

Bu t  t h ey  need n ot  send ‘cash;* t h ey  m ay send good  b i l ls and d iscoun t  

t h em  in  L om b ar d  St r eet  and t ak e aw ay  an y  par t  o f  t h e p rod u ce, o r  

al l  t h e p r od u ce, in  bu l l i on . I t  is o n l y  pu t t i n g t he sam e poin t  in  ot h er  

w or d s t o  say  t h at  al l  exch an ge operat ion s are cen t er in g m ore and 

m or e in  L on d on . Fo r m er l y  f o r  m an y purposes Par i s w as a Eu r op ean  

set t l in g-house, bu t  n o w  i t  has ceased t o  be so. T h e note o f  t h e Ban k  

o f  Fr an ce has n o t  in deed been  depreciat ed  en ough  t o  d i sorder  o r d i n ar y 

t ran sact ion s. Bu t  an y  depreciat ion , h ow ever  sm al l—even  t h e l iab i l i t y  

t o  d epreciat ion  w i t h o u t  i t s r eal i t y—is en ou gh  t o d isorder  exch an ge 

t ran sact ion s. T h ey  are calcu lat ed  t o  such  an  ext r em i t y o f  f ineness 

t h at  t h e ch an ge o f  a decim al  m ay be fat al , and m ay t u rn  a p r o f i t  in t o 

a loss. A cco r d i n g l y  L on d on  has becom e t h e sole gr eat  set t l in g-house 

o f  exch an ge t ran sact ion s in  Eu r op e, instead o f  bein g fo r m er l y  one 

o f  t w o . A n d  t h is p re-em in en ce L on d on  w i l l  p r o b ab ly  m ain t ain , f o r  i t  

is a n at u ral  pre-em in en ce. T h e n u m ber  o f  m ercan t i le b i l ls d r aw n  

u pon  L on d on  in calcu l ab l y surpasses t hose d r aw n  on  an y  o t h er  Eu r o 

pean  c i t y ; L on d on  is t h e p lace w h i ch  r eceives m ore t han  an y  ot h er  

p lace, and p ays m or e t h an  an y o t h er  p lace, and t h er efor e i t  is t he 

n at u ral  ‘cl ear in g house.’ T h e p re-em in en ce o f  Par is p ar t l y  arose f r om  

a d ist r ibu t ion  o f  p o l i t i cal  p ow er , w h i ch  is al read y d ist u rbed ; b u t  t h at
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A GENERAL VIEW OF LOMBARD STREET. *7

o f  L on d on  depends on  t h e r egu l ar  cou rse o f  com m erce, w h i ch  is 

sin gu lar l y st ab le and h ard  t o ch an ge.

N o w  t h at  L on d on  is t h e clear in g-h ouse t o fo r eign  coun t r ies, L o n 

don  has a n ew  l i ab i l i t y  t o  fo r ei gn  coun t r ies. A t  w h at ever  p lace m an y 

peop le h ave t o  m ak e paym en t s, at  t h at  p lace t hose peop le m ust  k eep  

m on ey. A  l ar ge deposi t  o f  fo r eign  m on ey in  L on d on  is n o w  neces

sar y  f o r  t h e business o f  t h e w or ld . D u r in g t h e im m ense paym en t s 

f r om  Fr an ce t o  Ger m an y, t h e sum  in transitu—the sum  i n  L on d on  

—has perhaps been  u n u su al l y large. Bu t  i t  w i l l  o r d i n ar i l y  be v er y  

great . T h e presen t  pol i t i cal  ci r cum st an ces no d oubt  w i l l  soon  ch an ge. 

W e sh al l  soon  h old  in  L om b ar d  St r eet  far  less o f  t h e m on ey o f  fo r eign  

gover n m en t s; bu t  w e shal l  h old  m ore and m ore o f  t h e m on ey o f  

p r i vat e person s; f o r  t he deposi t  at  a clear in g-h ouse n ecessary t o  set t le 

t he balan ce o f  com m erce m ust  t end t o in crease as t h at  com m erce 

i t sel f  increases.

A n d  t h is fo r eign  deposi t  is evid en t l y o f  a del icat e and p ecu l iar  

nature. I t  depends on  t h e good  opin ion  o f  foreign ers, and t h at  op in ion  

m ay d im in ish  o r  m ay ch an ge in t o a bad opin ion . A f t er  t h e pan ic 

o f  1866, especial l y af t er  t he suspension  o f  Peel ’s A c t  ( w h i ch  m an y 

fo reign ers con fou n d  w i t h  a suspension  o f  cash  p aym en t s) , a large 

am oun t  o f  fo r eign  m on ey w as w i t h d r aw n  f r om  Lon d on . A n d  w e 

m ay r eason ab ly presum e t h at  in  p r opor t i on  as w e augm en t  t h e de

posi t s o f  cash  b y  fo r eign er s in  Lon d on , w e augm en t  bot h  t he chan ces 

and t h e d isasters o f  a ‘r u n ’ upon  En glan d .

A n d  i f  t h at  r u n  shou ld  happen , t h e bu l l i on  t o  m eet  i t  m ust  be 

t aken  f r om  t h e Ban k . T h er e is no ot h er  l arge st ore in  t h e cou n t r y. 

T h e great  exch an ge dealers m ay  h ave a l i t t le f o r  t h ei r  o w n  purposes, 

bu t  t h ey  h ave n o st ore w o r t h  m en t ion in g in  com par ison  w i t h  t h is. 

I f  a fo r eign  cred i t o r  is so k in d  as t o w ai t  h is t im e and b u y  t he bu l l ion  

as i t  com es in t o t h e cou n t r y , he m ay  be paid  w i t h ou t  t r ou b l i n g t h e 

Ban k  o r  d ist ressin g t h e m on ey m arket . T h e Ger m an  Gover n m en t  

has r ecen t l y  been  so k i n d ; i t  w as in  n o r espect  afraid . Bu t  a cr ed i t o r  

w h o  t ak es f r i gh t  w i l l  n o t  w ai t , and i f  he w an t s bu l l i on  in  a h u r r y  he 

m ust  com e t o  t he Ban k  o f  En glan d .

I n  con sequen ce al l  ou r  cr ed i t  syst em  depends on  t h e Ban k  o f  En g 

land f o r  i t s secu r i t y . O n  t he w isdom  o f  t h e d i rect or s o f  t h at  one Jo i n t  

St ock  Com p an y, i t  depends w h et h er  England shall be solvent or in
solvent. T h i s m ay seem  t oo st r on g, bu t  i t  is not . A l l  banks depend 

on  t he Ban k  o f  En gl an d , and al l  m erchan t s depen d on  som e banker . 

I f  a m erch an t  h ave 10,000/ . at  h is bankers, and w an t s t o  p ay  i t  t o  som e 

one in  Ger m an y, he w i l l  n ot  be able t o  p ay  i t  un less h is ban k er  can
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i 8 A GENERAL VIEW OF LOMBARD STREET.

p ay  h im , an d  t h e ban k er  w i l l  n ot  be able t o  p ay  i f  t h e Ban k  o f  En glan d  

sh ou ld  be in  d i f f icu l t ies and can n ot  p r od u ce h is ’r eserve.’

T h e d i r ect or s o f  t h e Ban k  are, t h er efor e, i n  fact , i f  n o t  in  nam e, 

t rust ees fo r  t he p u b l i c, t o  k eep  a ban k in g r eserve on  t h ei r  b eh al f ; and 

i t  w ou l d  n at u r al l y  be expect ed  ei t h er  t h at  t h ey  d i st i n ct l y  recogn ized  

t h is d u t y  and en gaged  t o  p er fo r m  i t , o r  t h at  t h ei r  o w n  sel f - i n t erest  

w as so st r on g in  t h e m at t er  t h at  no en gagem en t  w as needed. Bu t  so 

far  f r om  t h ere bein g a d ist in ct  u n d er t ak in g on  t h e par t  o f  t h e Ban k  

d i r ect or s t o p er for m  th is d u t y , m an y o f  t h em  w ou l d  scar cely ack n ow l 

ed ge i t , and som e al t oget h er  d en y  i t . M r . H an k ey , one o f  t h e m ost  

carefu l  and m ost  exper ien ced  o f  t hem , says in  h is book  on  t h e Ban k  

o f  En glan d , t h e b est  accou n t  o f  t he p r act i ce and w or k i n g o f  t h e Ban k  

w h i ch  an yw h er e exist s—‘I  do n ot  in t en d  h ere t o  en t er  at  an y  len gt h  

on  t h e su b ject  o f  t h e gen eral  m an agem en t  o f  t h e Ban k , m ean in g t he 

Ban k in g D epar t m en t , as t h e p r in cip le upon  w h i ch  t h e business is con 

du ct ed  does n ot  d i f fer , as f ar  as I  am  aw ar e, f r om  t h at  o f  an y  w el l -  

con duct ed  ban k  in  Lon don .*  Bu t , as an yon e can  see b y  t h e publ ished 

f igu res, t h e Ban k in g D epar t m en t  o f  t h e Ban k  o f  En glan d  keeps as a 

gr eat  reserve in  ban k  n ot es and coin  bet w een  30 and 50 p er  cen t  o f  

i t s l iab i l i t ies, and t he o t h er  ban k s o n l y  k eep  in  ban k  not es and coin  

t h e bare m in im um  t h ey  need  t o  open  sh op  w i t h . A n d  such  a con st an t  

d i f fer en ce in d icat es, I  con cei ve, t h at  t h e t w o  are not m anaged on  t h e 

sam e p r in cip le.

T h e p r act i ce o f  t h e Ban k  has, as w e al l  k n o w , been  m uch  and gr eat l y  

im p roved . T h ey  do n o t  n o w  m an age l i k e t h e ot h er  Ban k s in  L om b ard  

St r eet . T h ey  k eep  an  al t oget h er  d i f fer en t  k in d  and qu an t i t y o f  r e

ser ve; b u t  t h ou gh  t he p r act i ce is m en ded t h e t h eo r y  is n ot . T h er e 

has n ever  been  a d ist in ct  resolu t ion  passed b y  t h e D i r ect o r s o f  t h e 

Ban k  o f  En glan d , and com m u n icat ed  b y  t h em  t o  t h e p u b l i c, st at in g 

even  in  t h e m ost  gen er al  m anner , h ow  m uch  reserve t h ey  m ean  t o 

k eep  o r  h ow  m u ch  t h ey  do n o t  m ean , o r  b y  w h at  p r i n cip le in  t h is 

im por t an t  m at t er  t h ey  w i l l  b e gu ided .

T h e posi t ion  o f  t h e Ban k  d i r ect or s is in deed  m ost  sin gu lar . O n  

t h e one side a gr eat  c i t y  op in ion —a gr eat  nat ional  op in ion , I  m ay say, 

f o r  t h e n at ion  has lear n t  m u ch  f r om  m an y pan ics—requ i res t h e di 

r ect o r s t o  k eep  a l ar ge reserve. T h e n ew spapers, on  b eh al f  o f  t h e 

nat ion , are alw ays w ar n i n g the d i r ect or s t o  k eep  i t , and w at ch i n g t hat  

t h ey  do k eep  i t ; bu t , on  t he ot h er  hand, an ot h er  less vi sib le bu t  equ al l y 

con st an t  pressure pushes the d i r ect or s i n  exact l y  t he rever se w ay , and 

in cl in es t h em  t o  d im in ish  t h e reserve.

T h i s is t h e n at u ral  desi re o f  al l  d i r ect or s t o m ake a good  d ividen d
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A GENERAL VIEW OF LOMBARD STREET. *9

fo r  t h ei r  sh areholders. T h e m ore m on ey l y i n g  id le t he less, c<eteri$ 

paribus, is t h e d i vid en d ; t h e less m on ey l y i n g  id le t h e gr eat er  is t h e 

d i viden d . A n d  at  alm ost  ever y  m eet in g o f  t h e p rop r iet or s o f  t h e Ban k  

o f  En glan d , t h ere is a con versat i on  on  th is su b ject . Som e p r op r iet or  

says t h at  he does n ot  see w h y  so m uch  m on ey is k ep t  id le, and h in ts 

t h at  t h e d i viden d  ou gh t  t o  be m ore.

In deed , i t  can n ot  be w on d er ed  at  t h at  t he Ban k  p rop r iet or s do n ot  

qu i t e l i k e t h ei r  posi t ion . T h ei r s is t he oldest  ban k  in  t h e C i t y , bu t  

t h ei r  p rof i t s do n o t  in crease, w h i l e t h ose o f  o t h er  banks m ost  r ap id l y  

in crease. I n  1844, t h e d i vid en d  on  t h e st ock  o f  t h e Ban k  o f  En gl an d  

w as 7 p er  cen t , and t he p r i ce o f  t he st ock  i t sel f  212 ; t h e d i viden d  n ow  

is 9 p er  cen t , and t h e p r i ce o f  t h e st o ck  232. Bu t  in  t h e sam e t im e t h e 

shares o f  t h e L on d on  and W est m in st er  Ban k , in  sp i t e o f  an  add i t ion  

o f  100 p er  cen t  t o t h e cap i t al , h ave r isen  f r om  27 t o  66, and t h e d ividen d  

f r om  6 p er  cen t  t o 20 p er  cen t . T h at  t h e Ban k  p rop r iet or s sh ou ld  not  

l i k e t o see o t h er  com pan ies get t in g r i ch er  t han  t h ei r  com p an y is o n l y 

natural .

Som e p ar t  o f  t h e low n ess o f  t h e Ban k  d i viden d , and o f  t h e con se

quen t  sm al l  valu e o f  Ban k  st ock , is u n d ou b t ed ly caused b y  t h e m agn i 

t ude o f  t h e Ban k  cap i t al ; bu t  m uch  o f  i t  is also due t o t h e gr eat  am oun t  

o f  u n p r od u ct i ve cash—o f  cash  w h i ch  yi el d s n o in t erest —t h at  t h e Ban k 

i n g D ep ar t m en t  o f  t h e Ban k  o f  En gl an d  k eeps l y i n g  id le. I f  w e com 

par e t h e L on d on  and W est m in st er  Ban k —w h i ch  is t h e f i r st  o f  t h e 

jo in t -st ock  banks in  t h e p u b l i c est im at ion  and k n ow n  t o  be v er y  cau 

t i ou sl y  and car efu l l y  m anaged—w i t h  t h e Ban k  o f  En glan d , w e.sh al l  

see t h e d i f fer en ce at  on ce. T h e L on d on  and W est m in st er  has o n l y  

13 p er  cen t  o f  i t s l iab i l i t ies l y i n g  id le. T h e Ban k in g D epar t m en t  o f  

t he Ban k  o f  En glan d  has o ver  40 p er  cen t . So  gr eat  a d i f fer en ce in  t he 

m anagem en t  m ust  cause, and does cause, a gr eat  d i f fer en ce in  t h e 

p rof i t s. I n ev i t ab l y t h e sh areholders o f  t h e Ban k  o f  En glan d  w i l l  

d isl ike t h is gr eat  d i f fer en ce; m or e o r  less, t h ey  w i l l  al w ays u r ge t h ei r  

d i r ect or s t o  d im in ish  (as f ar  as possib le)  t h e u n p r od u ct i ve r eserve, 

and t o augm en t  as fal l  as possib le t h ei r  o w n  d ividen d .

In  m ost  banks t h er e w o u l d  be a w h olesom e dread  rest rain in g t h e 

desi re o f  t h e sh areholders t o  r ed u ce t h e reser ve; t h ey  w ou ld  fear  t o  

im pai r  t h e cr ed i t  o f  t h e ban k . Bu t  fo r t u n at el y  o r  u n for t u n at el y, no 

one has an y  fear  abou t  t he Ban k  o f  En glan d . T h e En gl ish  w or l d  at  

least  bel ieves t h at  i t  w i l l  n ot , alm ost  t h at  i t  cannot, fai l . T h r ee t im es 

sin ce 18 4 4 t h e Ban k in g D epar t m en t  has recei ved  assistance, and w ou ld  

h ave fai led  w i t h o u t  i t . I n  1825, t h e en t i re con cer n  alm ost  suspended 

p aym en t ; in  1797, i t  act u al l y  d id  so. Bu t  st i l l  t h ere is a fai t h  in  t he
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20 A GENERAL VIEW OF LOMBARD STREET.

Ban k , co n t r ar y  t o  exper ien ce, and desp isin g evid en ce. N o  d ou b t  in  

ever y  one o f  t hese year s t h e con d i t ion  o f  t h e Ban k , d ivid ed  o r  un 

d i vided , w as in  a cer t ain  sense m ost  soun d ; i t  cou l d  ultimately h ave 

paid  al l  i t s cred i t or s al l  i t  ow ed , and ret u rn ed  t o  i t s sh oreh olders al l  

t h ei r  o w n  cap i t al . Bu t  u l t im at e p aym en t  is n ot  w h at  t h e cred i t or s o f  

a ban k  w an t ; t h ey  w an t  presen t , n o t  post pon ed, paym en t ; t h ey  w an t  t o 

be repaid  accor d i n g t o  agreem en t ; t h e con t r act  w as t h at  t h ey  shou ld  

be paid  on  dem an d, and i f  t h ey  are n o t  paid  on  dem and t h ey  m ay  be 

ru in ed . A n d  t h at  inst an t  paym en t , in  t h e year s I  speak  o f , t h e Ban k  

o f  En glan d  cer t ai n l y  cou ld  n o t  h ave m ade. Bu t  no one in  L on d on  

ever  dream s o f  qu est i on in g t h e cred i t  o f  t h e Ban k , and t he Ban k  

n ever  dream s t h at  i t s o w n  cr ed i t  is in  dan ger . Som eh ow  ever yb o d y  

feels t he Ban k  is su re t o  com e r i gh t . I n  1797, w h en  i t  had scar cely  an y  

m on ey l ef t , t he Gover n m en t  said n o t  o n l y  t h at  i t  need n ot  p ay  aw ay  

w h at  rem ained, bu t  t h at  i t  must not . T h e ‘ef fect  o f  let t ers o f  l i cen ce’ 

t o  b reak  Peel ’s A c t  has con f i r m ed  t he p opu lar  con vi ct ion  t h at  t he 

Gover n m en t  is close beh in d  t h e Ban k , and w i l l  help  i t  w h en  w an t ed . 

N ei t h er  t h e Ban k  n or  t h e Ban k in g D epar t m en t  h ave ever  had an idea 

o f  bein g p u t  ‘in t o  l iqu id at ion ;’ m ost  m en  w ou l d  t h in k  as soon  o f  ‘w in d 

i n g u p ’ t he En gl i sh  nat ion .

Sin ce t hen  t h e Ban k  o f  En gl an d , as a bank , is exem pt ed  f r om  t he 

perpet ual  appreh en sion  t h at  m akes o t h er  ban k ers k eep  a large reserve 

—t h e appreh en sion  o f  d iscred i t —i t  w ou l d  seem  p ar t i cu l ar l y  n ecessary 

t h at  i t s m an agers sh ou ld  be t hem selves sp ecial l y in t erest ed in  k eep in g 

t h at  r eserve, and sp ecial l y com pet en t  t o  k eep  i t . Bu t  I  need n ot  say 

t h at  t h e Ban k  d i r ect or s h ave n ot  t h ei r  person al  fo r t u n e at  st ake in  t he 

m an agem en t  o f  t h e Ban k . T h ey  are r i ch  C i t y  m erch an t s, and t h ei r  

st ak e in  t h e Ban k  is t r i f l i n g in  com par ison  w i t h  t he rest  o f  t h ei r  w eal t h . 

I f  t h e Ban k  were w ou n d  u p , m ost  o f  t h em  w ou ld  h ar d l y in  t h ei r  in 

com e feel  t h e d i f fer en ce. A n d  w h at  is m ore, t he Ban k  d i rect or s are 

n ot  t rain ed  ban k er s; t h ey  w er e n o t  b red  t o  t h e t rade, and do n o t  in 

gen eral  g i ve t h e m ain  p o w er  o f  t h ei r  m inds t o i t . T h ey  are m erchan t s, 

m ost  o f  w h ose t im e and m ost  o f  w h ose real  m ind are occu p ied  in  m ak 

i n g m on ey in  t h ei r  o w n  business and f o r  t hem selves.

I t  m igh t  be expect ed  t h at  as t h is gr eat  p u b l i c d u t y w as cast  upon  

t h e Ban k in g D epar t m en t  o f  t he Ban k , t h e p r in cipal  statesm en ( i f  n ot  

Par l iam en t  i t sel f )  w ou ld  h ave en jo in ed  on  t h em  t o p er for m  i t . Bu t  

n o d ist in ct  r esolu t ion  o f  Par l iam en t  has ever  en join ed  i t ; scar cely  an y 

st r ay  w o r d  o f  an y  in f luen t ial  st atesm an. A n d , on  t he con t r ar y , t h ere 

is a w h o le catena o f  au t hor i t ies, begin n in g w i t h  Si r  Ro b er t  Peel  and 

en d in g w i t h  M r . L o w e, w h i ch  say  t h at  t h e Ban k in g D epar t m en t  o f
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t he Ban k  o f  En glan d  is o n l y  a Ban k  l i k e an y  ot h er  ban k —a Com p an y 

l i k e o t h er  com pan ies; t h at  i n  t h is cap aci t y  i t  has n o p ecu l iar  posi t ion , 

and n o pu b l i c du t ies at  al l . N i n e-t en t h s o f  En gl i sh  statesm en, i f  t h ey  

w er e asked as t o  t he m an agem en t  o f  t h e Ban k in g D epar t m en t  o f  t he 

Ban k  o f  En gl an d , w ou ld  r ep l y  t h at  i t  w as n o business o f  t h ei rs o r  o f  

Par l i am en t  at  al l ; t h at  t h e Ban k in g D epar t m en t  alone m ust  look  t o  i t .

T h e resu l t  is t h at  w e h ave p laced  t h e exclu sive cu st od y  o f  ou r  en t i re 

ban k in g reserve in  t h e hands o f  a sin gle board  o f  d i r ect or s n o t  p ar 

t i cu l ar l y  t rain ed  f o r  t he d u t y—w h o  m igh t  be cal led  ‘am ateurs,*— 

w h o  h ave n o par t i cu lar  in t erest  above ot h er  peop le in  k eep in g i t  un 

d im in ished—w h o  ack n ow l ed ge n o ob l igat ion  t o  k eep  i t  und im in ished 

—w h o  h ave n ever  been  t o ld  b y  an y  gr eat  statesm an o r  p u b l i c au t h or i t y 

t h at  t h ey are so t o  k eep  i t  o r  t h at  t h ey  h ave an yt h in g t o  do w i t h  i t — 

w h o  are nam ed b y  and are agen t s f o r  a p r op r i et ar y w h i ch  w ou ld  h ave 

a gr eat er  in com e i f  i t  was d im in ished,—w h o  do n ot  fear , and w h o  need 

n ot  fear , ru in , even  i f  i t  w er e al l  gon e and w ast ed .

T h at  such  an  ar ran gem en t  is st r an ge m ust  be p lain ; bu t  i t s st ran ge

ness can  o n l y  be com preh en ded  w h en  w e k n ow  w h at  t h e cu st od y  o f  

a nat ional  ban k in g reserve m eans, and h o w  del icat e and d i f f i cu l t  i t  is.

I I .

Su ch  a r eserve as w e h ave seen  is k ep t  t o  m eet  sudden  and un ex

pect ed  dem ands. I f  t h e ban k ers o f  a cou n t r y  are asked f o r  m uch  m ore 

than is com m on ly w an t ed , t h en  t h is r eserve m ust  be resor t ed  t o. W h at  

t hen  are t hese ext ra dem ands? and h ow  is th is ext ra r eserve t o be used? 

Speak in g b r oad l y, t hese ext ra dem ands are o f  t w o  k inds—one f r om  

abroad  t o m eet  fo r ei gn  paym en t s requ isi t e t o p ay  large and unusual  

fo r eign  debt s, and t he ot h er  f r om  at  hom e t o m eet  sudden  apprehen 

sion  o r  pan ic ar i sin g in  an y  m anner , rat ion al  o r  i r rat ion al .

N o  co u n t r y  has ever  been  so exposed  as En glan d  t o  a fo r eign  de

m and on  i t s ban k in g reserve, n ot  o n l y  because at  p resen t  En gl an d  is a 

large b o r r o w er  f r om  fo r eign  nat ions, bu t  also (an d  m uch  m or e)  be

cause n o n at ion  has ever  had a fo r eign  t rade o f  such  m agn i t ude, in  

such  var ied  ob ject s, o r  so ram i f ied  t h rou gh  t h e w or ld . T h e o r d i n ary  

fo r eign  t rade o f  a co u n t r y  r equ i r es no cash ; t h e expor t s on  one side 

balance t he im por t s on  t h e ot h er . Bu t  a sudden  t r ade o f  i m p o r t -  

l ik e t he im por t  o f  fo r eign  co m  aft er  a bad h arvest —or  ( w h at  is m uch  

less com m on , t h ou gh  t h ere are cases o f  i t )  t he cessat ion  o f  an y  gr eat  

expor t ,—causes a balan ce t o  becom e due, w h i ch  m ust  be paid  i n  cash.

N o w , t h e o n l y  sou r ce f r om  w h i ch  l arge sum s o f  cash  can  b e w i t h 
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d r aw n  in  cou n t r ies w h er e ban k in g is at  al l  developed , is a ‘ban k  r e

ser ve.' I n  En gl an d  especial l y, excep t  a f ew  sum s o f  n o v er y  con 

siderab le am oun t  h eld  b y  bu l l i on  dealers in  t h e cou rse o f  t h ei r  busi 

ness, t h er e are no sum s w o r t h  m en t ion in g in  cash  ou t  o f  t he ban k s; an 

o r d i n ar y  person  cou ld  h ar d l y  p ay  a ser ious sum  w i t h ou t  go i n g t o  som e 

bank , even  i f  he spen t  a m on t h  in  t r y i n g. A l l  persons w h o  w ish  t o  

p ay  a l ar ge sum  in  cash  t r en ch  o f  n ecessi t y on  t he ban k in g reserve. 

Bu t  t h en  w h at  is ‘cash ?’ W i t h in  a co u n t r y  t h e act ion  o f  a G o ver n 

m en t  can  set t le t h e qu an t i t y, and t h er efor e t he valu e, o f  i t s cu r r en cy ; 

bu t  ou t side i t s ow n  cou n t r y , n o Go ver n m en t  can  do so. Bu l l i on  is the 

‘cash ’ o f  in t ern at ion al  t r ad e; paper  cu r ren cies are o f  n o use t h ere, 

and coin s pass o n l y  as t h ey  con t ain  m or e o r  less bu l l ion .

W h en  t hen  the legal  t en d er  o f  a cou n t r y  is p u r el y  m et al l i c, al l  t hat  

is n ecessar y is t h at  banks sh ou ld  k eep  a su ff i cien t  st ore o f  t h at  ‘legal  

t en d er .' Bu t  w h en  t he ‘legal  t en d er ’ is p ar t l y  m et al  and p ar t l y  paper , 

i t  is n ecessar y t h at  t h e pap er  ‘legal  t en der ’—t h e ban k  not e—shou ld  be 

con ver t i b l e in t o bu l l ion . A n d  here I  shou ld  pass m y  l im i t s, and en t er  

on  t h e t h eo r y  o f  Peel ’s A c t  i f  I  began  t o  d iscuss t he con d i t ion s o f  

con ver t i b i l i t y . I  deal  o n l y  w i t h  t he p r i m ar y pre-requ isi t e o f  ef fect u al  

fo r eign  paym en t s—a su ff i cien t  su p p ly  o f  t he local  legal  t en der ; w i t h  

t h e af t erst ep—t he ch an ge o f  t h e local  legal  t en der  in t o t he u n iver sal ly 

accep t ab le com m od i t y—I  can n ot  deal.

W h at  I  h ave t o deal  w i t h  is, f o r  t h e presen t , am ple en ough . T h e 

Ban k  o f  En glan d  m ust  k eep  a reser ve o f  ‘legal  t en der ’ t o  b e used f o r  

fo r eign  paym en t s i f  i t sel f  f i t , and t o  be used in  ob t ain in g bu l l i on  i f  

i t sel f  un f i t . A n d  fo r eign  paym en t s are som et im es v er y  large, and 

o f t en  v er y  sudden . T h e ‘cot t on  d rain ,’ as i t  is cal led —the drain  t o  

t h e East  t o  p ay  f o r  I n d ian  co t t on  d u r i n g t h e A m er i can  G v i l  W ar — 

t ook  m an y  m i l l ion s f r om  t h is cou n t r y  f o r  a ser ies o f  year s. A  bad 

h arvest  m ust  t ak e m i l l ion s in  a sin gle year . I n  o r d er  t o  f in d  such  

gr eat  sum s, t he Ban k  o f  En glan d  requ i r es t he st ead y use o f  an ef fect u al  

i n st rum en t .

T h at  in st rum en t  is t h e elevat ion  o f  t he rat e o f  in t erest . I f  t h e in 

t erest  o f  m on ey be raised, i t  is p r oved  b y  exper ien ce t h at  m on ey does 

com e t o  L om b ar d  St r eet , and t h eo r y sh ow s t h at  i t  ought t o com e. T o  

f u l l y  exp lain  t h e m at t er  I  m ust  go  deep  in t o t h e t h eor y o f  t h e ex 

ch an ges, bu t  t he gen eral  not ion  is p lain  en ough . Loan ab le cap i t al , 

l i k e ev er y  o t h er  com m od i t y , com es w h er e t h ere is m ost  t o be m ade o f  

i t . Con t in en t al  ban k ers and ot hers in st an t l y send gr eat  sum s here, 

as soon  as t he rat e o f  in t erest  sh ow s t h at  i t  can  be don e p r o f i t ab l y. 

W h i l e En gl ish  cr ed i t  is good , a r ise o f  t h e valu e o f  m on ey in  L om b ar d
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St r eet  im m ed iat ely b y  a ban k in g operat ion  b r in gs m on ey t o  L om b ar d  

St r eet . A n d  t h ere is also a slow er  m ercan t i le operat ion . T h e r i se 

in  t h e rat e o f  d iscoun t  act s im m ed iat ely on  t h e t r ad e o f  th is cou n t r y. 

Pr i ces fal l  h er e; in  con sequ en ce im por t s are d im in ished, expor t s are 

in creased , and, t h er efor e, t h er e is m ore l i k el ih ood  o f  a balan ce i n  bu l 

l ion  com i n g t o  t h is co u n t r y  af t er  t h e r i se in  t h e r at e t han  t h ere w as 

befor e.

W h at ever  persons—one ban k  o r  m an y banks—in  an y  co u n t r y  hold  

t h e ban k in g reser ve o f  t h at  cou n t r y , ou gh t  at  t h e v er y  begin n in g o f  

an u n favou r ab le fo r eign  exch an ge at  on ce t o raise t he r at e o f  in t erest , 

so as t o  p r even t  t h ei r  r eserve f r om  bein g d im in ished far t h er , and so 

as t o  rep len ish  i t  b y  im por t s o f  bu l l ion .

T h i s d u t y, u p  t o  abou t  t he year  i860, t he Ban k  o f  En glan d  d id  n ot  

p er fo r m  at  al l , as I  shal l  sh ow  far t h er  on . A  m ore m iserable h i st o r y 

can  h ar d l y  be fou n d  t han  t h at  o f  t he at t em pt s o f  t he Ban k —i f  in deed 

t h ey can  be cal led  at t em pt s—t o k eep  a reserve and t o m anage a fo r eign  

d rain  bet w een  t h e year  18 19  (w h en  cash  paym en t s w er e resum ed b y  

t h e Ban k , and w h en  ou r  m od em  M o n ey  M ar k et  m ay be said t o  begin )  

and t h e year  1857. T h e pan ic o f  t h at  year  f o r  t h e f i r st  t im e t au gh t  

t h e Ban k  d i r ect or s w isd om , and con ver t ed  t hem  t o  sound  p r in cip les. 

T h e p resen t  p o l i cy  o f  t h e Ban k  is an  in f in i t e im provem en t  on  t he 

p o l i cy  befor e 1857: t h e t w o  m ust  n ot  b e f o r  an instan t  con fou n d ed ; 

bu t  n ever t h eless, as I  shal l  h er eaf t er  sh ow , t h e presen t  p o l i cy  is n o w  

st i l l  m ost  d efect i ve, and m u ch  d iscussion  and m uch  ef fo r t  w i l l  be 

w an t ed  b efo r e t h at  p o l i cy  becom es w h at  i t  ou gh t  t o be.

A  dom est i c d rain  is v er y  d i f fer en t . Su ch  a d rain  ar ises f r om  a 

d ist u rban ce o f  cred i t  w i t h i n  t h e co u n t r y , and t h e d i f f i cu l t y  o f  deal in g 

w i t h  i t  is t h e great er , because i t  is o f t en  caused , o r  at  least  o f t en  en 

h anced , b y  a fo r eign  drain . T im es w i t h ou t  n um ber  t he p u b l i c h ave 

been  alarm ed m ain l y  because t h ey  saw  t h at  t h e Ban k in g reserve 

w as al r ead y l o w , and t h at  i t  w as d ai l y  get t in g l ow er . T h e t w o  

m alad ies—an ext ern al  d rain  and ap in t ern al—of t en  at t ack  t h e m on ey 

m ark et  at  on ce. W h at  t hen  ou gh t  t o be done?

I n  opposi t ion  t o w h at  m igh t  be at  f i r st  sigh t  supposed, t he best  w ay  

fo r  t h e ban k  o r  ban k s w h o  h ave t h e cu st od y o f  t h e ban k  reser ve t o  

deal  w i t h  a d rain  ar i sin g f r o m  in t ern al  d iscred i t , is t o  len d  f r eel y . 

T h e f i r st  i n st in ct  o f  ever yo n e is t h e con t r ar y. T h er e b ein g a l ar ge 

dem and on  a fu n d  w h i ch  yo u  w an t  t o p reserve, t h e m ost  obvious w ay  

t o  p r eser ve i t  is t o  h oard  i t —t o get  in  as m uch  as yo u  can , an d  t o  let  

n ot h in g go  ou t  w h i ch  yo u  can  help. Bu t  ev er y  ban k er  k n ow s t h at  t h is 

i s n o t  t h e w ay  t o  dim in ish  d iscred i t . T h i s d i scred i t  m eans, ‘an op in ion
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t h at  yo u  h ave n o t  go t  an y  m on ey/  and t o  d issipat e t h at  op in ion , yo u  

m ust , i f  possible, sh ow  t h at  yo u  h ave m on ey: yo u  m ust  em p loy i t  f o r  

t h e p u b l i c ben ef i t  in  o r d er  t h at  t h e pu b l i c m ay k n ow  t h at  yo u  h ave i t . 

T h e t im e f o r  econ om y and f o r  accum u lat ion  is befor e. A  good  

ban k er  w i l l  h ave accum u lat ed  in  o r d i n ar y t im es t h e reserve he is t o 

m ak e use o f  in  ext r aor d i n ar y t im es.

O r d in ar i l y  d i scred i t  does n ot  at  f i r st  set t le on  an y p ar t i cu lar  bank , 

st i l l  less does i t  at  f i r st  con cen t rat e i t sel f  on  t he ban k  o r  banks h old in g 

t he p r in cipal  cash  reserve. T h ese banks are alm ost  su re t o  be t hose 

in  best  cr ed i t , o r  t h ey  w ou ld  n ot  be in  t h at  posi t ion , and, h avin g t he 

reserve, t h ey  are l i k el y  t o  l ook  st r on ger  and seem  st r on ger  t han  an y 

ot hers. A t  f i r st , in cip ien t  pan ic am oun ts t o a k in d  o f  vagu e con versa

t i on : I s A . B. as good  as h e used t o be? H as n ot  C. D . lost  m on ey? 

and a t housand su ch  quest ions. A  hun dred  peop le are t alk ed  abou t , 

and a t housand t h in k ,—* A m  I  t alk ed  abou t , o r  am  I  n o t ?’ ‘I s m y  

cr ed i t  as good  as i t  used t o  be, o r  is i t  less?’ A n d  ever y  d ay, as a 

pan ic gr o w s, t h is f loat in g susp icion  becom es bot h  m ore in tense and 

m ore d i f fu sed ; i t  at t ack s m ore persons, and at t ack s t hem  al l  m ore 

vi r u l en t l y  t han  at  f i r st . A l l  m en  o f  exper ien ce, t h er efor e, t r y  t o 

‘st r en gt h en  t hem selves,’ as i t  is cal led , in  t he ear l y  st age o f  a pan ic; 

t h ey  b o r r o w  m on ey w h i l e t h ey  can ; t h ey  com e t o  t h ei r  ban k er  and 

o f fer  b i l ls f o r  d iscoun t , w h i ch  com m on ly t h ey w ou l d  n ot  h ave o f fer ed  

fo r  d ays o r  w eek s t o  com e. A n d  i f  t h e m erch an t  be a r egu lar  cus

t om er , a ban k er  does n ot  l i k e t o r efu se, because i f  he does he w i l l  be 

said , o r  m ay  be said , t o  be in  w an t  o f  m on ey, and so m ay at t r act  t he 

pan ic t o  h im sel f . N o t  o n l y  m erch an t s bu t  al l  persons u n der  pecu n iar y 

l iab i l i t ies—presen t  o r  im m inen t —feel  t h is w ish  t o  ‘st r en gt h en  t hem 

selves,’ and in  p r opor t i on  t o  t hose l iabi l i t ies. Esp ecial l y  is t h is t he 

case w i t h  w h at  m ay  be cal led  t he au xi l i ar y dealers in  cred i t . U n d er  

an y  syst em  o f  ban k in g t h ere w i l l  al w ays grou p  t hem selves abou t  t he 

m ain  ban k  o r  banks ( i n  w h i ch  is k ep t  t h e r eserve)  a cr o w d  o f  sm al ler  

m on ey dealers, w h o  w at ch  t h e m inut iae o f  b i l ls, l ook  in t o special  

secu r i t i es w h i ch  b u sy ban k ers h ave n ot  t im e fo r , and so gain  a l i vel i 

h ood . A s business gr o w s, t he n um ber  o f  su ch  su bsid iar y persons 

augm en t s. T h e var iou s m odes in  w h i ch  m on ey m ay be len t  h ave each  

t h ei r  pecu l iar i t ies, and persons w h o  d evot e t hem selves t o one o n l y lend 

in  t h at  w ay  m ore safel y, and t h er efor e m ore ch eap ly. I n  t im e o f  

pan ic, t hese subord in at e dealers in  m on ey w i l l  al w ays com e t o  t he 

p r in cipal  dealers. I n  o r d i n ar y t im es, t h e in t er cou rse bet w een  t he 

t w o  is p r o b ab l y close en ough . T h e l i t t l e dealer  is p r ob ab l y in  t he 

h ab i t  o f  p led gin g h is ‘secu r i t i es’ t o  t h e l ar ger  dealer  at  a rat e less t han
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he has h im sel f  ch ar ged , and o f  ru n n in g in t o t he m ark et  t o  len d  again . 

H i s t im e^ n d  brains are h is p r in cipal  capi t al , and he w an t s t o  be al w ays 

usin g them . Bu t  in  t im es o f  in cip ien t  pan ic, t he m in or  m on ey dealer  

al w ays becom es alarm ed. H i s cr ed i t  is n ever  v er y  establ ished o r  v er y  

w id e; he al w ays fear s t h at  he m ay be t he person  on  w h om  cu r r en t  

susp icion  w i l l  fast en , and o f t en  he is so. A cco r d i n g l y  he asks t h e 

larged  dealer  f o r  advances. A  n um ber  o f  such  persons ask  al l  t h e 

large dealers—those w h o  h ave t he m on ey—the holders o f  t he reserve. 

A n d  t hen  t he p lain  p rob lem  befor e t he great  dealers com es t o  be— 

‘H o w  shal l  w e best  p r o t ect  ourselves? N o  doubt  t h e im m ediate ad 

van ce t o these secon d-class dealers is an n oyin g, bu t  m ay n ot  t he re

fusal  o f  i t  even  be dan gerous? A  pan ic gr o w s b y  w h at  i t  feeds on ; 

i f  i t  devou rs t hese secon d-class m en , shal l  w e, t he f i r st  class, be safe?*

A  pan ic, in  a w or d , is a species o f  neuralgia, and accor d in g t o  t he 

ru les o f  scien ce yo u  m ust  n o t  st ar ve i t . T h e h olders o f  t h e cash  

reserve m ust  be r ead y n ot  o n l y  t o  keep  i t  f o r  t h ei r  ow n  l iabi l i t ies, 

bu t  t o  advan ce i t  m ost  f r eel y  f o r  t h e l iabi l i t ies o f  others. T h ey  m ust  

lend t o m erchan t s, t o  m in or  ban kers, t o  ‘t h is m an and t hat  m an ,’ w h en 

ever  t h e secu r i t y  is good . I n  w i l d  per iods o f  alarm , one fai lu re m akes 

m an y, and t he best  w ay  t o p reven t  t h e der i vat i ve fai lu res is t o ar rest  

t he p r i m ar y  fai lu re w h i ch  causes them . T h e w ay  in w h i ch  t he pan ic 

o f  1825 w as st opped b y  ad van cin g m on ey has been descr ibed  in  so 

broad  and gr ap h i c a w ay  t hat  t he passage has becom e classical . ‘W e 

len t  i t ,’ said M r . H arm an , on  b eh al f  o f  t h e Ban k  o f  En glan d , ‘b y  ever y 

possible m eans and in  m odes w e had n ever  adopt ed b efo r e; w e t ook  in  

st ock  on  secu r i t y , w e pu rch ased  Exch equ er  b i l ls, w e m ade advances 

on Exch equ er  bi l ls, w e n ot  o n ly  d iscoun t ed  ou t r igh t , bu t  w e m ade 

advan ces on  t he deposi t  o f  b i l l s o f  exch an ge t o  an im m ense am ount , 

in  sh or t , b y  ever y  possible m eans con sist en t  w i t h  t h e safet y  o f  t he 

Ban k , and w e w er e n ot  on  som e occasion s over -n ice. Seein g t he 

d read fu l  state in  w h i ch  t h e pu b l i c w er e, w e ren dered  ever y  assistance 

in  ou r  p o w er .’ A f t er  a d ay  o r  t w o  o f  t h is t reat m en t , t h e en t i re pan ic 

subsided, and t he ‘C i t y ’ w as qu i t e calm .

T h e p rob lem  o f  m an agin g a pan ic m ust  n ot  be t h ou gh t  o f  as m ain ly 

a ‘ban k in g’ p rob lem . I t  is p r im ar i l y a m ercan t i le one. A l l  m erchan t s 

are u n d er  l iab i l i t ies; t h ey h ave bi l ls t o m eet  soon , and t h ey can  o n l y 

p ay  t hose b i l l s b y  d iscou n t in g b i l ls on  ot h er  m erchan ts. I n  ot h er  

w or d s, al l  m erchan t s are depen den t  on  b o r r o w i n g m on ey, and large 

m erchan t s are depen den t  on  b o r r o w i n g m uch  m on ey. A t  t h e sl igh t est  

sym p t om  o f  pan ic m an y m erch an t s w an t  t o b o r r ow  m ore t han  usual ; 

t h ey  t h in k  t h ey  w i l l  su p p l y t hem selves w i t h  t h e m eans o f  m eet in g
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26  A GENERAL VIEW OF LOMBARD STREET.

t h ei r  b i l l s w h i le t h ose m eans are st i l l  fo r t h com i n g. I f  t h e ban k ers 

gr at i f y  t h e m erch an t s, t h ey  m ust  len d  l ar gel y  ju st  w h en  t h ey  l ik e i t  

least ; i f  t h ey  d o n o t  g r at i f y  t h em , t h er e is a pan ic.

O n  t h e su r face t h er e seem s a gr eat  i n con si st en cy i n  al l  t h is. Fi r st , 

y o u  establ ish  in  som e ban k  o r  ban ks a cer t ain  r eser ve; yo u  m ak e o f  i t  

o r  t h em  a k in d  o f  u l t im at e t r easu r y, w h er e t h e last  sh i l l i n g o f  t he 

cou n t r y  is deposi t ed  and k ep t . A n d  t hen  yo u  go  on  t o  say t h at  t h is 

f in al  t r easu r y is also t o  be t he last  len d in g-h ouse; t h at  ou t  o f  i t  un 

boun ded , o r  at  an y  rat e im m ense, advan ces are t o  be m ade w h en  no 

on ce else lends. T h i s seem s l i k e sayin g—fi r st , t h at  t h e reserve shou ld  

be k ep t , and t h en  t h at  i t  shou ld  n o t  be k ept . Bu t  t h ere is n o puzzle 

in  t h e m at t er . T h e u l t im at e ban k in g r eserve o f  a cou n t r y  ( b y  w h om 

soever  k ep t )  is n ot  k ep t  ou t  o f  sh ow , b u t  f o r  cer t ain  essent ial  pu r 

poses, and on e o f  t h ose purposes is t h e m eet in g a dem and f o r  cash  

caused b y  an  alarm  w i t h i n  t h e cou n t r y . I t  i s n ot  un reason ab le t h at  

o u r  u l t im at e t reasu re in  p ar t i cu lar  cases sh ou ld  be len t ; on  t h e con 

t r ar y , w e k eep  t h at  t reasu re f o r  t h e v er y  reason  t h at  in  p ar t i cu lar  

cases i t  sh ou ld  b e len t .

W h en  red u ced  t o  abst ract  p r in cip le, t h e su b ject  com es t o  t h is. 

A n  ‘alarm ’ is an  op in ion  t h at  t h e m on ey o f  cer t ain  persons w i l l  n ot  

p ay  t h ei r  cred i t or s w h en  t hose cr ed i t o r s w an t  t o  be paid . I f  possible, 

t h at  alarm  is best  m et  b y  en ab l in g t hose persons t o  p ay  t h ei r  cred i t or s 

t o  t h e v er y  m om en t . Fo r  t h is pu rpose o n l y  a l i t t le m on ey is w an t ed . 

I f  t h at  alarm  is n ot  so m et , i t  aggr avat es in t o a pan ic, w h i ch  is an 

op in ion  t h at  m ost  peop le, o r  v er y  m an y peop le, w i l l  n ot  p ay  t h ei r  

cr ed i t o r s; an d  t h is t oo  can  o n l y  be m et  b y  en ab l in g al l  t hose persons 

t o  p ay  w h at  t h ey  o w e, w h i ch  t ak es a gr eat  deal  o f  m on ey. N o  one 

has en ou gh  m on ey, o r  an yt h in g l i k e en ou gh , bu t  t h e h olders o f  t h e 

ban k  reserve.

N o t  t h at  t h e h elp  so gi ven  b y  t h e ban k s h old in g t h at  r eserve n eces

sar i l y  d im in ishes i t . V e r y  com m on ly t h e pan ic ext ends as far , o r  

alm ost  as far , as t h e ban k  o r  ban k s w h i ch  h old  t h e reserve, b u t  does 

n o t  t ou ch  i t  o r  t hem  at  al l . I n  t h is case i t  is en ou gh  i f  t h e dom in an t  

ban k  o r  banks, so t o  speak , p led ge t h ei r  cr ed i t  f o r  t hose w h o  w an t  

i t . U n d er  o u r  p resen t  syst em  i t  is o f t en  qu i t e en ough  t h at  a m erch an t  

o r  a b an k er  get s t h e advan ce m ade t o  h im  p u t  t o  h is cred i t  i n  t h e 

book s o f  t he Ban k  o f  En glan d ; he m ay  n ever  d r aw  a ch equ e on  i t , o r , 

i f  he does, t h at  ch equ e m ay com e in  again  t o  t h e cr ed i t  o f  som e ot h er  

cust om er , w h o  let s i t  rem ain  on  h is accou n t . A n  in crease o f  loans 

at  su ch  t im es is o f t en  an  in crease o f  t h e l iabi l i t ies o f  t he ban k , n o t  a 

d im in u t ion  o f  i t s r eserve. Ju st  so b efo r e 1844, an issue o f  notes, as
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A GENERAL VIEW OF LOMBARD STREET. *7

in  1825, t o  quel l  a pan ic en t i r ely  in t ern al  d id  n o t  d im in ish  t h e bu l l i on  

reserve. T h e not es w en t  ou t , b u t  t h ey  d id  n o t  ret u rn . T h ey  w er e 

issued as loans t o  t h e p u b l i c, b u t  t h e pu b l i c w an t ed  n o m or e; t h ey  

n ever  p resen t ed  t h em  f o r  p aym en t ; t h ey  n ever  asked t h at  sovereign s 

sh ou ld  be gi ven  f o r  t hem . Bu t  t h e accep t an ce o f  a gr eat  l i ab i l i t y  

d u r in g an  augm en t in g alarm , t h ou gh  n o t  as bad as an equal  advan ce 

o f  cash , is t h e t h in g n ext  w or st . A t  an y  m om en t  t h e cash  may be 

dem anded. Su pposin g t h e pan ic t o  gr o w , i t  will be dem anded, and 

t h e r eserve w i l l  be lessened acco r d i n gly .

N o  d ou b t  al l  p recau t ion s m ay, in  t h e end, be un avai l i n g. ‘O n  

ext r aor d i n ar y occasion s,’ says Ricar d o , ‘a gen eral  pan ic m ay  seize 

t he co u n t r y , w h en  ever y  one becom es desi rous o f  possessing h im sel f  

o f  t h e p reciou s m et als as t h e m ost  con ven ien t  m ode o f  real isin g o r  

con ceal in g h is p r o p er t y ,—again st  su ch  pan ic ban k s h ave n o secu r i t y  

on any system.’ T h e ban k  o r  ban k s w h i ch  h old  t h e reserve m ay  

last  a l i t t le l on ger  t han  t he ot h ers; b u t  i f  apprehension  pass a cer t ain  

bound, t h ey  m ust  per ish  t oo. T h e use o f  cr ed i t  is, t h at  i t  enables 

debt ors t o  use a cer t ain  p ar t  o f  t h e m on ey t h ei r  cred i t or s h ave len t  

t hem . I f  al l  t hose cr ed i t o r s dem and al l  t h at  m on ey at  on ce, t h ey  

can n ot  h ave i t , f o r  t h at  w h i ch  t h ei r  d eb t or s h ave used, is f o r  t he t im e 

em p loyed , and n ot  t o  be obt ain ed . W i t h  t h e advan t ages o f  cr ed i t  w e 

m ust  t ak e t h e d isadvan t ages t oo ; bu t  t o  lessen t h em  as m u ch  as w e 

can , w e m ust  k eep  a gr eat  st ore o f  r ead y  m on ey alw ays avai lab le, and 

advan ce ou t  o f  i t  v er y  f r eel y  in  per iods o f  pan ic, and in  t im es o f  in 

cip ien t  alarm .

T h e m an agem en t  o f  t h e M o n ey  M ar k et  is t h e m ore d i f f i cu l t , be

cause, as has been  said , per iods o f  in t ern al  pan ic and ext ern al  dem and 

fo r  bu l l i on  com m on ly o ccu r  t oget h er . T h e fo r ei gn  d rain  em pt ies 

t he Ban k  d l l , and t h at  em pt iness, and t he resu l t in g r ise in  t h e r at e o f  

d iscoun t , t end t o  f r i gh t en  t he m ark et . T h e h olders o f  t h e reserve 

have, t h er efor e, t o  t r eat  t w o  opposi t e m alad ies at  on ce—one r equ i r in g 

st r in gen t  rem edies, and esp ecial l y a r ap id  r i se in  t h e rat e o f  i n t erest ; 

and t h e ot h er , an al lev iad ve t reat m en t  w i t h  large and r ead y loans.

Befo r e w e had m uch  sp eci f i c exper ien ce, i t  w as n ot  easy t o p rescr ibe 

f o r  t h is com pou n d  d isease; bu t  n ow  w e k n ow  h ow  t o  deal  w i t h  i t . 

W e m ust  l ook  f i r st  t o  t h e fo r eign  d rain , and raise t he rat e o f  i n t erest  

as h igh  as m ay be n ecessary. U n less yo u  can  st op  t he fo reign  expor t , 

yo u  can n ot  al l ay t he dom est i c alarm . T h e Ban k  w i l l  get  p oor er  and 

poorer , and i t s p o ver t y  w i l l  p r o t r act  o r  r en ew  the apprehension . 

A n d  at  t h e r at e o f  i n t erest  so raised , t h e h olders—one o r  m ore—o f  t h e 

f inal  Ban k  reserve m ust  lend f r eel y . V er y  large loans at  v er y  h igh
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rates are the best  rem edy fo r  the w orst  m alady o f  the m oney m arket  

w hen  a foreign  drain is added t o a dom est ic drain. A n y  not ion t hat  

m on ey is not  t o  be had, or  that  i t  m ay n ot  be had at  an y pr ice, on ly 

raises alarm  to pan ic and enhances pan ic t o madness. Bu t  t hough 

the ru le is clear , the greatest  del icacy, the finest  and best  ski l led 

judgm ent , are needed t o deal at  once w i t h  such great  and con t rar y 

evi ls.

A n d  great  as is the del i cacy o f  such a problem  in  al l  count r ies, i t  

is far  greater  in England n ow  than i t  w as or  is elsewhere. T h e st rain 

t h row n  b y  a pan ic on the final  bank reserve is propor t ional  t o  the 

m agnitude o f  a cou n t r y’s com m erce, and t o the num ber and size of  

the dependent  banks—banks, that  is, hold ing no cash reserve—that  

are grouped around the cen t ral  bank or  banks. A n d  in  both  respects 

our  system  causes a stupendous st rain. T h e m agnitude o f  our  com 

m erce, and the num ber and m agnitude o f  the banks w h ich  depend 

on the Bank  o f  England, are undeniable. T h er e are ver y  m any m ore 

persons under  great  l iabi l i t ies than there are, or  ever  w ere, anyw here 

else. A t  t he com m encem ent  o f  every panic, al l  persons under such 

l iabi l i t ies t r y  t o supp ly them selves w i t h  the means o f  m eet ing those 

l iabi l i t ies w h i le t h ey can. T h is causes a great  demand fo r  n ew  loans. 

A n d  so far  fr om  being able to m eet  i t , t he bankers w h o do not  keep 

an ext ra reserve at  that  t im e bor row  largely, or  do not  renew  large 

loans—ver y  l i k ely do both.

Lon don  bankers, other  than the Bank  o f  England, effect  this in 

several  w ays. Fi r st , t h ey have p robab ly discounted bi l ls to a large 

am ount  fo r  the bi l l  brokers, and i f  these bi l ls are paid, t h ey decl ine 

discount ing an y others to replace them. T h e di rectors o f  the London 

and W estm inst er  Bank had, in the panic o f  1857, discounted m il l ions 

o f  such bi l ls, and t h ey ju st l y said that  i f  those bi l ls w ere paid t hey 

would have an am ount  o f  cash far  m ore than sufficient  fo r  any de

m and.*  Bu t  how  w ere those bi l ls t o be paid? Som e one else m ust  

lend the m on ey t o pay them . T h e m ercant i le com m un i t y could not  

on a sudden bear  t o lose so large a sum o f  bor row ed m on ey; t h ey have 

been used t o r el y  on  i t , and t h ey cou ld not  car r y  on thei r  business 

w i t hout  i t . Least  o f  al l  cou ld t h ey bear  i t  at  the beginn ing o f  a panic, 

w hen  everyb od y w an ts m ore m on ey than usual. Speak ing broad ly, 

those bi l ls can on ly be paid b y  the discount  o f  ot her  bi l ls. W h en  the 

bi l ls (suppose) o f  a M anchester  warehousem an w h ich  he gave t o the 

m anufacturer  becom e due, he cannot , as a ru le, pay fo r  them at  once 

in  cash; he has bough t  on credi t , and he has sold on credi t . H e is but

• See N ote B. at  the end o f  the volume.
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a m iddleman. T o  pay his ow n  bi l l  to the m aker  o f  the goods, he 

must  discount  the bi l ls he has received f r om  the shopkeepers t o w hom  

he has sold the goods; but  i f  t here is a sudden cessat ion in  the means o f  

discount , he w i l l  not  be able t o discount  them. A l l  our  m ercant i le 

com m un i t y m ust  obtain  n ew  loans t o pay old debts. I f  some one 

else did not  pour  in to the m arket  the m oney w h ich  the banks l ike the 

London  and W estm inst er  Bank  take out  o f  i t , the bi l ls held b y  the 

London  and W estm inster  Ban k  cou ld not  be paid.

W h o then is t o  pou r  in the n ew  m oney? Cer t ain ly not  the bi l l  

brokers. T h ey  have been used to re-discount  w i t h  such banks as 

the Lond on  and W estm inst er  m il l ions o f  bi l ls, and i f  t h ey see that  

t h ey are not  l i k ely t o be able to re-discount  those bi l ls, t h ey instant ly 

prot ect  them selves and do not  discount  them. T h ei r  business does not  

al low  them  to keep m uch cash unem ployed. T h ey  give in terest  fo r  

al l  the m on ey deposited w i t h  them —an in terest  oft en  near ly approach 

ing the in terest  t h ey can ch arge; as t h ey can on ly keep a small reserve 

a pan ic tel ls on them  m ore qu ick ly than on anyone else. T h ey  stop 

thei r  discounts, or  m uch dim inish thei r  discounts, im m ediately. T h ere 

is no n ew  m on ey t o be had f r om  them, and the on ly place at  w h ich  

t h ey can have i t  is the Bank  o f  England.

T h ere is even a sim pler  case: the banker  w h o is uncer tain  o f  his 

credi t , and wants t o increase his cash, m ay have m on ey on deposit  at  

the bi l l  brokers. I f  he wants to replenish his reserve, he m ay ask fo r  

i t , suppose, just  w hen  the alarm  is beginning. Bu t  i f  a great  num ber 

o f  persons do this ver y  sudden ly, the bi l l  brokers w i l l  not  at  once be 

able t o p ay w i t hout  bor row ing. T h ey  have excel len t  bi l ls in thei r  

case, but  these w i l l  not  be due fo r  some days; and the demand fr om  

the m ore or  less alarm ed bankers is fo r  paym ent  at  once and t o-day. 

A ccord in gly  the bi l l  broker  takes refu ge at  the Bank  o f  England— 

the on ly place w here at  such a m om ent  new  m oney is t o be had.

T h e case is just  the same i f  the banker wants to sel l  Consols, or  t o 

cal l  in m on ey lent  on Consols. T hese he reckons as par t  o f  his re

serve. A n d  in  ord in ary t imes noth ing can be bet ter . A ccord in g to 

the saying, you  ‘can sel l  Consols on a Sun day.’ In  a t im e o f  no alarm , 

or  in  an y alarm  affect ing that  par t icu lar  banker on ly, he can r el y  on 

such reserve w i t hout  m isgiving. Bu t  not  so in a general  panic. T h en , 

i f  he wants t o sel l  500,000/ . w or t h  o f  Consols, he w i l l  not  find 500,000/ . 

o f  fresh  m on ey read y to com e in to the m arket . A l l  ord inary bankers 

are w an t in g t o sel l , or  t h ink ing t h ey m ay have t o sel l . T h e on ly 

resource is the Bank  o f  England. In a great  pan ic, Consols cannot  be 

sold unless the Bank  o f  England w i l l  advance t o the buyer , and no
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bu yer  can obtain advances on Consols at  such  a t im e unless the Bank  

o f  En gland w i l l  lend t o him.

T h e case is w orse i f  t he alarm  is not  con fined t o the great  t owns, 

but  is d i ffused t h rough  the coun t r y. A s a ru le, cou n t r y bankers on ly 

keep so m uch barren cash as is necessary fo r  t hei r  com m on business. 

A l l  the rest  t h ey leave at  the bi l l  brokers, or  at  the in terest -giving 

banks, or  invest  in Consols and such secur i t ies. Bu t  in a pan ic t h ey 

com e t o Lon don  and w an t  th is m oney. A n d  i t  is on ly f r om  the Bank  

o f  England  t hat  t h ey can  get  i t , fo r  al l  the rest  o f  Lon don  w an t  t hei r  

m on ey fo r  themselves.

I f  w e rem em ber that  t he l iabi l i t ies o f  Lom bard St reet  payable on 

demand are far  larger  than those o f  an y l ike m arket , and t hat  the 

l iabi l i t ies o f  the cou n t r y are great er  st i l l , w e can conceive t he m agni 

t ude o f  t he pressure on  the Bank  o f  En gland  w hen  both Lom bard 

St reet  and the cou n t r y sudden ly and at  once com e upon i t  fo r  aid. N o  

other  bank  w as ever  exposed t o a dem and so form idable, fo r  none ever  

before kept  the bank ing reserve fo r  such a nat ion as the Engl ish .

T h e m ode in  w h ich  the Bank  o f  England  meets this great  responsi 

b i l i t y is ver y  cur ious. I t  unquest ionably does m ake enorm ous ad 

vances in  every pan ic—

In 1847 the loans on ‘pr ivate securit ies* £ I
increased from  18,963,000 to 20409,000

1857 dit to dit to 20404,000 to 31,350,000
1866 dit to dit to 18,507,000 to 33447,000

But , on the other  hand, as w e have seen, t hough  the Bank , m ore or  

less, does i t s du t y, i t  does not  d ist inct ly acknow ledge that  i t  is i t s dut y. 

W e are apt  t o be solem nly t old that  the Bank ing D epartm ent  o f  the 

Bank  o f  En glan d is on ly a bank  l ike other  banks—that  i t  has no pecul iar  

d u t y in t imes o f  pan ic—that  i t  then is t o look  t o i t sel f  alone, as other 

banks look . A n d  there is this excuse fo r  the Bank . H i ther t o ques

t ions o f  bank ing have been so l i t t le discussed in  com parison w i t h  

quest ions o f  cu r ren cy, t hat  the d u t y o f  the Bank  in  t ime o f  pan ic has 

been pu t  on a w ron g ground.

I t  is im agined t hat  because bank  notes are a legal  tender, the Bank  

has som e pecul iar  d u t y to help other  people. Bu t  bank notes are on ly 

a legal  t ender at  the Issue Departm ent , not  at  the Bank ing Departm ent , 

and the accidental  com binat ion  o f  the t w o departm ents in  the same 

bu i ld ing gives the Bank ing D epar tm ent  no aid in m eet ing a panic. I f  

the Issue D epar tm ent  w ere at  Som erset  H ouse, and i f  i t  issued Go v 

ernm ent  notes there, the posi t ion o f  the Bank ing D epartm ent  under
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A GENERAL VIEW OF LOMBARD STREET. 3i

the present  law  w ou ld  be exact l y w hat  i t  is now. N o  doubt , form er ly 

the Bank  o f  England cou ld  issue w hat  i t  pleased, but  t hat  h istor ical  

rem in iscence m akes i t  no st ronger  n ow  that  i t  can no lon ger  so issue. 

W e m ust  deal w i t h  w hat  is, not  w i t h  w h at  was.

A n d  a st i l l  w orse argum ent  is also used. I t  is said that  because the 

Ban k  o f  England keeps the ‘State account ’ and is the Governm en t  

banker, i t  is a sor t  o f  ‘publ ic inst i tut ion ’ and ough t  t o help everybod y. 

Bu t  the cust ody o f  the taxes w h ich  have been col lected and w h ich  

w ai t  t o  be expended is a d u t y qui te apar t  f r om  panics. T h e Govern 

m ent  m on ey m ay chance to be m uch or  l i t t le w hen  the pan ic comes. 

T h er e is no relat ion or  connect ion between the t w o. A n d  the State, 

in  get t ing the Bank  to keep w h at  m on ey i t  m ay chance t o have, or  in  

bor row in g o f  i t  w hat  m on ey i t  m ay chance t o w an t , does not  h i re 

i t  t o stop a pan ic or  m uch help i t  i f  i t  t r ies.

T h e real  reason has not  been d ist inct l y seen. A s has been al ready 

said—but  on accoun t  o f  i t s im por tance and perhaps its n ovel t y i t  is 

w or t h  saying again—w hatever  bank or  banks keep the ult im ate bank 

i n g reserve o f  the cou n t r y m ust  lend that  reserve m ost  f r eely  in  t im e 

o f  apprehension, fo r  that  is one o f  t he character ist ic uses o f  t he bank 

reserve, and the m ode in  w h ich  i t  at tains one o f  t he main ends fo r  

w h ich  i t  is kept . W h et h er  r i gh t l y  o r  w ron gly, at  present  and in  

fact  the Bank  o f  Englan d keeps our  ul t im ate bank reserve, and there

fo re i t  m ust  use i t  in  this manner.

A n d  though the Bank  o f  En glan d cer t ain ly do m ake great  advances 

in  t im e o f  pan ic, yet  as t h ey do not  do so on an y dist inct  pr inciple, 

t h ey nat ural ly do i t  hesi tat ingly, reluctan t ly, and w i t h  m isgiving. 

I n  1847, even  in  1866—the latest  pan ic, and the one in w h ich  on  the 

w hole the Bank  acted the best—there w as nevertheless an instant  

w hen  i t  w as bel ieved the Bank  w ou ld  not  advance on Consols, or  at  

least  hesi tated t o advance on them . T h e m om ent  this w as repor ted 

in the Ci t y  and t elegraphed t o the cou n t r y, i t  made the pan ic indefi 

n i t ely worse. In  fact , t o m ake large advances in this fal t er in g w ay  is 

t o incur  the evi l  o f  m ak ing them  w i th ou t  obtain ing the advantage. 

W h at  is wan ted and w hat  is necessary t o stop a pan ic is t o d i ffuse the 

im pression, that  t hough m on ey m ay be dear, st i l l  m on ey is t o be had. 

I f  people cou ld be real l y con vinced that  t h ey cou ld  have m on ey i f  

t h ey w ai t  a d ay or  t w o, and that  u t t er  ru in  is not  com ing, m ost  l i k ely 

t h ey w ou ld  cease t o run  in  such a m ad w ay  fo r  m oney. Ei t h er  shut  

the Bank  at  once, and say i t  w i l l  not  lend m ore than i t  com m on ly lends, 

or  lend f r eely , bold ly, and so that  the publ i c m ay feel  you  m ean t o 

go on lending. T o  lend a great  deal, and yet  not  give the publ i c con 

Digitized for FRASER 

http://fraser.stlouisfed.org/ 

Federal Reserve Bank of St. Louis
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f idence t hat  you  w i l l  lend suff icien t l y and effect ual l y, is the w orst  

o f  al l  pol icies; bu t  i t  is the p ol i cy n ow  pursued.

In  t ruth , the Ban k  do not  lend f rom  the m ot ives w h ich  should 

m ake a bank lend. T h e holders o f  the Bank  reserve ough t  t o lend 

at  once and m ost  f r eely  in an incipient  pan ic, because t h ey fear  de

st ruct ion  in  t he pan ic. T h ey  ough t  not  t o do i t  t o serve others; 

t h ey ought  t o do i t  t o  serve themselves. T h ey  ought  to k n ow  that  

this bold pol i cy is the on ly safe one, and fo r  that  reason t h ey ought  t o 

choose i t . Bu t  the Bank  di rectors are not  afraid. Even  at  the last  m o

m ent  t hey say that  ‘w hat ever  happens to the com m uni t y, t h ey can pre

serve themselves.* Bot h  in  1847 and 1857 ( I  bel ieve also in 1866, 

though there is no pr in ted evidence o f  i t )  the Bank  di rectors con 

t ended t hat  the Bank ing D epar tm ent  w as qui te safe though its reserve 

w as near ly al l  gone, and that  i t  could st rengthen i t sel f  b y  sel l ing secu 

r i t ies and b y  refusing t o discount . Bu t  this is a com plete dream. T h e 

Bank  o f  England cou ld not  sel l  ‘secur i t ies,’ fo r  in an ext rem e panic 

there is no one else t o b u y secur i t ies. T h e Bank  cannot  st ay st i l l  and 

w ai t  t i l l  i t s bi l ls are paid, and so f i l l  i t s coffer s, fo r  unless i t  discounts 

equivalent  bi l ls, t he bi l ls w h ich  i t  has al ready discounted w i l l  not  be 

paid. W h en  the reserve in  the ult im ate bank or  banks—those keeping 

the reserve—runs low , i t  cannot  be augm ented b y  the same means that  

other  and dependent  banks com m on ly adopt  to maintain t hei r  reserve, 

fo r  the dependent  banks t rust  that  at  such mom ents the ult im ate banks 

w i l l  be discount ing m ore than usual and lending m ore than usual. But  

ul t imate banks have no sim i lar rear -guard to r ely upon.

I  shall  have fai led in m y purpose i f  I  have not  proved that  t he sys

tem  o f  ent rust ing al l  our  reserve to a single board, l ike that  o f  the 

Bank  di rectors, is ver y  anom alous; that  i t  is ver y  dangerous; that  

i t s bad consequences, though m uch fel t , have not  been fu l l y  seen; 

that  t h ey have been obscured b y  t radi t ional  argum ents and hidden in 

the dust  o f  ancient  cont roversies.

Bu t  i t  w i l l  be said—W h at  w ou ld be bet ter? W h at  other  system  

cou ld there be? W e are so accustom ed t o a system  o f  banking, de

pendent  fo r  it s cardinal  funct ion  on a single bank, that  w e can hard ly 

conceive o f  an y other. Bu t  t he natural  system —that  w h ich  w ou ld  

have sprung up i f  Governm en t  had let  bank ing alone—is that  o f  m any 

banks o f  equal or  n ot  al t ogether  unequal size. I n  al l  other  t rades 

com pet i t ion  br ings the t raders t o a r ough  approxim ate equal i t y. In  

cot t on  spinning, no single f i rm  far  and perm anent ly outst r ips the 

others. T h er e is no t endency t o a m on arch y in t he cot ton w or ld ; nor , 

w here bank ing has been lef t  fr ee, is there an y t endency to a m onarchy
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in bank ing either. In  M anchester , in L iverpool , and al l  t h rough  En g 

land, w e have a great  num ber o f  banks, each w i t h  a business m ore or  

less good, but  w e have no single bank  w i t h  an y sor t  o f  predom inance; 

nor  is t here an y such bank in  Scot land. In  the new  w or ld  o f  Jo i n t  

St ock  Banks outside the Bank  o f  England, w e see m uch the same phe

nomenon. O ne or  m ore get  fo r  a t im e a bet ter  business than the 

others, but  no single bank perm anent ly obtains an unquest ioned pre

dom inance. N on e o f  them  gets so m uch before the others that  the 

others volun t ar i ly place thei r  reserves in  i t s keeping. A  republ ic w i t h  

m any com pet i tors o f  a size or  sizes suitable to the business, is the con 

st i tut ion o f  every t rade i f  l ef t  t o  i t sel f, and o f  bank ing as m uch as an y 

other. A  m onarchy in any t rade is a sign o f  some anomalous advan 

tage, and o f  some in tervent ion from  w i thout .

I  shall  be at  once asked—D o you  propose a revolut ion? D o you  

propose t o abandon the one-reserve system , and create anew  a m any- 

reserve system ? M y  plain answer  is t hat  I  do not  propose it . I  kn ow  

i t  w ou ld  be chi ldish. Credi t  in business is l ike l oyal t y  in  Governm ent . 

You  must  t ake w hat  you  can find o f  i t , and w or k  w i t h  i t  i f  possible. 

A  theor ist  m ay easi ly map out  a schem e o f  Governm en t  in  w h ich  

Q ueen V ict o r ia cou ld be dispensed w i t h . H e m ay m ake a t h eory 

that , since w e adm it  and w e k n ow  that  the H ouse o f  Com m ons is 

the real  sovereign , an y other  sovereign  is superfluous; but  fo r  pract i 

cal  purposes, i t  is not  even w or t h  w h i le t o exam ine these arguments. 

Q ueen V ict o r ia is l oyal l y  obeyed—w it hout  doubt , and w i t hout  reason 

ing—b y m il l ions o f  human beings. I f  those m il l ions began t o argue, 

i t  w ou ld  not  be easy t o persuade them  to obey Q ueen V ict or ia, or  

anyth ing else. Ef fect u al  argum ents t o convince the people w h o need 

con vincing are want ing. Ju st  so, an immense system  o f  credi t , 

founded on the Bank  o f  England as i t s p ivot  and its basis, n ow  exists. 

T h e Engl ish  people, and foreigners too, t rust  i t  im pl ici t ly. Ever y  

banker knows that  i f  he has t o prove t hat  he is w or t h y o f  credi t , 

how ever  good m ay be his argum ents, in  fact  his cred i t  is gone: but  

w h at  w e have requires no proof. T h e w hole rests on an inst inct ive 

con fidence generated b y  use and years. N ot h in g w ou ld  persuade 

the Engl ish  people to abol ish the Bank  o f  England ; and i f  some calam 

i t y  sw ept  i t  aw ay, generat ions must  elapse before at  al l  t he same 

t rust  w ou ld  be placed in an y other  equivalent . A  m any-reserve sys

tem , i f  som e m iracle should put  i t  dow n  in Lom bard St reet , w ou ld  

seem m onst rous there. N ob od y w ou ld understand it , or  con fide in  i t . 

Cred i t  is a pow er  w h ich  m ay grow , but  cannot  be const ructed. T hose 

w ho l ive under a great  and f irm  system  o f  cred i t  must  consider  that  i f
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t h ey break up that  one t h ey w i l l  never  see another, fo r  i t  w i l l  t ake 

years upon years t o m ake a successor to it .

O n this account , I  do not  suggest  that  w e should return  t o a natural  

or  m any-reserve system  o f  banking. I  should on ly in cur  useless r id i 

cu le i f  I  did suggest  i t . N o r  can I  propose t hat  w e should adopt  the 

sim ple and st r aigh t forw ard  expedient  b y  w h ich  the Fren ch  have 

ext r icated them selves f r om  the same d i ff icu l t y. In  Fran ce al l  bank* 

ing rests on the Bank  o f  Fran ce, even m ore than in  En glan d al l  rests 

on the Bank o f  England. T h e Bank o f  Fran ce keeps the final  bank ing 

reserve, and i t  keeps the cu r ren cy reserve too. Bu t  t he State does 

not  t rust  such a funct ion  t o a board o f  m erchants, nam ed b y  share

holders. T h e nat ion i t sel f—the Execut ive Governm en t —names the 

governor  and d epu t y-govem or  o f  the Bank  o f  Fran ce. T h ese officers 

have, indeed, beside them  a counci l  o f  *regents,* or  di rectors, named 

b y the shareholders. Bu t  t h ey need not  at tend t o t hat  counci l  unless 

t h ey th ink  f i t ; t h ey are appointed to w at ch  over  the nat ional interest , 

and, in so doing, t h ey m ay disregard the m urm urs o f  the ‘regents? 

i f  t h ey l ike. A n d  in t h eory, there is m uch t o be said fo r  this plan. 

T h e keeping the single bank ing reserve being a nat ional funct ion , 

i t  is at  least  plausible t o argue that  Governm en t  should choose the 

funct ionar ies. N o  doubt  such a pol i t ical  in tervent ion  is con t rar y t o 

the sound econom ical  doct r ine that  ‘bank ing is a t rade, and on ly a 

t rade.’ Bu t  Govern m en t  fo rgot  that  doct r ine w hen , b y  pr ivi leges 

and m onopol ies, i t  m ade a single bank predom inant  over  al l  others, 

and established the one-reserve system . A s that  system  exists, a logi 

cal  Frenchm an consisten t ly enough argues that  the State should w at ch  

and m anage i t . Bu t  no such plan w ou ld  answer in  England. W e have 

not  been t rained t o care fo r  logical  sequence in  our  inst i tut ions, or  

rather  w e have been t rained n ot  t o care fo r  i t . A n d  the pract ical  

resul t  fo r  w h ich  w e do care w ou ld  in th is case be bad. T h e governor  

o f  the Bank  w ou ld  be a h igh  Par l iam entary official , perhaps in  the 

Cabinet , and w ou ld  change as chance m ajor i t ies and the st rength  o f  

part ies decide. A  t rade pecu l iar l y requ i r ing consistency and special  

at tainm ent  w ou ld  be m anaged b y  a sh i f t i ng and unt rained ru ler . In  

fact , t he w hole plan  w ou ld  seem t o an Engl ishm an o f  business palpa

b l y  absurd; he w ou ld  n ot  consider  i t , he w ou ld  not  t h ink  i t  w or th  

consider ing. T h at  i t  w ork s fai r l y  w el l  in  France, and that  t here 

are specious argum ents o f  t h eory fo r  i t , w ou ld  not  be sufficien t  t o 

his m ind.

A l l  such changes being out  o f  the quest ion, I  can propose on ly 

th ree rem edies.
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First . T h er e should be a clear  understanding between the Bank  

and the publ ic that , since the Bank  hold ou t  ul t im ate bank ing reserve, 

t hey w i l l  recognise and act  on the obl igat ions w h ich  this im pl ies;— 

that  t h ey w i l l  replenish i t  in t imes o f  foreign  dem and as fu l l y , and 

lend i t  in t imes o f  internal  pan ic as f r eely  and read i ly, as plain pr in 

ciples o f  bank ing require.

T h is looks ver y  d i fferen t  f r om  the Fren ch  plan, but  i t  is n ot  so 

di fferen t  in r eal i t y. In  En glan d w e can oft en  effect , b y  the ind i rect  

com pulsion o f  opin ion, w hat  other  count r ies must  effect  b y  the di rect  

com pulsion o f  Governm en t . W e can do so in  this case. T h e Bank  

di rectors n ow  fear  publ ic opin ion exceed ingly; p robably no k ind o f  

persons are so sensit ive t o newspaper  cr i t icism . A n d  this is ver y  

natural. O u r  statesmen, i t  is t rue, are m uch m ore blam ed, but  t h ey 

have gen eral l y served a lon g apprent iceship t o sharp cr i t icism . I f  

t hey st i l l  care fo r  i t  (and some do aft er  years o f  exper ience m uch 

m ore than the w or ld  t h inks), t h ey care less fo r  i t  than at  f i rst , and 

have com e to regard  i t  as an unavoidable and incessant  i r r i t ant , o f  

w h ich  t h ey shal l  never  be r id. Bu t  a bank d i rector  undergoes no 

sim i lar t rain ing and hardening. H is funct ions at  the Bank  fi l l  a ver y  

small par t  o f  his t im e; al l  t he rest  o f  his l i fe (unless he be in Par l ia

m ent ) is spent  in  ret i red and m ercant i le indust ry. H e is not  subjected 

to keen and publ ic cr i t icism , and is not  t aught  t o bear  i t . Especial ly 

w hen  once in  his l i fe he becom es, b y  rotat ion , governor , he is most  

anxious that  the t w o years o f  office shall  ‘go o f f  well .* H e is apt  

to be i r r i t ated even b y  object ions t o pr inciples on w h ich  he acts, and 

cannot  bear  w i t h  equanim i t y censure w h ich  is poin ted and personal. 

A t  present  I  am not  sure i f  this sensit iveness is beneficial . A s the 

exact  posi t ion o f  t he Bank  o f  England in  the M on ey M arket  is in 

d i st inct ly seen, t here is no standard t o w h ich  a Bank governor  can 

appeal. H e is alw ays in  fear  t hat  ‘som eth ing m ay be said;’ but  not  

qui te k n ow in g on w h at  side that  ‘som eth ing’ m ay be, his fear  is 

but  an indi fferen t  gu ide t o him. Bu t  i f  t he cardinal  doct r ine w ere 

accepted, i f  i t  w ere acknow ledged t hat  the Bank  is charged w i t h  

the cust od y o f  our  sole bank ing reserve, and is bound to deal w i t h  

i t  accord ing t o adm it ted pr inciples, then a governor  o f  the Bank  could 

look  t o those pr inciples. H e w ou ld  k n ow  w h ich  w ay cr i t icism  was 

com ing. I f  he was guided b y  the code, he w ou ld  have a plain defence. 

A n d  then w e m ay be sure that  old m en o f  business wou ld  not  deviate 

f rom  the code. A t  present  the Board o f  D i rectors are a sor t  o f  

Jew/ '-t rustees fo r  t he nat ion. I  w ou ld  have them  real  t rustees, and 

w i t h  a good t rust  deed.
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Secon d ly. T h e governm ent  o f  t he Bank  should be im proved in  a 

m anner t o be explained. W e should dim inish the ‘amateur* elem ent ; 

w e should augm ent  the t rained bank ing elem ent ; and w e should en

sure m ore const ancy in  the adm inist rat ion.

T h i r d ly . A s these t w o  suggest ions are designed to m ake the Bank  

as st rong as possible, w e should look  at  t he rest  o f  our  bank ing sys

tem , and t r y  t o reduce the demands on the Bank  as m uch as w e can. 

T h e cen t ral  m ach inery being in evi t ab ly fr ai l , w e should carefu l l y 

and as m uch as possible dim inish the st rain  upon i t .

Bu t  to explain these proposals, and t o gain  a fu l l  understanding o f  

m any argum ents t hat  have been used, w e m ust  look  m ore in detai l  

at  the com ponent  par ts o f  Lom bard  st reet , and at  t he cur ious set  o f  

causes w h ich  have made i t  assume its present  singular  st ructure.
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CHAPTE R III.

How Lombard Street Came to Exist} and Why 
It Assumed Its Present Form.

In  t h e  last  cen t ur y, a favour i t e subject  o f  l i t erar y ingenu i t y w as 

‘con jectu ral  h i st ory/  as i t  w as then cal led. U pon  grounds o f  proba

b i l i t y a f ict i t ious sketch w as made o f  the possible or igin  o f  th ings 

exist ing. I f  this k ind o f  speculat ion w ere n ow  appl ied t o banking, 

the natural  and f i r st  idea w ou ld  be that  large system s o f  deposit  bank 

i n g grew  up in the ear ly w or ld , just  as t h ey gr ow  up n ow  in  any 

large Engl ish  colon y. A s soon as an y such com m un i t y becom es r ich  

enough to have m uch m oney, and com pact  enough to be able to lodge 

its m oney in single banks, i t  at  once begins so t o do. Engl ish  colonists 

do not  l ike the r i sk  o f  keeping thei r  m oney, and t h ey w ish  to make 

an in terest  on i t . T h ey  car r y  from  hom e the idea and the habi t  

o f  bank ing, and t h ey take t o i t  as soon as t h ey can in thei r  new  w or ld. 

Con jectural  h i st ory w ou ld  be incl ined t o say that  al l  bank ing began 

thus: but  such h ist ory is r arely o f  any value. T h e basis o f  i t  is false. 

I t  assumes that  w hat  w ork s m ost  easi ly w hen  established is that  

w h ich  i t  w ou ld  be the m ost  easy t o establish, and that  w hat  seems 

sim plest  when  fam i l iar  w ou ld  be m ost  easi ly appreciated b y the m ind 

though unfam i l iar . Bu t  exact ly the con t rar y is t rue. M an y th ings 

w h ich  seem sim ple and w h ich  w or k  w el l  w hen f i rm ly established, 

are ver y  hard t o establish am ong n ew  people, and not  ver y easy to 

explain to them. D eposi t  bank ing is o f  this sort . I t s essence is that  

a ver y  large num ber o f  persons agree t o t rust  a ver y  few  persons, 

or  some one person. Bank ing w ou ld  not  be a profi t able t rade i f  

bankers w ere not  a small num ber, and deposi tors in com par ison an 

immense num ber. Bu t  to get  a great  num ber o f  persons t o do exact ly 

the same th ing is alw ays ver y  di ff icu l t , and noth ing but  a ver y  palpable 

necessi t y w i l l  m ake them  on a sudden begin  t o do i t . A n d  there is 

no such palpable necessi t y in  banking. I f  you  take a cou n t r y t ow n  

in France, even n ow , you  w i l l  not  find any such system  o f  bank ing 

as ours. Cheque-books are unknown, and m on ey kept  on  runn ing 

accoun t  b y  bankers is rare. People store thei r  m on ey in a caisse at  

thei r  houses. St ead y savings, w h ich  are w ai t i n g fo r  investm ent , and 

w h ich  are sure not  t o be soon w anted, m ay be lodged w i t h  bankers; 

but  the com m on f loat ing cash o f  the com m un i t y is kept  b y  the com 
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m un i t y them selves at  home. T h ey  p refer  t o  keep i t  so, and i t  w ou ld  

not  answ er  a banker ’s purpose to m ake expensive arrangem ents fo r  

keeping i t  otherw ise. I f  a ‘branch,* such as the N at ional  Provincial  

Bank  opens in  an Engl ish  coun t r y t ow n , w ere opened in a cor respond 

i n g Fren ch  one, i t  w ou ld  not  pay i t s expenses. You  cou ld not  get  

an y sufficient  num ber o f  Frenchm en to agree to put  t hei r  m on ey 

there. A n d  so i t  is in  all count r ies not  o f  Br i t ish  descent , t hough 

in  var ious degrees. D eposi t  bank ing is a ver y  di ff icu l t  t h ing t o begin, 

because people do not  l ike t o let  t hei r  m on ey out  o f  t hei r  sight , espe

cial l y do not  l ike to let  i t  ou t  o f  sigh t  w i t hout  secur i t y—st i l l  more, 

cannot  al l  at  once agree on an y single person t o w hom  t h ey are con 

t en t  t o t rust  i t  unseen and unsecured. H ypot het i cal  h ist ory, w h ich  

explains the past  b y  w h at  is sim plest  and com m onest  in the present , 

is in bank ing, as in m ost  th ings, qui te unt rue.

T h e real  h i st ory is ver y  d i fferen t . N ew  wants are m ost ly suppl ied 

b y  adaptat ion, not  b y  creat ion  or  foundat ion. Som eth ing having been 

created to sat isfy an ext rem e w an t , i t  is used t o sat i sfy less pressing 

wants, or  t o supp ly addi t ional  conveniences. O n this account , po

l i t ical  Govern m en t —the oldest  inst i tut ion in the w or ld —has been the 

hardest  w orked. A t  the beginning o f  h ist ory, w e find i t  doing every 

t h ing w h ich  societ y wants done, and forb idd ing everyt h in g w h ich  

societ y does not w ish  done. In  t rade, at  present , the fi rst  com m erce 

in a n ew  place is a general  shop, w h ich , beginn ing w i t h  ar t icles o f  real  

necessi t y, com es sh or t ly t o supp ly the oddest  accum ulat ion o f  pet t y 

com for t s. A n d  the h ist ory o f  bank ing has been the same. T h e fi rst  

banks w ere not  founded fo r  our  system  o f  deposi t  bank ing, or  fo r  

anyt h in g l ike i t  T h ey  w ere founded fo r  m uch m ore pressing reasons, 

and h avin g been founded, t hey, or  copies f rom  them , w ere appl ied t o 

our  m odern uses.

T h e ear l iest  banks o f  I t aly, w here the name began, w ere finance 

com panies. T h e Bank  o f  St . George, at  Genoa, and other  banks 

founded in im i tat ion o f  i t , w ere at  f i r st  on ly com panies to m ake 

loans to, and float  loans fo r , the Governm ents o f  the ci t ies in  w h ich  

t h ey w ere form ed. T h e w an t  o f  m on ey is an urgen t  w an t  o f  Govern 

ments at  m ost  per iods, and seldom  m ore urgen t  than i t  was in  the 

tum ultuous I t al ian Republ i cs o f  the M iddle Ages. A f t er  these banks 

had been lon g established, t h ey began to do w hat  w e cal l  bank ing 

business; bu t  at  fi rst  t h ey never  t hought  o f  i t . T h e great  banks o f  

the N or t h  o f  Europe had thei r  or igin  in a w an t  st i l l  m ore cur ious. 

T h e not ion  o f  it s being a pr im e business o f  a bank to give good coin  

has passed ou t  o f  m en’s m em ories; but  w herever  i t  is fel t , there is
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no w an t  o f  business m ore keen and urgent . A dam  Sm ith  descr ibes 

i t  so adm irably t hat  i t  w ou ld  be stupid not  t o quote his w or d s:—‘T h e 

cu r ren cy o f  a great  state, such as Fran ce or  England, general ly con 

sists alm ost  en t i rely o f  i t s ow n  coin . Should t his cu r ren cy, t herefore, 

be at  an y t im e w orn , d i p t , o r  otherw ise degraded below  i t s standard 

value, the state b y  a reform at ion  o f  i t s coin  can effectu al l y re-establish 

its cu r ren cy. Bu t  t he cu r ren cy o f  a small state, such as Genoa or  

H am burgh, can seldom  consist  al t ogether  in i t s ow n  coin , but  must  

be m ade up, in a great  m easure, o f  the coins o f  al l  the neighbour ing 

states w i t h  w h ich  i t s inhabi tants have a cont inual  in tercourse. Such 

a state, t herefore, b y  reform ing it s coin, w i l l  not  alw ays be able t o 

reform  its cu r ren cy. I f  foreign  bi l ls o f  exchange are paid in  this 

cu r ren cy, the uncer tain  value o f  an y sum, o f  w hat  is in i t s ow n  

nature so uncer tain , must  render  the exchange alw ays ver y  m uch 

against  such a state, i t s cu r ren cy being, in al l  foreign  states, necessar i ly 

valued even below  w hat  i t  is w or t h .

‘I n  order  to rem edy the inconven ience t o w h ich  this disadvantage

ous exchange m ust  have subjected thei r  m erchants, such small  states, 

w hen  t h ey began t o at tend t o the in terest  o f  t rade, have f requen t ly 

enacted, that  foreign  bi l ls o f  exchange o f  a cer tain  value should be 

paid, not  in  com m on cu r ren cy, but  b y  an order  upon, or  b y  a t rans

fer  in, the books o f  a cer tain  bank, established upon the credi t , and 

under the protect ion  o f  the state, this bank being alw ays obl iged to 

pay, in  good and t rue m oney, exact l y accord ing t o the standard o f  

the state. T h e banks o f  V en ice, Genoa, Am sterdam , H am burgh  and 

N u rem burg, seem t o have been al l  or igin al ly established w i t h  this 

view , t hough  some o f  them  m ay have aft erw ards been made sub 

servien t  to other  purposes. T h e m on ey o f  such banks, being bet ter  

than the com m on cu r ren cy o f  the cou n t r y, necessar i ly bore an agio, 

w h ich  w as great er  or  sm aller , accord ing as the cu r ren cy w as sup 

posed to be m ore or  less degraded below  the standard o f  the state. 

T h e agio o f  the bank o f  H am burgh , fo r  exam ple, w h ich  is said t o 

be com m on ly about  four t een  per  cen t , is the supposed d i fference 

between the good standard m oney o f  the state, and the d i p t , w orn , 

and dim inished cu r ren cy poured in to i t  fr om  al l  the neighbour ing 

states.

‘Before 1609 the great  quan t i t y o f  d i p t  and w orn  foreign  coin , 

w h ich  the extensive t rade o f  Am sterdam  brough t  f r om  al l  par ts o f  

Europe, reduced the valu e-of  i t s cu r ren cy about  9 per  cen t  below  

t hat  o f  good m on ey fresh  f r om  the m int . Such  m on ey no sooner  

appeared than i t  w as m elted dow n  or  car r ied aw ay, as i t  alw ays is in
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such circum stances. T h e m erchants, w i t h  p len t y o f  cu r ren cy, could 

n ot  alw ays f ind a sufficient  quan t i t y o f  good m on ey to pay thei r  bi l ls 

o f  exchange; and the value o f  those bi l ls, i n  spi te o f  several  regula

t ions w h ich  w ere made to prevent  i t , becam e in  a great  measure un 

cer tain .

‘I n  order  t o  rem edy these inconveniences, a bank w as established 

in 1609 under  the guarantee o f  the Ci t y . T h is bank received both 

foreign  coin , and the l igh t  and w orn  coin  o f  the cou n t r y at  its real 

in t r insic value in  the good standard m on ey o f  the cou n t r y, deduct ing 

on ly so m uch as w as necessary fo r  d efrayin g the expense o f  coinage, 

and the other  necessary expense o f  m anagem ent . Fo r  the value 

w h ich  rem ained, af t er  this small  deduct ion w as made, i t  gave a credi t  

in  i t s books. T h is cred i t  w as cal led bank m oney, w h ich , as i t  repre

sented m on ey exact l y accord in g to the standard o f  the m int , was 

alw ays o f  the same real  value, and in t r insical ly w or t h  m ore than cur 

ren t  m oney. I t  w as at  the same t im e enacted, that  al l  bi l ls drawn 

upon or  negot iated at  Am sterdam  o f  the value o f  six hundred gui lders 

and upw ards should be paid in  bank m oney, w h ich  at  once t ook  

aw ay al l  uncer t ain t y in  the value o f  those bi l ls. Ever y  m erchant , 

in  consequence o f  th is regulat ion , w as obl iged t o keep an account  

w i t h  the bank in  order  t o pay his foreign  bi l ls o f  exchange, w h ich  

necessar i ly occasioned a cer tain  demand fo r  bank m oney.’ *

Again , a m ost  im por tant  funct ion  o f  ear ly banks is one w h ich  the 

present  banks retain , t hough i t  is subsid iary t o thei r  main use; viz. 

the funct ion  o f  rem it t ing m oney. A  man br ings m oney t o the bank 

to m eet  a paym ent  w h ich  he desires t o m ake at  a great  distance, and 

the bank, having a connect ion w i t h  other  banks, sends i t  w here i t  is 

wanted. A s soon as bi l ls o f  exchange are given  upon a large scale, 

th is rem it tance is a ver y  pressing requirem ent . Such  bi l ls must  be 

m ade payable at  a place convenient  t o the sel ler  o f  the goods in pay 

m ent  o f  w h ich  t h ey are given , perhaps at  the great  t ow n  w here his 

warehouse is. Bu t  this m ay be ver y far  f rom  the retai l  shop o f  the 

bu yer  w h o bough t  those goods to sel l  them  again in the coun t ry. 

Fo r  these, and a m ult i tude o f  purposes, the instant  and regu lar  re

m i t tance o f  m on ey is an ear ly necessi t y o f  grow in g t rade; and that  

rem it tance i t  w as a f i r st  ob ject  o f  ear ly banks t o accom plish.

T h ese are al l  uses other  than those o f  deposi t  bank ing w h ich  banks

* Smith’s *W ealth o f  Nat ions,’ Book I V . chap. i i i. ‘Digression concerning 
Banks o f  Deposit ,’ &c.
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suppl ied that  aft erw ards becam e in our  En gl ish  sense deposi t  banks. 

B y  supp lying these uses, t h ey gained the cred i t  that  aft erw ards en 

abled them  to gain a l i v in g as deposi t  banks. Bein g t rusted fo r  one 

purpose, t h ey cam e t o be t rusted fo r  a purpose qui te di fferen t , u l t i 

m at ely f ar  m ore im portant , though at  f i r st  less k een ly pressing. Bu t  

these wants on ly af fect  a few  persons, and t herefore br ing the bank 

under the not ice o f  a few  on ly. T h e real  in t rodu ct or y funct ion  

w h ich  deposi t  banks at  f i r st  per form  is m uch m ore popular , and i t  

is on ly w hen  t h ey can per form  this m ore popular  k ind o f  business 

that  deposi t  bank ing ever  spreads qu ick ly and extensively. T h is 

funct ion  is the supp ly o f  the paper ci rcu lat ion  t o the coun t r y, and 

i t  w i l l  be observed that  I  am not  about  t o  overstep m y l im its and 

discuss this as a quest ion o f  cur ren cy. In  w h at  form  the best  paper  

cu r ren cy can  be suppl ied t o a cou n t r y is a quest ion o f  econom ical  

t h eory w i t h  w h ich  I  do not  m eddle here. I  am on ly nar rat ing un 

quest ionable h ist ory, not  deal ing w i t h  an argum ent  w here every step 

is disputed. A n d  par t  o f  this cer tain  h ist ory is that  the best  w ay 

to di ffuse bank ing in a com m un i t y is t o al low  the banker to issue bank 

notes o f  small  am ount  that  can  supersede the m etal cur ren cy. T h is 

amounts t o a subsidy to each banker  to enable him  to keep open a 

bank t i l l  deposi tors choose to com e to i t . T h e cou n t r y w here deposit  

banking is m ost  di ffused is Scot land, and there the or iginal  profi t s 

w ere en t i rely der ived f rom  the ci rculat ion . T h e note issue is n ow  

a m ost  t r i f l ing par t  o f  the l iabi l i t ies o f  the Scot ch  banks, but  i t  was 

once thei r  m ainstay and source o f  profi t . A  cur ious book , lately 

publ ished, has enabled us t o fo l low  the course o f  this in detai l . T h e 

Bank  o f  Dundee, n ow  amalgamated w i t h  the Royal  Bank  o f  Scot land, 

w as founded in 1763, and had becom e before i t s am algamat ion, eight  

or  nine years since, a bank o f  considerable deposits. Bu t  fo r  t w en t y-  

f i ve years f r om  i ts foundat ion i t  had no deposits at  all. I t  subsisted 

m ost l y on it s note issue, and a l i t t le on i t s rem it tance business. O n ly 

in 1792, aft er  n ear ly t h i r t y years, i t  began t o gain deposits, but  f rom  

that  t im e t h ey augm ented ver y  rap id ly.*  T h e bank ing h ist ory o f  

En glan d has been the same, though w e have no cou n t r y bank ac

counts in detai l  w h ich  go back  so far . Bu t  p robably up t o 1830 

in England, or  thereabouts, the main p rofi t  o f  banks w as der ived from  

the ci rculat ion , and fo r  m any years aft er  that  the deposits w ere t reated 

as ver y  m inor mat ters, and the w hole o f  so-cal led bank ing discussion 

turned on quest ions o f  ci rculat ion . W e are st i l l  l i ving in  the debris o f  

that  con t roversy, fo r , as I  have so oft en  said, people can h ard ly t h ink

* See Note C in Appendix.

Digitized for FRASER 

http://fraser.stlouisfed.org/ 

Federal Reserve Bank of St. Louis



42 HOW LOMBARD STREET CAME TO EXIST, AND

o f  t he st ructure o f  Lom bard  St reet , except  w i t h  reference t o the 

paper  cu r ren cy and t o t he A ct  o f  1844, w h ich  regulates i t  n ow . T h e 

Fren ch  are st i l l  in  the same epoch o f  t he subject . T h e great  enquete 

o f  1865 is alm ost  w h o l l y  taken up w i t h  cu r ren cy m at ters, and m ere 

bank ing is t reated as subordinate. A n d  the accounts o f  the Bank  o f  

Fran ce show  w h y. T h e last  w eek ly statem ent  before the Germ an 

w ar  showed that  the ci rcu lat ion  o f  the Bank  o f  Fran ce w as as much 

as 59,244,000/ ., and that  the pr ivate deposits w ere on ly 17,127,000/ . 

N o w  the pr ivate deposits are about  the same, and the ci rculat ion  is 

112,000,000/ . So di ff icu l t  is i t  in even a great  cou n t r y l ike France 

fo r  the deposi t  system  o f  bank ing t o take root , and establish i t sel f 

w i t h  the st rength and vigou r  t hat  i t  has in  England.

T h e exper ience o f  Germ an y is the same. T h e accounts preceding 

the w ar  in  N or t h  Germ an y showed the ci rcu lat ion  o f  the issuing 

banks t o be 39,875,000/ ., and the deposits to be 6,472,000/ . w h i le the 

cor responding f igures at  the present  m om ent  are—circu lat ion , 60,- 

000,000/ . and deposits 8,000,000/ . I t  w ou ld  be idle to m ul t ip ly 

instances.

T h e reason w h y  the use o f  bank  paper  com m on ly precedes the 

habit  o f  m aking deposits in banks is ver y  plain. I t  is a far  easier habit  

t o establish. I n  the issue o f  notes the banker, the person t o be most  

benefi ted, can do som eth ing. H e can pay aw ay his ow n  ‘prom ises’ 

in loans, in  w ages, o r  in .paym en t  o f  debts. Bu t  in  t he get t ing o f  

deposits he is passive. H is issues depend on h im sel f; his deposits on 

the favou r  o f  others. A n d  t o the publ ic the change is far  easier t oo. 

T o  col lect  a great  mass o f  deposits w i t h  the same banker, a great  

num ber o f  persons m ust  agree t o do som ething. Bu t  t o  establish a 

note ci rcu lat ion , a large num ber o f  persons need on ly do nothing. 
T h ey  receive the banker ’s notes in the com m on course o f  t hei r  busi 

ness, and t h ey have on ly not t o  t ake those notes t o the banker fo r  

paym ent . I f  the publ ic refrain  f rom  tak ing t rouble, a paper  ci rcu la

t ion is im m ediately in existence. A  paper ci rculat ion  is begun b y 

the banker, and requires no ef for t  on the par t  o f  the publ i c; on  the 

con t rar y, i t  needs an ef for t  o f  the publ ic t o be r id o f  notes once is

sued; but  deposi t  bank ing cannot  be begun b y  the banker, and requires 

a spontaneous and consistent  ef for t  in  the com m uni t y. A n d  there

fore paper  issue is the natural  prelude to deposi t  banking.

T h e w ay  in  w h ich  the issue o f  notes b y  a banker  prepares the w ay 

fo r  the deposi t  o f  m on ey w i t h  him is ver y  plain. W h en  a pr ivate 

person begins t o possess a great  heap o f  bank-notes, i t  w i l l  soon 

st r ike him  that  he is t rust ing the banker ver y  m uch, and that  in re
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t u rn  he is get t in g noth ing. H e runs the r i sk  o f  loss and robbery 

just  as i f  he w ere hoarding coin. H e w ou ld  run  no m ore r i sk  b y 

the fai lure o f  the bank i f  he m ade a deposi t  there, and he w ou ld  be 

f ree f r om  the r i sk  o f  keeping the cash. N o  doubt  i t  takes t im e be

fore even this sim ple reason ing is understood b y  uneducated minds. 

So st rong is the w ish  o f  m ost  people t o see t hei r  m oney that  t h ey 

fo r  som e t im e cont inue t o hoard bank-notes: fo r  a long per iod a 

few  do so. Bu t  in  the end com m on sense conquers. T h e ci rcu lat ion  

o f  bank-notes decreases, and the deposi t  o f  m on ey w i t h  the banker  

increases. T h e cred i t  o f  the banker  having been eff icien t l y advert ised 

b y the note, and accepted b y  the publ ic, he l ives on the cred i t  so 

gained years aft er  the note issue i t sel f has ceased t o be ver y  im portant  

to him.

T h e eff iciency o f  this in t roduct ion  is proport ional  t o the di ffusion 

o f  the r igh t  o f  note issue. A  single m onopol ist  issuer, l ike the Bank  

o f  Fran ce, w ork s i t s w ay  w i t h  d i ff icu l t y t h rough  a cou n t r y, and 

advert ises bank ing ver y  slow ly. Even  n ow  the Bank  o f  France, w h ich , 

I  bel ieve, b y  law  ough t  t o have a branch in each D epartm ent , has 

on ly branches in si xt y out  o f  eight y-six. O n the other hand, the 

Sw iss banks, w here there is alw ays one or  m ore to every  Canton, 

di ffuse bank ing rap id ly. W e have seen that  the l iabi l i t ies o f  the Bank 

o f  France stand thus:

T h e reason is that  a cen t ral  bank, w h ich  is governed in the capi tal  

and descends on a cou n t r y dist r ict , has m uch few er  m odes o f  lending 

m on ey safely than a bank o f  w h ich  the partners belong t o that  dis

t r ict , and k n ow  the m en and th ings in  i t . A  note issue is m ain ly be

gun  b y  loans; there are then no deposits t o be paid. Bu t  the mass 

o f  loans in  a rural  d i st r i ct  are o f  small am ount ; the bi l ls t o be dis

counted are t r i f l i ng; the persons bor row in g are o f  small means and 

on ly local  repute; the value o f  an y p roper t y t h ey w ish  to pledge 

depends on local  changes and local  ci rcum stances. A  banker  w ho

* These are the amounts at  Decem ber  31,1865. See ‘Grundzi ige der Nat ional- 

Ockonomie. Von  M ax W i r t h .’ D r i t t er  Band, p. 491.

Notes 
Deposits .

u  2,000,000 
15,000,000

Bu t  the aggregate Sw iss banks, on the con t rar y, stand:

Notes
Deposits

C
761,000

4,709,000*
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l ives in  t he dist r ict , w h o  has alw ays l ived  there, w hose w hole m ind 

is a h ist ory o f  the d ist r i ct  and i t s changes, is easi ly able t o lend m oney 

safely there. Bu t  a m anager deputed b y  a single cen t ral  establ ishment  

does so w i t h  d i ff icu l t y. T h e w orst  people w i l l  com e t o him and ask 

fo r  loans. H is ignorance is a m ark  fo r  al l  the sh rew d and cr af t y  

people thereabouts. H e w i l l  have endless di fficul t ies in  establishing 

the ci rculat ion  o f  the distant  bank, because he has not  the local  kn ow l 

edge w h ich  alone can teach him  h ow  to issue that  ci rculat ion  w i t h  

safet y.

A  system  o f  note issues is t herefore the best  in t roduct ion  t o a large 

system  o f  deposi t  bank ing. A s yet , h ist or i cal ly, i t  is the on ly in t ro 

duct ion : no nat ion as yet  has ar r ived at  a great  system  o f  deposit  

bank ing w i t h out  going f i r st  t h rough  the prel im inary stage o f  note 

issue, and o f  such note issues the quickest  and m ost  efficient  in  this 

w ay is one made b y  individuals resident  in  the d ist r ict , and conversant  

w i t h  i t .

A n d  th is explains w h y deposi t  bank ing is so rare. Such  a note 

issue as has been descr ibed is possible on ly in a cou n t r y exem pt  fr om  

invasion, and f r ee f r om  revolut ion . D ur ing an invasion note-issuing 

banks m ust  stop paym en t ; a run is n ear ly inevi t able at  such a t im e, 

and in  a revolu t ion  too. In  such great  and close civi l  dangers a nat ion 

is alw ays dem oral ised; everyone looks t o h im self, and everyon e l ikes 

t o possess h im sel f o f  the precious metals. Th ese are sure to be valu 

able, invasion or  no invasion, revolut ion or  no revolut ion . Bu t  the 

goodness o f  bank-notes depends on the solven cy o f  the banker, and 

that  so lven cy m ay be im paired i f  the invasion is not  repel led or  the 

revolut ion  resisted.

H ard ly  an y cont inental  cou n t r y has been t i l l  now  exem pt  fo r  long 

per iods both f r om  invasion and revolut ion . In  H ol land and Ger 

m an y- t w o  count r ies w here note issue and deposi t  bank ing w ould 

seem as natural  as in En glan d and Scot land—there w as never  any 

secu r i t y f r om  foreign  w ar . A  profound apprehension o f  external 

invasion penet rated thei r  w hole habits, and men o f  business w ou ld  

have t hought  i t  insane not  to contem plate a con t ingen cy so frequen t  

in  t hei r  h ist ory, and perhaps witnessed b y  themselves.

Fran ce indeed, before 1789, w as an except ion. Fo r  m any years 

under the old regime she w as exem pt  f rom  ser ious invasion or  at 

t em pted revolut ion . H er  Govern m en t  was fixed, as w as then thought , 

and pow er fu l ; i t  cou ld  resist  an y external  enem y, and the prestige 

on w h ich  i t  rested seemed too f i rm  t o fear  an y enem y fr om  w i th in . 

Bu t  then i t  was not  an honest  Governm en t , and i t  had shown its
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dishonesty in  this par t icu lar  m at ter  o f  note issue. T h e regen t  in  

L aw ’s t im e had given  a m on opoly o f  note issue t o a bad bank, and 

had paid o f f  the debts o f  the nat ion in  wor th less paper . T h e Govern 

m ent  had created a m ach inery o f  ruin, and had t h r iven  on it . A m on g 

so apprehensive a race as the Fren ch  the resul t  w as fatal . Fo r  m any 

years no at tem pt  at  note issue or  deposi t  bank ing w as possible in 

France. So late as the foundat ion  o f  the Caisse cFEscompte, in 

T u r go t ’s t im e, the rem em brance o f  L aw ’s fai lure was d ist inct ly fel t , 

and im peded the com m encem ent  o f  bet ter  at tempts.

T h is t herefore is the reason w h y  Lom bard St reet  exists; t hat  is, 

w h y  England is a ver y  great  M on ey M arket , and other European  

count r ies but  small  ones in  com parison. In  England and Scot land a 

di ffused system  o f  note issues started banks al l  over  the cou n t r y; 

in these banks the savings o f  the cou n t r y have been lodged, and b y 

these t h ey have been sent  t o London . N o  sim i lar  system  arose else

where, and in  consequence London  is fu l l  o f  m oney, and al l  con t i 

nental ci t ies are em pt y as com pared w i t h  it .

I I .

T h e m onarch ical  form  o f  Lom bard St reet  is due also t o the note 

issue. T h e or igin  o f  the Bank  o f  England has been t old b y  M acaulay, 

and i t  is never  w ise fo r  an ord inary w r i t er  t o tel l  again w hat  he has 

told so m uch bet ter . N o r  is i t  necessary, fo r  his w r i t in gs are in every 

one’s hands. St i l l  I  m ust  rem ind m y readers o f  the cur ious story.

O f  al l  inst i tut ions in the w or ld  the Bank o f  England is now  proba

b ly the m ost  rem ote fr om  par t y pol i t ics and f rom  ‘financing.’ Bu t  

in i t s or igin  i t  was not  on ly a finance com pany, but  a W h ig finance 

com pany. I t  was founded b y a W h ig Governm en t  because i t  was 

in desperate w an t  o f  m oney, and suppor ted b y the ‘C i t y ’ because the 

‘C i t y ’ w as W h ig. V er y  b r ief ly, the st or y was this. T h e Govern 

m ent  o f  Char les I I . (under  the Cabal M in ist r y)  had brough t  the 

cred i t  o f  the Engl ish  State to the lowest  possible point . I t  had per 

pet rated one o f  those m onst rous frauds, w h ich  are l ikew ise gross 

blunders. T h e goldsm iths, w ho then car r ied on upon a t r i f l ing scale 

w h at  w e should n ow  cal l  bank ing, used t o deposi t  t hei r  reserve o f  

t reasure in the ‘Exchequ er ,’ w i t h  the sanct ion and under the care o f  

the Governm en t . In  m any European  count r ies the cred i t  o f  the 

State had been so m uch bet t er  than an y other  credi t , that  i t  had been 

used t o st rengthen the beginnings o f  bank ing. T h e cred i t  o f  the 

state had been so used in  England: t hough there had lat ely been a
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civi l  w ar  and several  revolut ions, t he h onest y o f  t he Engl ish  Govern 

m ent  w as t rusted im pl ici t l y. Bu t  Char les I I . showed t hat  i t  was 

t rusted undeservedly. H e shut  up the ‘Exchequer ,*  w ou ld  p ay no 

one, and so the ‘goldsm iths’ w ere ruined.

T h e cred i t  o f  t he St uar t  Governm en t  never  recovered f r om  this 

m onst rous robbery, and the Governm en t  created b y  the Revolu t ion  

o f  1688 cou ld h ard ly expect  t o be m ore t rusted w i t h  m on ey than its 

predecessor. A  Governm en t  created b y  a revolu t ion  h ard ly ever  is. 

T h er e is a t ain t  o f  violence w h ich  capi tal ists dread inst inct ively, and 

there is alw ays a rat ional  apprehension that  the Govern m en t  w h ich  

one revolut ion  t hough t  f i t  t o  set  up another  revolu t ion  m ay th ink  

f i t  t o pul l  down . In  1694, t he cred i t  o f  W i l l iam  I I I .’s Governm en t  

w as so low  in  Lond on  that  i t  w as im possible fo r  i t  t o bor row  an y 

large sum ; and the evi l  w as the greater , because in  consequence o f  the 

Fren ch  w ar  the f inancial  st rai t s o f  t he Govern m en t  w ere ext rem e. 

A t  last  a schem e w as h i t  upon w h ich  w ou ld  rel ieve t hei r  necessit ies. 

‘T h e plan,’ says M acau lay, ‘w as t hat  t w elve hundred thousand pounds 

should be raised at  w h at  w as then considered as the m oderate rate 

o f  8 per  cen t .’ I n  order  t o induce the subscr ibers to advance the 

m oney p rom pt ly on  term s so un favourable t o the publ ic, the sub

scr ibers w ere to be incorporated b y  the name o f  the Govern or  and 

Com pan y o f  the Bank  o f  England. T h ey  w ere so incorporated, and 

the 1,200,000/ . w as obtained.

O n  m any succeeding occasions, t hei r  cred i t  w as o f  essent ial use t o 

the Governm en t . W i t hou t  t hei r  aid, our  N at ional  D ebt  cou ld not  

have been bor row ed ; and i f  w e had n ot  been able t o raise that  m oney 

w e should have been conquered b y  Fran ce and com pel led to take back  

Jam es I I . A n d  fo r  m an y years aft erw ards the existence o f  that  debt  

w as a m ain reason w h y  the indust r ial  classes never  w ou ld  th ink  o f  

r ecal l in g the Pretender , o r  o f  upset t ing the revolu t ion  set t lement . 

T h e ‘fund-holder ’ is alw ays considered in  the books o f  t hat  t im e 

as opposed t o h is ‘legit imate* sovereign , because i t  was t o be feared 

that  th is sovereign  w ou ld  repudiate the debt  w h ich  w as raised b y 

those w h o dethroned him , and w h ich  w as spent  in  resist ing him  and 

his al l ies. Fo r  a lon g t im e the Bank  o f  England  w as the focus o f  

Lon d on  Liberal ism , and in  t hat  capaci t y rendered t o the State in 

est imable services. In  return  fo r  these substant ial  benefi ts the Bank 

o f  England received f r om  the Govern m en t , ei ther  at  fi rst  or  aft er 

wards, t h ree m ost  im por tan t  pr ivi leges.

Fi rst . T h e Bank  o f  England had the exclusive possession o f  the 

Govern m en t  balances. I n  i t s f i r st  per iod, as I  have shown, the Bank
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gave cred i t  t o the Governm en t , bu t  aft erw ards i t  der ived cred i t  fr om  

the Governm en t . T h er e is a natural  t endency in  men t o fo l l ow  the 

exam ple o f  the Governm en t  under  w h ich  t h ey l ive. T h e Govern 

m ent  is the largest , m ost  im por tant , and m ost  conspicuous en t i t y w i t h  

w h ich  the mass o f  an y people are acquainted; i t s range o f  know ledge 

m ust  alw ays be in fin i t ely great er  than the average o f  t hei r  k n ow l 

edge, and t herefore, unless there is a conspicuous w arn in g t o the con 

t r ar y, m ost  m en are incl ined t o th ink  thei r  Govern m en t  r igh t , and, 

w hen  t h ey can, t o do w hat  i t  does. Especial l y in  m on ey m at ters a 

man m igh t  fai r l y  reason—‘I f  the Govern m en t  is r igh t  in  t rust ing the 

Bank  o f  England  w i t h  the great  balance o f  t he nat ion, I  cannot  be 

w ron g in  t rust ing i t  w i t h  m y l i t t le balance.'

Second. T h e Bank  o f  En gland  had, t i l l  l at ely, the m on opoly o f  

l im i ted l i ab i l i t y in  England. T h e com m on law  o f  England know s 

noth ing o f  an y such pr incip le. I t  is on ly possible b y  Royal  Char ter  

o r  Statute L aw . A n d  b y  nei ther  o f  these w as an y real bank  ( I  do not  

coun t  absurd schemes such as Cham ber layne’s Lan d Bank ) perm i t ted 

w i t h  l im i ted l iabi l i t y in  England t i l l  w i t h in  these few  years. Indeed, 

a good m any people t hough t  i t  was r igh t  fo r  the Bank  o f  England, 

bu t  n ot  r igh t  f o r  an y other  bank. I  rem em ber hear ing the conversa

t ion o f  a dist inguished m erchan t  in  the Ci t y  o f  London , w h o w el l  

represented the ideas then m ost  cur ren t . H e w as declaim ing against  

banks o f  l im i ted l iab i l i t y, and some one asked—‘W h y, w hat  do you  

say, then, t o t he Bank  o f  England, w here you  keep yo u r  ow n  ac

cou n t ?’ ‘O h! ’ he repl ied, ‘that  is an except ional  case.’ A n d  no doubt  

i t  w as an except ion  o f  the greatest  value t o the Bank  o f  England, be

cause i t  induced m any quiet  and carefu l  m erchants t o be d i rectors 

o f  the Bank , w h o cer t ain ly w ou ld  not  have joined an y bank w h ere 

all t hei r  for t unes w ere l iable, and w here the l iabi l i t y w as not  l im i ted.

T h i r d ly . T h e Bank  o f  En gland  had the pr ivi lege o f  being the 

sole joint stock company perm i t t ed t o issue bank notes in  England. 

Pr ivat e Lon don  bankers did indeed issue notes dow n  to the m iddle 

o f  the last  cen t u r y, but  no join t  st ock  com pany cou ld do so. T h e 

explanatory clause o f  the A ct  o f  1742 sounds m ost  cur iously t o our  

m odern  ears. ‘A n d  t o preven t  an y doubt  t hat  m ay arise concern ing 

the pr ivi lege or  pow er  given  to the said govern or  and com pany’— 

t hat  is, t he Bank  o f  England—‘o f  e x c l u si v e  b a n k i n g ; and also in 

regard to creat ing an y other  bank or  banks b y  Par l iam ent , or  rest rain 

i n g other  persons f rom  bank ing dur ing the cont inuance o f  t he said 

p r ivi lege granted t o the govern or  and com pany o f  the Bank  o f  En g 

land, as before reci t ed ;—i t  is hereby fu r t h er  enacted and declared b y
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the aut hor i t y aforesaid, that  i t  is the t rue in tent  and m eaning o f  the 

said A ct  that  no other bank shall  be created, established, or  al lowed 

b y  Par l iam ent , and t hat  i t  shall  not  be law fu l  fo r  an y bod y pol i t ic or  

corporate w hatsoever  created or  t o be created, or  fo r  an y other  per 

sons w hatsoever  united or  t o be uni ted in covenants or  par tnership 

exceeding the num ber  o f  six persons in  that  par t  o f  Gr eat  Br i t ain  

cal led England, t o bor row , ow e, or  take up an y sum or  sums o f  m oney 

on thei r  bi l ls or  notes payable on dem and or  at  an y less t im e than 

six months f rom  the bor row in g t h ereof  dur ing the cont inuance o f  

such said pr ivi lege t o the said govern or  and com pany, w ho are 

h ereby declared t o be and rem ain a corporat ion  w i t h  the pr ivi lege o f  

exclusive bank ing, as before recited.* T o  our  m odem  ears these 

w ords seem t o mean m ore than t h ey did. T h e term  bank ing was 

then appl ied on ly t o the issue o f  notes and the tak ing up o f  m on ey on 

bi l ls on demand. O ur  present  system  o f  deposi t  bank ing, in w h ich  

no bi l ls or  prom issory notes are issued, w as not  then kn ow n  on a great  

scale, and was not  cal led banking. Bu t  i t s ef fect  w as ver y  im portant . 

I t  in  t im e gave the Ban k  o f  En glan d the m on opoly o f  the note issue 

o f  the M et ropol is. I t  had at  t hat  t im e no branches, and so i t  did not  

com pete fo r  the cou n t r y ci rculat ion . Bu t  in  the M et ropol is, w here 

i t  did com pete, i t  w as com plet ely victor ious. N o  com pany but  the 

Bank  o f  England could issue notes, and unincorporated individuals 

gradual ly gave w ay, and ceased t o do so. U p  to 1844 London  pr ivate 

bankers might have issued notes i f  t h ey pleased, but  almost  a hun 

dred years ago t h ey w ere forced  out  o f  the field. T h e Bank  o f  En g 

land has so lon g had a pract ical  m on opoly o f  the ci rculat ion , t hat  i t  is 

com m on ly bel ieved alw ays t o have had a legal  m onopoly.

A n d  the pract ical  effect  o f  the clause w en t  fu r t h er : i t  was bel ieved 

t o m ake the Ban k  o f  England the on ly join t  st ock  com pany that  

cou ld  receive deposits, as w el l  as the on ly com pany that  could issue 

notes. T h e gi f t  o f  ‘exclusive banking* t o the Bank  o f  England was 

read in i t s m ost  natural  m odem  sense: i t  was thought  t o proh ibi t  

any other  bank ing com pany f r om  car r yin g on our  present  system  

o f  banking. A f t er  join t  st ock  bank ing w as perm it ted in  the coun t r y, 

people began t o inquire w h y  i t  should not  exist  in  the M et ropol is 

too? A n d  then i t  w as seen t hat  the w ords I  have quoted on ly forbid  

the issue o f  negot iable inst rum ents, and not  t he receiving o f  m oney 

w hen no such inst rum ent  is given . U pon  this const ruct ion , the 

Lon don  and W estm inst er  Bank  and al l  our  older  join t  st ock  banks 

w ere founded. Bu t  t i l l  t h ey began, the Bank  o f  England had am ong 

com panies not  on ly the exclusive p r i vi lege o f  note issue, bu t  t hat  o f
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deposi t  bank ing too. I t  w as in  every  sense the on ly banking com pany 

in  London .

W i t h  so m any advantages over  al l  com pet i tors, i t  is qui te natural  

t hat  the Bank  o f  England  should have far  outst r ipped them  all . In 

evi t ab ly i t  becam e the bank in  Lon d on ; al l  the other  bankers grouped 

them selves round i t , and lodged thei r  reserve w i t h  i t . T h u s our  one- 
reserve system  o f  bank ing w as not  del iberately founded upon defini te 

reasons; i t  w as the gradual  consequence o f  m any singular  events, and 

o f  an accum ulat ion  o f  legal  pr ivi leges on a single bank  w h ich  has now  

been altered, and w h ich  no one w ou ld  n ow  defend.
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CH APTE R IV.

The Position of the Chancellor of the 
Exchequer in the Money Market.

N o t h i n g  can  be t ruer  in  t h eory than the econom ical  pr incip le that  

bank ing is a t rade and on ly a t rade, and noth ing can be m ore surely 

established b y  a larger  exper ience than t hat  a Govern m en t  w h ich  

in ter feres w i t h  an y t rade in jur ies that  t rade. T h e best  t h in g un 

den iably that  a Govern m en t  can  do w i t h  the M on ey M ark et  is to 

let  i t  take care o f  i t sel f.

Bu t  a Govern m en t  can on ly car r y  out  th is pr inciple un iversal ly 

i f  i t  observe one condi t ion : i t  m ust  keep its ow n  m oney. T h e Go v 

ernm ent  is necessar i ly at  t imes possessed o f  large sums in  cash. I t  is 

b y  far  the r ichest  corporat ion  in  the cou n t r y; i t s annual revenue pay 

able in m oney far  surpasses that  o f  an y other  bod y or  person. A n d  

i f  i t  begins t o deposi t  this immense incom e as i t  accrues at  any bank, 

at  once i t  becom es in terested in  the w el fare o f  that  bank. I t  cannot  

p ay the in terest  on its debt  i f  t hat  bank cannot  produce the publ ic 

deposits w hen  that  in terest  becom es due; i t  cannot  p ay i t s salaries, 

and d efray i t s m iscel laneous expenses, i f  t hat  bank fai l  at  any t ime. 

A  m odem  Governm en t  is l ike a ver y  r ich  m an w i t h  ver y  great  debts 

w h ich  he cannot  w el l  p ay; i t s cred i t  is necessary t o i ts prosper i t y, 

alm ost  t o  i t s existence, and i f  i t s banker  fai l  w hen  one o f  i t s debts 

becom es due i t s d i ff i cu l t y is intense.

A not her  banker, i t  w i l l  be said, m ay take up the Governm en t  ac

count . H e m ay advance, as is so oft en  done in other  bank fai lures, 

w h at  the Govern m en t  needs fo r  the m om ent  in  order  t o secure the 

Govern m en t  accoun t  in fu ture. Bu t  the im per fect ion  o f  this rem edy 

is that  i t  fai ls in  the ver y  w orst  case. In  a pan ic, and at  a general  

col lapse o f  cred i t , no such banker  w i l l  p robably be found. T h e old 

banker  w ho possesses the Governm en t  deposi t  cannot  r epay i t , and 

no banker  not  having that  deposi t  w i l l , at  a bad cr isis, be able t o find 

the 5,000,000/ . o r  6,000,000/ . w h ich  the quar ter  d ay o f  a Govern 

m ent  such as ours requires. I f  a f inance M inister , having ent rusted 

his m on ey t o a bank, begins t o act  st r ict ly, and say he w i l l  in al l  cases 

let  the M on ey M ark et  take care o f  i t sel f, the rep ly is that  in  one case 

the M on ey M ark et  w i l l  t ake care o f  him t oo, and he w i l l  be insolvent .

I n  the in fan cy o f  Bank ing i t  is p robab ly m uch bet ter  that  a Govern 
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m ent  should as a ru le keep i t s ow n  m oney. I f  there are not  Banks 

in  w h ich  i t  can place secure rel iance, i t  should not  seem t o r el y  upon 

them. St i l l  less should i t  gi ve pecu l iar  favou r  t o an y one, and b y  

ent rust ing i t  w i t h  the Governm en t  accoun t  secure t o i t  a m ischievous 

suprem acy above al l  other  banks. T h e sk i l l  o f  a f inancier  in  such an 

age is t o  equal ise the receip t  o f  taxat ion, and the out going o f  ex

pendi ture; i t  should be a pr incipal  care w i t h  h im  t o m ake sure t hat  

m ore should not  be locked up at  a par t icu lar  m om ent  in the Govern 

m ent  cof fers than is usual l y lock ed up there. I f  t he am ount  o f  dead 

capi tal  so bur ied in  t he T reasu r y does not  at  an y t im e m uch exceed 

the com m on average, t he evi l  so caused is inconsiderable: i t  is on ly 

the loss o f  in terest  on a cer tain  sum o f  m oney, w h ich  w ou ld  not  be 

m uch o f  a burden on the w hole nat ion; the addi t ional taxat ion i t  w ou ld  

cause w ou ld  be inconsiderable. Such  an evi l  is noth ing in com parison 

w i t h  t hat  o f  losing the m on ey necessary fo r  inevi table expence b y  

ent rust ing i t  t o a bad Bank , or  that  o f  recover in g this m on ey b y  

id en t i fying the nat ional cred i t  w i t h  the bad Bank  and so propping 

i t  up and perpetuat ing i t . So long as the secur i t y o f  the M on ey 

M ark et  is not  en t i rely t o be rel ied on, the Goverm en t  o f  a cou n t r y 

had m uch bet t er  leave i t  t o  i t sel f  and keep i t s ow n  m oney. I f  the 

banks are bad, t h ey w i l l  cer t ain ly cont inue bad and w i l l  p robably 

becom e w orse i f  the Govern m en t  sustains and encourages them. T h e 

cardinal  m axim  is, t hat  an y aid t o a present  bad Bank  is the surest  

m ode o f  preven t in g the establishment  o f  a fu t u re good Bank.

W h en  the t rade o f  Bank ing began t o be bet ter  understood, w hen  

the Bank ing system  w as t h orou gh ly secure, the Govern m en t  m ight  

begin  t o lend gradual ly; especial ly t o lend the unusual ly large sums 

w h ich  even under  the m ost  equable system  o f  finance w i l l  at  t imes 

accum ulate in  the publ ic exchequer .

U n d er  a natural  system  o f  bank ing i t  w ou ld  have every faci l i t y. 

W h ere there w ere m an y banks keeping thei r  ow n  reserve, and each 

m ost  anxious t o keep a sufficient  reserve, because i t s ow n  l i fe and 

cred i t  depended on  i t , the r i sk  o f  the Govern m en t  in  keeping a banker 

w ou ld  be reduced to a m inimum. I t  w ou ld  have the choice o f  m any 

bankers, and w ou ld  n ot  be rest r icted t o an y one.

I t s course w ou ld  be ver y  sim ple, and be analogous to that  o f  other  

publ ic bodies in  the cou n t r y. T h e M et ropol i t an  Board o f  W orks, 

w h ich  col lect s a great  revenue in  London , has an accoun t  at  the 

Lon don  and W estm inst er  Bank , fo r  w h ich  that  bank m akes a deposi t  

o f  Consols as a secur i t y. T h e Chan cel lor  o f  the Exchequer  w ou ld  

have no d i ff icu l t y in  get t ing such secu r i t y ei ther. I f , as is l ik ely, his
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accoun t  w ou ld  be t hought  to be larger  than an y single bank  ought  

t o be ent rusted w i t h , the publ ic deposits m ight  be divided between 

several . Each  w ou ld  give secur i t y, and the w hole publ ic m oney 

w ou ld  be safe. I f  at  an y t im e the f loat ing m on ey in  the hands o f  

Governm en t  w ere except ional ly large, he m igh t  require augm ented 

secu r i t y t o be lodged, and he m ight  obtain an interest . H e w ou ld 

be a lender  o f  such m agnitude and so m uch in fluence, that  he m ight  

com m and his ow n  term s. H e m ight  get  his account  kept  safe i f  

anyone could.

I f , on the other hand, the Chancel lor  o f  the Exchequ er  w ere a 

bor row er , as at  t imes he is, he w ou ld  have every faci l i t y  in  obtain ing 

w h at  he wanted. T h e cred i t  o f  the Engl ish  Govern m en t  is so good 

that  he cou ld bor row  bet t er  than anyone else in  the w or ld . H e wou ld 

have great er  faci l i t y, indeed, than n ow , for , except  w i t h  the leave 

o f  Par l iam ent , the Chancel lor  o f  d ie Exch equ er  cannot  bor row  by 

ou r  present  law s in  t he open m arket . H e can on ly bor row  from  the 

Bank  o f  En glan d on w h at  are cal led ‘def iciency bi l ls.’ I n  a natural 

system , he w ou ld  bor row  o f  an y one out  o f  m any com pet ing banks, 

select ing the one that  w ou ld  lend cheapest ; but  under our  present  

ar t i f icial  system , he is con fined t o a single bank, w h ich  can f i x i t s 

ow n  charge.

I f  con t rar y t o expectat ion  a col lapse occur red , the Governm en t  

m igh t  w i t h d raw , as the A m er ican  Govern m en t  act ual l y has w i t h 

draw n , i t s balance f rom  the bankers. I t  m igh t  give i t s aid, lend Ex 

chequer  bi l ls, o r  otherw ise pledge i t s cred i t  fo r  the m oment , but  when  

the exigen cy w as passed i t  m igh t  let  the offend ing banks suffer . T h ere 

w ou ld  be a penal t y fo r  t hei r  m isconduct . N ew  and bet ter  banks, 

w h o m igh t  take w arn in g f r om  that  m isconduct , w ou ld arise. A s in 

al l  natural  t rades, w hat  is old  and rot t en  w ou ld  per ish, w hat  is new  

and good w ou ld  replace i t . A n d  t i l l  t he n ew  banks had proved, b y  

good conduct , t hei r  fi t ness fo r  State con fidence, the State need not  

give i t . T h e Govern m en t  cou ld use it s favou r  as a boun t y on pru 

dence, and the w i t hdraw al  o f  that  favour  as a punishm ent  fo r  culpable 

fo l l y .

U n d er  a good system  o f  bank ing, a great  col lapse, except  fr om  

rebel l ion  or  invasion, w ou ld  probab ly not  happen. A  large num ber 

o f  banks, each feel ing that  t hei r  cred i t  w as at  stake in  keeping a good 

reserve, p robably w ou ld  keep one; i f  an y one^ l id  not , i t  w ou ld  be 

cr i t icised constan t ly, and w ou ld  soon lose i t s standing, and in  the end 

disappear. A n d  such banks w ou ld  m eet  an incipient  pan ic f r eely, 

and generously; t h ey w ou ld  advance out  o f  t hei r  reserve bold ly and
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l argely, fo r  each individual  bank w ou ld  fear  suspicion, and k n ow  that  

at  such per iods i t  m ust  ‘show  st rength,* i f  at  such t imes i t  w ishes t o 

be thought  t o have st rength. Such  a system  reduces t o a m inim um  the 

r i sk  that  is caused b y  the deposit . I f  the nat ional m on ey can safely be 

deposited in  banks in  any w ay, this is the w ay  t o m ake i t  safe.

Bu t  this system  is near ly the opposi te to t hat  w h ich  the law  and 

circum stances have created fo r  us in  England. T h e En gl ish  Govern 

m ent , far  f r om  keeping cash f rom  the m oney m arket  t i l l  the posi t ion 

o f  that  m arket  was reasonably secure, at  a ver y  ear ly m om ent , and 

w h i le cred i t  o f  al l  k inds w as m ost  insecure, fo r  i t s ow n  interests 

entered in to the M on ey M arket . I n  order  t o ef fect  loans bet ter , 

i t  gave the cust ody and p rofi t  o f  i t s ow n  m on ey (along w i t h  other  

pr ivi leges) t o  a single bank, and t herefore p ract ical l y and in  fact  i t  

is ident i fied w i t h  the Bank  o f  this hour. I t  cannot  let  the m oney 

m arket  take care o f  i t sel f because i t  has deposited m uch m on ey in  that  

m arket , and i t  cannot  p ay i t s w ay  i f  i t  loses that  m oney.

N o r  w ou ld  an y En gl ish  statesman propose t o ‘w in d  up’ the Bank  

o f  England. A  theor ist  m igh t  put  such a suggest ion on paper , bu t  no 

responsible governm en t  w ou ld  t h ink  o f  i t . A t  the w orst  cr isis and in 

the w orst  m isconduct  o f  t he Bank , no such plea has been t hought  o f : 

in 1825 w hen  i t s t i l l  w as em pt y, in  1837 w hen  i t  had t o ask aid f r om  

the Bank  o f  France, no such idea w as suggested. B y  i r resist ible t radi 

t ion  the Engl ish  Govern m en t  w as obl iged t o deposi t  i t s m on ey in 

the m on ey m arket  and t o deposi t  w i t h  th is par t icu lar  Bank.

A n d  this system  has plain and grave evi ls.

1 st . Because being created b y  state aid, i t  is m ore l i k ely than a 

natural  system  to requ i re state help.

2nd ly. Because, being a owe-reserve system , i t  reduces the spare 

cash o f  the M on ey M ark et  t o  a sm al ler am ount  than an y other  system , 

and so m akes that  m arket  m ore del icate. T h ere being a less hoard t o 

m eet  l iabi l i t ies, an y er ror  in the m anagem ent  o f  that  reserve has a 

propor t ionately greater  effect .

3rd ly. Because, our  one reserve is, b y  the necessi t y o f  i t s nature, 

gi ven  over  t o one board o f  d i rectors, and w e are t herefore dependent  

on the w isdom  o f  t hat  one on ly, and cannot , as in  m ost  t rades, st r ike 

an average o f  t he w isdom  and the fo l l y , the discret ion  and the in 

discret ion, o f  m any com pet i t ors.

Last l y. Because that  board o f  d i rectors is, l ike every  other  board, 

pressed on b y  it s shareholders t o m ake a h igh  dividend, and t herefore 

to keep a small  reserve, whereas the publ i c in terest  im perat ively re

quires t hat  t h ey shal l  keep a large one.
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T hese fou r  evi ls w ere inseparable f r om  the system , bu t  there is 

besides an addi t ional  and accidental  evi l . T h e En gl ish  Govern m en t  

not  on ly created this singular  system , bu t  i t  proceeded t o im pair  i t , 

and demoral ise al l  the publ i c opin ion respect ing i t . Fo r  m ore than a 

cen t u r y af t er  i t s creat ion  (notw i t hstanding occasional  er rors) the 

Bank  o f  England, in the main, acted w i t h  judgm ent  and w i t h  caut ion. 

I t s business w as but  sm all  as w e should n ow  reckon , but  fo r  the most  

par t  i t  conducted t hat  business w i t h  prudence and discret ion. In  

1696, i t  had been in volved in the m ost  ser ious di fficul t ies, and had 

been obl iged t o refuse to pay som e o f  it s notes. Fo r  a lon g per iod i t  

w as in wholesom e dread o f  publ ic opin ion, and the necessi t y o f  retain 

i ng publ i c con fidence made i t  caut ious. Bu t  the Engl ish  Governm ent  

rem oved t hat  necessi t y. I n  1797, M r . Pi t t  feared that  he m igh t  not  

be able t o obtain sufficient  species fo r  foreign  paym ents, in  conse

quence o f  the low  state o f  t he Bank  reserve, and he t herefore required 

t he Ban k  not  t o pay in  cash. H e rem oved the preservat ive appre

hension w h ich  is the best  secu r i t y o f  al l  Banks.

Fo r  this reason the per iod under w h ich  the Bank  o f  England did 

n ot  p ay gold fo r  i t s notes—the per iod f r om  1797 t o 1819 —is alw ays 

cal led the per iod o f  the Bank  restriction. A s the Bank  dur ing that  

per iod did not  per form , and was not  com pel led b y  law  t o per form , 

it s con t ract  o f  payin g it s notes in cash, i t  m igh t  apparen t l y have been 

w el l  cal led the per iod o f  Ban k  l icense. Bu t  the w ord  ‘rest r ict ion ’ 

w as qui te r igh t , and w as the on ly proper  w or d  as a descr ipt ion o f  

the p ol i cy o f  1797. M r . Pi t t  did n ot  say t hat  t he Bank  o f  England 

need n ot  p ay it s notes in specie; he ‘rest r ict ed ’ t hem  fr om  doing 50; 

he said that  t h ey must  not .

In  consequence, f r om  1797 t o 1844 (w h en  a n ew  era begins) , there 

never  w as a proper  caut ion on  the par t  o f  the Bank  di rectors. A t  

hear t  t h ey considered that  the Bank  o f  England had a k ind o f  charm ed 

l i fe, and t hat  i t  w as above the ord inary bank ing anxiet y t o  p ay its 

w ay. A n d  th is feel ing w as ver y  natural . A  bank o f  issue, w h ich  

need not  p ay i t s notes in cash, has a charm ed l i fe; i t  can lend w hat  

i t  w ishes, and issue w hat  i t  l ikes, w i t h  no fear  o f  harm  to i t sel f, and 

w i t h  no substant ial  ch eck  but  i t s ow n  incl inat ion. Fo r  near ly a 

quar ter  o f  a cen t u r y, the Bank  o f  England was such a bank, fo r  al l  

t hat  t im e i t  could not  be in  any danger . A n d  natural ly the publ ic 

m ind w as dem oral ised also. Since 1797, the publ ic have alw ays ex

pected the Govern m en t  t o help the Bank  i f  necessary. I  cannot  fu l l y  

discuss the suspensions o f  the A ct  o f  1844 in  1847, 1857, and 1866; 

but  ind isputably one o f  t hei r  effect s is t o m ake people th ink  that
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Govern m en t  w i l l  alw ays help the Bank  i f  the Bank  is in  ext rem it y. 

A n d  this is the sor t  o f  ant icipat ion w h ich  tends t o ju st i f y i t sel f, and 

to cause w hat  i t  expects.

O n the whole, t herefore, t he posit ion o f  the Chancel lor  o f  the Ex 

chequer  in  our  M on ey M ark et  is t hat  o f  one w h o deposits largely 

in  i t , w ho created i t , and w ho dem oral ised i t . H e cannot , t herefore, 

banish i t  f rom  his thoughts, or  decl ine responsibi l i t y fo r  i t . H e must  

ar range his finances so as not  t o  in t en si fy panics, but  t o m it igate them. 

H e m ust  aid the Bank  o f  En glan d in the discharge o f  i t s dut ies; he 

m ust  not  im pede or  prevent  i t .

H is aid m ay be m ost  efficient . H e is, on finance, the natural  ex

ponent  o f  the publ ic opin ion o f  England. A n d  i t  is b y  t hat  opin ion 

that  w e w ish  the Ban k  o f  En glan d t o be guided. U n d er  a natural  sys

tem  o f  bank ing w e should have rel ied on sel f-in terest , but  t he State 

prevented t hat ; w e n ow  r el y  on opin ion instead; the publ ic approval  

is a rew ard , i t s disapproval  a severe penal t y, on the Ban k  d i rectors; 

and o f  these i t  is m ost  im por tan t  that  the finance m in ister should be 

a sound and fel ici t ous exponent .
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CH APTE R V.

The Mode in Which the Value of Money Is 
Settled in Lombard Street.

M a n y  pe r so n s bel ieve t hat  t he Bank  o f  En glan d has some pecul iar  

pow er  o f  f ixing the value o f  m oney. T h ey  see that  the Bank  o f  

England var ies i t s m inim um  rate o f  discount  f rom  t im e t o t im e, and 

that , m ore o r  less, al l  ot her  banks fo l low  its lead, and charge m uch 

as i t  charges; and t h ey are puzzled w h y  this should be. ‘M on ey,’ as 

econom ists teach, *is a com m odi t y, and on ly a com m odi t y;’ w h y  then, 

i t  is asked, is i t s value f ixed in  so odd a w ay, and not  the w ay in 

w h ich  the value o f  al l  ot her  com m odit ies is fixed?

T h er e is at  bot tom , h ow ever , no d i ff i cu l t y in  the mat ter. T h e 

value o f  m on ey is set t led, l ike t hat  o f  al l  ot her  com m odit ies, b y  

su pp ly and dem and, and on ly the form  is essent ial ly di fferen t . In 

other  com m odit ies al l  t he large dealers f i x t hei r  ow n  pr ice; t h ey t r y  

t o  underbid one another, and that  keeps dow n  the pr i ce; t h ey t r y  

t o get  as m uch as t h ey can out  o f  t he buyer , and that  keeps up the pr ice. 

Betw een  the t w o w h at  A dam  Sm ith  cal ls the h iggl ing o f  the m arket  

set t les i t . A n d  this is the m ost  sim ple and natural  mode o f  doing 

business, but  i t  is n ot  t he on ly mode. I f  ci rcum stances m ake i t  con 

ven ien t  another  m ay be adopted. A  single large holder—especial ly 

i f  he be b y  far  the greatest  holder—m ay fix his pr ice, and other  dealers 

m ay say w het her  or  not  t h ey w i l l  undersel l  him, or  whether  or  not  

t h ey w i l l  ask m ore than he does. A  ver y  considerable holder o f  an 

ar t icle m ay, fo r  a t im e, vi t al l y  af fect  i t s value i f  he lay dow n  the 

m inimum pr ice w h ich  he w i l l  take, and obst inately adhere to it . T h is 

is the w ay  in  w h ich  the value o f  m oney in  Lom bard St reet  is set t led. 

T h e Bank  o f  England used t o be a predom inant , and is st i l l  a most  

im por tant , dealer  in  m oney. I t  l ays dow n  the least  p r ice at  w h ich  

alone i t  w i l l  dispose o f  i t s st ock , and this, fo r  the m ost  par t , enables 

other  dealers t o obtain that  pr ice, or  som eth ing near it .

T h e reason is obvious. A t  al l  ord in ary m oments there is not  m oney 

enough in  Lom bard  St reet  t o  discount  al l  the bi l ls in Lom bard St reet  

w i t hout  t ak ing som e m on ey f rom  the Bank  o f  England. A s soon 

as the Bank  rate is fixed, a great  m any persons w ho have bi l ls t o dis

coun t  t r y  h ow  m uch cheaper  than the Bank  t hey can get  these bi l ls 

discounted. Bu t  t h ey seldom  can get  them  discounted ver y m uch
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cheaper , fo r  i f  t h ey did everyone w ou ld  leave the Bank , and the outer  

m arket  w ou ld  have m ore bi l ls than i t  cou ld bear.

I n  pract ice, w hen  the Bank  finds this process beginn ing, and sees 

t hat  i t s business, is m uch dim inishing, i t  l ow ers the rate, so as t o 

secure a reasonable por t ion  o f  t he business t o i t sel f, and t o keep a fai r  

par t  o f  i t s deposits em ployed. A t  D ut ch  auct ions an upset  o r  maxi
mum p r ice used t o be f ixed b y  the sel ler , and he cam e dow n  in  his 

bidd ing t i l l  he found a buyer . T h e value o f  m oney is f ixed in  Lom bard 

St reet  in  m uch the same w ay, on ly that  the upset  pr ice is not  that  

o f  al l  sel lers, but  t hat  o f  one ver y  im por tant  sel ler , som e par t  o f  w hose 

supp ly is essent ial.

T h e not ion t hat  the Bank  o f  England has a con t rol  over  the M on ey 

M arket , and can f i x the rate o f  d iscount  as i t  l ikes, has survived fr om  

the old days before 1844, w hen  the Bank  cou ld issue as m an y notes 

as i t  l iked. Bu t  even  then the not ion w as a m istake. A  bank w i t h  a 

m on opoly o f  note issue has great  sudden pow er  in  the M on ey M arket , 

bu t  no perm anent  pow er : i t  can  affect  the rate o f  discount  at  an y 

par t icu lar  m om ent , but  i t  cannot  affect  the average rate. A n d  the 

reason is, t hat  an y m om entary fal l  in  m oney, caused b y  the capr ice 

o f  such a bank, o f  i t sel f tends t o create an immediate and equal rise, 

so t hat  upon an average the value is not  al tered.

W h at  happens is this. I f  a bank w i t h  a m on opoly o f  note issue 

sudden ly lends (suppose) 2,000,000/ . m ore than usual, i t  causes a p ro 

por t ionate increase o f  t rade and increase o f  pr ices. T h e persons t o 

w hom  t hat  2,000,000/ . w as lent , did not  bor row  i t  t o lock  i t  up; t h ey 

bor row  i t , in  the language o f  the m arket , t o  ‘operate w i t h ’—that  is, 

t h ey t r y  t o b u y w i t h  i t ; and that  n ew  at tem pt  t o  b u y—that  n ew  de

mand raises pr ices. A n d  this r ise o f  pr ices has th ree consequences. 

Fi rst . I t  makes everyb od y else w an t  t o bor row  m oney. M on ey is 

not  so efficient  in bu yin g as i t  was, and t herefore operators require 

m ore m on ey fo r  t he same dealings. I f  r ai lw ay st ock  is 10 per  cen t  

dearer  this year  than last , a speculator  w h o borrow s m on ey t o enable 

h im  to deal must  bor row  10 per  cen t  m ore this year  than last , and 

in consequence there is an augm ented demand fo r  loans. Secondly. 

T h is is an effectual demand, fo r  the increased p r ice o f  r ai lw ay stock  

enables those w h o w ish  i t  t o bor row  m ore upon i t . T h e com m on 

p ract ice is t o lend a cer tain  por t ion  o f  t he m arket  value o f  such secu 

r i t ies, and i f  t hat  value increases, the am ount  o f  the usual loan t o be 

obtained on them  increases too. I n  this w ay, t herefore, an y ar t i f icial  

reduct ion in  the value o f  m on ey causes a n ew  augm entat ion o f  the 

demand fo r  m oney, and thus restores that  value to i t s natural  level .
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I n  al l  business this is w el l  kn ow n  b y  exper ience: a st im ulated m arket  

soon becom es a t igh t  m arket , fo r  so sanguine are enterpr ising men, 

t hat  as soon as t h ey get  an y unusual ease t h ey alw ays fan cy that  the 

relaxat ion  is great er  than i t  is, and speculate t i l l  t h ey w an t  m ore than 

t h ey can obtain.

I n  these t w o w ays sudden loans b y  an issuer o f  notes, t hough  t h ey 

m ay t em porar i ly low er  the value o f  m on ey, do not  low er  i t  perm a

nen t ly, because t h ey generate thei r  ow n  counteract ion . A n d  this 

t h ey do w het h er  the notes issued are con ver t ible in t o coin  or  not . 

D ur in g the per iod o f  Bank  rest r ict ion , f r om  1797 t o 1819 , the Bank 

o f  England cou ld not  absolu tely con t rol  t he M on ey M arket , any 

m ore than i t  cou ld  af t er  1819 , w hen  i t  w as com pel led t o p ay i t s notes 

in coin. Bu t  in the case o f  conver t ible notes there is a third effect , 

w h ich  w orks in t he same d i rect ion , and w ork s m ore qu ick ly. A  r ise 

o f  pr ices, con fined t o one cou n t r y, t ends t o increase im ports, because 

other  count r ies can obtain  m ore fo r  t hei r  goods i f  t h ey send them 

there, and i t  d iscourages expor t s, because a m erchant  w ho w ould 

have gained a p rofi t  before the r ise b y  bu yin g here t o sel l  again w i l l  

not  gain so m uch, i f  an y, profi t  aft er  t hat  r ise. B y  this augm entat ion 

o f  im por ts the indebtedness o f  this cou n t r y is augm ented, and b y  

this dim inut ion o f  expor t s the propor t ion  o f  that  indebtedness w h ich  

is paid in  the usual w ay  is decreased also. In  consequence, there is 

a larger  balance t o be paid in  bul l ion ; the store in  the bank or  banks 

keeping the reserve is dim inished, and the rate o f  in terest  must  be 

raised b y  them  t o st ay the efflux. A n d  the t ightness so produced 

is oft en  great er  than, and alw ays equal t o, the preceding unnatural 

laxi t y.

T h er e is, t herefore, no ground fo r  bel ieving, as is so com m on, that  

the value o f  m on ey is set t led b y  d i fferen t  causes than those w h ich  

af fect  t he value o f  other  com m odit ies, o r  t hat  the Bank  o f  England 

has an y despot ism  in  that  m at ter . I t  has the pow er  o f  a large holder 

o f  m oney, and no m ore. Even  form er ly, w hen  its m on etary pow ers 

w ere great er  and i t s r ivals w eaker , i t  had no absolute con t rol . I t  was 

sim p ly a large corporat e dealer , m ak ing bids and m uch in fluencing 

—though  in  no sense com pel l ing—other  dealers t hereby.

Bu t  t hough the value o f  m oney is not  set t led in an except ional  w ay, 

t here is nevertheless a pecu l iar i t y about  i t , as there is about  m any 

art icles. I t  is a com m odi t y subject  t o great  fluctuat ions o f  value, 

and those fluctuat ions are easi ly produced b y  a sl igh t  excess or  a 

sl igh t  def icien cy o f  quant i t y. U p  t o a cer tain  poin t  m on ey is a 

necessi t y. I f  a m erchan t  has acceptances t o m eet  t o-m or row , m on ey
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MONEY IS SETTLED IN LOMBARD STREET.

he m ust  and w i l l  f ind t oday at  som e p r i ce o r  other . A n d  i t  is th is 

u rgen t  need o f  the w hole bod y o f  m erchants w h ich  runs up the value 

o f  m on ey so w i l d l y  and t o such a heigh t  in a great  panic. O n the 

other  hand, m on ey easi ly becom es a ‘d rug,’ as t he phrase is, and there 

is soon t oo m uch o f  i t . T h e num ber o f  accepted secur i t ies is l im i ted, 

and cannot  be rap id ly increased; i f  t he am ount  o f  m oney seek ing 

these accepted secur i t ies is m ore than can be len t  on them  the value 

o f  m on ey soon goes down. You  m ay oft en  hear in  the m arket  that  

bi l ls are n ot  t o  be had,—m eaning good bi l ls o f  course,—and w hen  you  

hear this you  m ay be sure that  the value o f  m on ey is ver y  low .

I f  m oney w ere al l  held b y  the owners o f  i t , or  b y  banks w h ich  did 

not  pay an in terest  fo r  i t , t he value o f  m on ey m igh t  not  fal l  so fast . 

M on ey w ou ld , in  the m arket  phrase, be ‘w el l  held.’ T h e possessors 

w ou ld  be under no necessi t y t o em ploy i t  al l ; t hey m igh t  em ploy 

par t  at  a h igh  rate rather  than al l  at  a low  rate. Bu t  in  Lom bard 

St reet  m on ey is ver y  largely held b y  those w ho do pay an interest  

fo r  i t , and such persons must  em ploy i t  al l , or  alm ost  al l , fo r  t h ey have 

m uch t o pay out  w i t h  one hand, and unless t h ey receive m uch w i t h  

the other  t h ey w i l l  be ruined. Such  persons do not  so m uch care 

w hat  is the rate o f  in terest  at  w h ich  t h ey em ploy thei r  m on ey: t h ey 

can  reduce the in terest  t h ey pay in  propor t ion  t o that  w h ich  t h ey 

can  m ake. T h e vi t al  points to them  is to em ploy i t  at  some rate. I f  

you  hold (as in  Lom bard St reet  some persons do) m il l ions o f  ot her  

people's m on ey at  in terest , ar i thm et ic teaches that  you  w i l l  soon be 

ru ined i f  you  m ake noth ing o f  i t  even i f  the in terest  you  p ay is not  

high.

T h e fluctuat ions in  the value o f  m oney are t herefore greater  than 

those on the value o f  m ost  other  com m odit ies. A t  t imes there is an 

excessive pressure to bor row  i t , and at  t imes an excessive pressure t o 

lend i t , and so the p r i ce is forced up and down.

T hese considerat ions enable us to est imate the responsibi l i t y w h ich  is 

t h row n  on the Bank  o f  England b y  our  system , and b y  every  system  

on the bank or  banks w h o b y  i t  keep the reserve o f  bul l ion or  o f  

legal  tender  exchangeable fo r  bul l ion. T h ese banks can in no degree 

con t rol  the perm anent  value o f  m oney, but  t h ey can  com plet ely con 

t rol  i t s m om entary value. T h ey  cannot  change the average value, 

but  t h ey can  determ ine the deviat ions f rom  the average. I f  the 

dom inant  banks m anage i l l , the rate o f  in terest  w i l l  at  one t im e be 

excessively h igh, and at  another t im e excessively low : there w i l l  be 

fi rst  a pern icious exci tem ent , and next  a fatal  col lapse. Bu t  i f  t h ey 

m anage w el l , the rate o f  in terest  w i l l  not  deviate so m uch f rom  the
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average rat e; i t  w i l l  nei ther  ascend so h igh  n or  descend so low . A s 

far  as anyt h in g can  be steady t he value o f  m on ey w i l l  t hen be steady, 

and p robably in  consequence t rade w i l l  be st eady too—at  least  a 

pr incipal  cause o f  per iod ical  disturbance w i l l  have been w i t h draw n  

fr om  i t .

6o
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CH APTE R VI.

Why Lombard Street Is Often Vzry Dully 
and Sometimes Extremely Excited.

A n y  su d d en  event  w h ich  creates a great  demand fo r  actual  cash m ay 

cause, and w i l l  t end to cause, a panic in  a cou n t r y w h ere cash is m uch 

econom ised, and w here debts payable on demand are large. I n  such 

a cou n t r y an immense cred i t  rests on a small  cash reserve, and an 

unexpected and large dim inut ion o f  t hat  reserve m ay easi ly break  

up and shat ter  ver y  m uch, i f  n ot  the w h ole, o f  t hat  credi t . Such  

accidental  events are o f  t he m ost  var ious nature: a bad harvest , an 

apprehension o f  foreign  invasion, the sudden fai lure o f  a great  f i rm  

w h ich  everybod y t rusted, and m any other  sim i lar  events, have al l  

caused a sudden demand fo r  cash. A n d  som e w r i t er s have en 

deavoured t o classi fy panics accord ing t o the nature o f  the par t icu lar  

accidents p roducing them . Bu t  l i t t le, how ever , is, I  bel ieve, t o be 

gained b y  such classificat ions. T h er e is l i t t le d i fference in  the effect  

o f  one accident  and another upon ou r  cred i t  system . W e m ust  be 

prepared fo r  al l  o f  them , and w e m ust  prepare fo r  al l  o f  them  in  the 

same w ay—b y  keeping a large cash reserve.

Bu t  i t  is o f  great  im por tance to poin t  out  that  ou r  indust r ial  or 

ganisat ion is l iable not  on ly t o  i r regu lar  external  accidents, but  l ike

w ise to r egu lar  in ternal  changes; that  these changes m ake our  cred i t  

system  m uch m ore del icate at  some t imes than at  others; and that  i t  

is the recur rence o f  these per iodical  seasons o f  d el icacy w h ich  has 

given  r ise to the not ion that  panics com e accord ing t o a f ixed rule,— 

that  every ten years or  so w e m ust  have one o f  them .

M ost  persons w h o begin  to th ink  o f  t he subject  are puzzled on the 

threshold. T h ey  hear m uch o f  ‘good t im es’ and ‘bad t imes,* m ean 

ing b y  ‘good ’ t imes in  w h ich  near ly everyon e is ver y  w el l  o f f , and 

b y ‘bad’ t imes in w h ich  n ear ly everyone is com parat i vely i l l  off . 

A n d at  f i r st  i t  is natural  t o ask w h y  should everyb od y, o r  almost  

everybod y, be w el l  o f f  t ogether? W h y  should there be an y great  

t ides o f  indust ry, w i t h  large di ffused p rof i t  b y  w ay  o f  f low , and 

large di ffused w an t  o f  profi t , or  loss, b y  w ay  o f  ebb? T h e main 

answer  is h ard ly given  d ist inct ly in our  com m on books o f  pol i t ical  

econom y. T hese books do not  t el l  you  w hat  is the fund ou t  o f  

w h ich  large general  profi t s are paid in good t imes, n or  do t h ey ex
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6i WHY LOMBARD STREET IS OFTEN DULL,

plain w h y  that  fund is not  avai lable fo r  the same purpose in bad t imes.

O ur  cur ren t  pol i t ical  econom y does n ot  su ff icien t l y take accoun t  

o f  time as an elem ent  in  t rade operat ions; but  as soon as the division o f  

labour  has once established i t sel f in  a com m un i t y, t w o pr inciples at  

once begin  t o be im por tant , o f  w h ich  t im e is the ver y essence. Th ese 

are—

First . T h at  as goods are produced t o be exchanged, i t  is good that  

t h ey should be exchanged as qu ick ly as possible.

Secon d ly. T h at  as ever y producer  is m ain ly occupied in  producing 

w h at  others w an t , and not  w h at  he wan t s h im self, i t  is desirable that  

he should alw ays be able t o find, w i t hout  effor t , w i t hou t  delay, and 

w i t h ou t  uncer t ain t y, others w h o w an t  w h at  he can  produce.

In  them selves these pr inciples are sel f-eviden t . Everyon e w i l l  

adm it  i t  t o be expedient  that  al l  goods w an t in g to be sold should be 

sold as soon as t h ey are read y; that  every man w h o wants t o w or k  

should find em ploym ent  as soon as he is r eady fo r  i t . O bviously also, 

as soon as the ‘division o f  labour ’ is r eal l y established, t here is a d i f 

f i cu l t y  about  both o f  these pr inciples. A  produces w hat  he thinks B 

wants, but  i t  m ay be a m istake, and B m ay not  w an t  i t . A  m ay be 

able and w i l l i n g t o produce w hat  B wants, but  he m ay not  be able t o 

f ind B—he m ay n ot  k n ow  o f  his existence.

T h e general  t ru th  o f  these pr inciples is obvious, but  w h at  is not  

obvious is the ext rem e greatness o f  t hei r  effect s. T ak en  together , 

t h ey m ake the w hole d i fference between t imes o f  br isk  t rade and great  

prosper i t y, and t imes o f  stagnant  t rade and great  adversi t y, so far  as 

that  p rosper i t y and that  adversi t y are real  and not  i l l usory. I f  t hey 

are sat isfied, everyon e know s w hom  to w or k  for , and w hat  t o make, 

and he can get  im m ediately in  exchange w h at  he wants h im self. T h er e 

is no id le labour  and no sluggish capi tal  in  t he w hole com m un i t y, and, 

in consequence, al l  w h ich  can  be produced is produced, the effect i ve

ness o f  human indust ry is augm ented, and both  k inds o f  producers— 

both  capi tal ist s and labourers—are m uch r i ch er  than usual, because the 

am ount  to be divided between them is also m uch greater  than usual.

A n d  there is a par tnersh ip in indust r ies. N o  single large indust ry 

can  be depressed w i t hout  in ju r y to other  indust r ies; st i l l  less can an y 

great  group o f  indust r ies. Each  in dust ry w hen  prosperous buys and 

consum es the produce p robably o f  most  (ccr t ain lv o f  ver y m any) 

other  indust r ies, and i f  in dust ry A  fai l  and is in d i ff icu l t y, indust r ies 

B, and C, and D , w h ich  used t o sel l  to i t , w i l l  not  be able to sel l  that  

w h ich  t h ey had produced in  rel iance on A ’s demand, and in fu ture 

t h ey w i l l  stand id le t i l l  in dust ry A  recovers, because in  defaul t  o f  A
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AND SOMETIMES EXCITED.

t here w i l l  be no one t o b u y the com m odit ies w h ich  t h ey create. T h en  

as indust ry B buys o f  C, D , &c., the adversi t y o f  B tel ls on C, D , &c., 

and as these b u y o f  E, F, &c., the ef fect  is propagated t h rough  the 

w hole alphabet . A n d  in  a cer tain  sense i t  rebounds. Z  feels the w an t  

caused b y  the dim inished custom  o f  A , B, & C, and so i t  does not  

earn so m uch; in  consequence, i t  cannot  l ay ou t  as m uch on  the 

produce o f  A , B, & C, and so these do n ot  earn as m uch  ei ther. In  

al l  this m on ey is but  an inst rum ent . T h e same th in g w ou ld  happen 

equal l y w el l  in a t rade o f  bar ter , i f  a state o f  bar t er  on a v er y  large 

scale w er e n ot  p ract ical ly im possible, on account  o f  t he t im e and 

t rouble w h ich  i t  w ou ld  necessar i ly require. A s has been explained, 

the fundam ental  cause is that  under a system  in  w h ich  everyon e is 

dependent  on the labour  o f  everyone else, the loss o f  one spreads and 

m ult ipl ies t h rough al l , and spreads and m ult ipl ies the faster  the h igher  

the previous per fect ion  o f  the system  o f  d ivided labour , and the m ore 

n ice and effectual  t he m ode o f  in terchange. A n d  the ent i re ef fect  o f  

a depression in any single large t rade requires a considerable time 

before i t  can  be produced. I t  has t o be propagated, and t o be returned 

th rough  a var iet y o f  indust r ies, before i t  is com plete. Shor t  depres

sions, in consequence, have scarcely an y discern ible consequences; 

t h ey are over  before w e th ink  o f  t hei r  effects. I t  is on ly in  the case o f  

cont inuous and considerable depressions that  the cause is in  act ion  long 

enough t o produce discern ible effect s.

T h e m ost  com m on, and b y  far  the m ost  im por tant , case w here 

the depression in  one t rade causes depression in  al l  others, is t hat  o f  

depressed agr icu l tu re. W h en  the agr icu l t u re o f  the w or ld  is i l l  o f f , 

food  is dear. A n d  as the am ount  o f  absolute necessaries w h ich  a 

people consum es cannot  be m uch  dim inished, the addi t ional am ount  

w h ich  has to be spent  on them  is so m uch subt racted fr om  w hat  used 

t o be spent  on other  things. A l l  the indust r ies, A , B, C, D , up t o Z, 

are som ewhat  affect ed b y  an augm entat ion in  the p r ice o f  com , and 

the m ost  affected are the large ones, w h ich  produce the object s in 

ord in ary t imes most  consum ed b y the w ork in g classes. T h e clot h ing 

t rades feel  the di fference at  once, and in  t his cou n t r y the l iquor  t rade 

(a great  source o f  Engl ish  revenue) feels i t  alm ost  equal l y soon. Espe

cial l y w hen  fo r  t w o or  t hree years harvests have been bad, and corn  

has lon g been dear, every indust ry is im pover ished, and alm ost  every  

one, b y  becom ing poorer , makes every other  poorer  too. A l l  t rades 

are slack  f rom  dim inished custom , and the consequence is a vast  

stagnant  capi tal , m uch id le labour, and a gr eat l y retarded product ion .

I t  takes t w o  or  t hree years to produce this fu l l  calam i t y, and the
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d4 WHY LOMBARD STREET IS OFTEN DULL,

r ecover y f r om  i t  t akes t w o or  t hree years also. I f  corn  should lon g 

be cheap, the labour ing classes have m uch t o spend on w hat  t h ey l ike 

besides. T h e producers o f  those th ings becom e prosperous, and have 

a greater  purchasing pow er . T h ey  exercise i t , and that  creates in 

the class t h ey deal w i t h  another purchasing pow er , and so al l  t h rough 

societ y. T h e w hole m achine o f  i ndust ry is st im ulated to i t s maximum 

o f  energy, just  as before m uch o f  i t  w as slackened alm ost  t o  its 

m inimum.

A  great  calam i t y t o an y great  indust ry w i l l  t end t o produce the 

same effect , but  t he for t unes o f  t he indust r ies on w h ich  the w ages o f  

labour  are expended are m uch m ore im por tant  than those o f  al l  others, 

because t h ey act  m uch m ore qu ick ly upon a larger  mass o f  purchasers. 

O n pr incip le, i f  t here w as a per fect  division o f  labour, every  indust ry 

w ou ld  have t o be p er fect l y  prosperous in  order  that  an y one m ight  be 

so. So far , t herefore, f rom  i t s being at  al l  natural  that  t rade should 

develop constan t ly, steadi ly, and equably, i t  is plain, w i t hout  going 

far t her , f rom  t h eory as w el l  as f r om  exper ience, that  there are inevi ta

b l y  per iods o f  rapid di latat ion, and as in evi t ab ly per iods o f  con t rac

t ion  and o f  stagnat ion.

N o r  is th is t he on l y changeable elem ent  in  m odem  indust r ial  

societ ies. Cred i t —the disposit ion o f  one man t o t rust  another—is 

sin gu lar ly var yin g. In  England, aft er  a great  calam i t y, everybod y is 

suspicious o f  everybod y; as soon as t hat  calam i t y is forgot t en , every 

b od y again  con fides in  everybod y. O n the Cont inent  there has been 

a st i f f  con t roversy as t o whet her  cred i t  should or  should not  be cal led 

‘cap i t al :’ in  En glan d, even the l i t t le at tent ion once paid t o abst ract  

econom ics is n ow  diver ted, and no one cares in the least  fo r  refined 

quest ions o f  th is k ind: the m ater ial  pract ical  poin t  is that , in M . 

Cheval ier ’s language, cred i t  is ‘addi t ive,’ or  addi t ional—that  is, in t imes 

w hen  cred i t  is good product i ve pow er  is m ore efficient , and in  t imes 

w hen  cred i t  is bad product i ve pow er  is less efficient . A n d  the state 

o f  cred i t  is t hus influent ial , because o f  the t w o pr inciples w h ich  have 

just  been explained. I n  a good state o f  cred i t , goods l ie on hand a 

m uch less t im e than w hen  cred i t  is bad; sales are qu icker ; in term ediate 

dealers bor row  easi ly t o  augm ent  t hei r  t rade, and so m ore and m ore 

goods are m ore qu ick ly and m ore easi ly t ransm it ted f r om  the pro 

ducer  t o t he consum er.

T h ese t w o var iable causes are causes o f  real  prosper i t y. T h ey  

augm ent  t rade and product ion , and so are p lain ly beneficial , except  

w here b y  m istake the w ron g th ings are produced, or  w here also b y  

m istake m isplaced cred i t  is given , and a man w h o cannot  produce any 
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AND SOMETIMES EXCITED. *5

t h ing w h ich  is wan ted gets the produce o f  other  people’s labour  upon 

a false idea t hat  he w i l l  produce i t . Bu t  t here is another var iable cause 

w h ich  produces far  m ore o f  apparent  than o f  real  p rosper i t y and o f  

w h ich  the ef fect  is in  actual  l i fe m ost l y con fused w i t h  those o f  the 

others.

In  our  com m on speculat ions w e do not  enough rem em ber that  

in terest  on m oney is a refined idea, and not  a un iversal  one. So far  

indeed is i t  f r om  being universal , that  the m ajor i t y o f  saving persons 

in  m ost  count r ies w ou ld  r eject  i t . M ost  savings in  m ost  count r ies 

are held in  hoarded specie. I n  Asia, in  A fr i ca, in  Sout h  Am er ica, 

largely even in  Europe, t h ey are thus held, and i t  w ou ld  fr igh t en  

most  o f  the owners t o let  them  out  o f  t hei r  keeping. A n  Engl ishm an 

—a m odem  Engl ishm an at  least—assumes as a f i r st  pr incip le that  he 

ought  to be able t o ‘pu t  his m on ey in to som eth ing safe t hat  w i l l  yield  

5 per  cen t ;’ but  m ost  saving persons in  m ost  count r ies are afraid to 

‘put  t hei r  m oney’ in to anyth ing. N ot h in g is safe t o thei r  m inds; in 

deed, in  m ost  count r ies, ow in g t o a bad Governm en t  and a backw ard 

indust ry, no investm ent , or  h ard ly any, r eal l y is safe. In  m ost  coun 

t r ies m ost  m en are con ten t  t o  forego in terest ; but  in  m ore advanced 

count r ies, at  some t imes there are m ore savings seek ing investm ent  than 

there are know n  investm ents fo r ; at  other  t imes there is no such super 

abundance. L or d  M acau lay has graph ical ly descr ibed one o f  the 

per iods o f  excess. H e says—‘D ur in g the in terval  between the Restora

t ion and the Revolu t ion  the r iches o f  the nat ion had been rap id ly in 

creasing. Thousands o f  busy men found ever y Chr istm as that , aft er  

the expenses o f  the year ’s housekeeping had been defrayed out  o f  the 

year ’s incom e, a surplus rem ained; and h ow  that  surplus w as t o be 

em ployed was a quest ion o f  some d i ff icu l t y. I n  our  t im e, t o  invest  

such a surplus, at  som ething m ore than three per  cen t , on the best  

secur i t y that  has ever  been know n  in t he w or ld , is the w or k  o f  a few  

minutes. Bu t  in  the seventeenth cen t u r y, a law yer , a physician, a 

ret i red m erchant , w h o had saved some thousands, and w ho w ished 

to p lacc them  safely and p rofi t ab ly, w as oft en  great l y embarrassed. 

T h r ee generat ions ear l ier , a man w h o had accum ulated w eal t h  in  a 

profession gen eral l y purchased real  p roper t y, or  lent  his savings on 

m or tgage. Bu t  the num ber o f  acres in  the k ingdom  had rem ained 

the same; and the value o f  those acres, though i t  had great l y increased, 

had b y  no means increased so fast  as the quan t i t y o f  capi tal  w h ich  was 

seek ing fo r  em ploym ent . M an y too w ished t o put  t hei r  m on ey w here 

t h ey cou ld  f ind i t  at  an hour ’s not ice, and looked about  fo r  som e species 

o f  p roper t y w h ich  cou ld be m ore readi ly t ransfer red than a house or
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66 WHY LOMBARD STREET IS OFTEN DULL,

a field. A  capi tal ist  m igh t  lend on bot t om ry o r  on personal secu r i t y; 

but , i f  he did so, he ran  a great  r i sk  o f  losing in terest  and pr incipal . 

T h er e w ere a few  join t  st ock  com panies, am ong w h ich  the East  India 

Com pany held the forem ost  p lace; but  t he demand fo r  the stock  o f  

such com panies w as far  greater  than the supply. Indeed the c r y  fo r  

a n ew  East  India Com pan y w as ch ief l y raised b y  persons w h o had 

found d i ff icu l t y in p lacing t hei r  savings at  in terest  on good secur i t y. 

So  great  w as t hat  d i ff i cu l t y t hat  the pract ice o f  hoard ing w as com m on. 

W e are told t hat  the fat her  o f  Pope, the poet , w h o ret i red f rom  busi 

ness in the C i t y  about  the t im e o f  the Revolu t ion , car r ied  t o a ret reat  

in  the cou n t r y a st r ong box contain ing near t w en t y  thousand pounds, 

and t ook  out  f rom  t im e t o t im e w hat  w as required fo r  household ex

penses; and i t  is h igh ly probable that  this w as n ot  a sol i t ary case. A t  

present  the quan t i t y o f  coin  w h ich  is hoarded b y  pr ivate persons is 

so small, t hat  i t  w ou ld , i f  brough t  for t h , m ake no percept ible addi t ion 

t o the ci rculat ion . Bu t , in  t he ear l ier  par t  o f  the reign  o f  W i l l i am  

the T h i r d , al l  t he greatest  w r i t er s on cu r ren cy w ere o f  opin ion that  

a ver y  considerable mass o f  gold  and si lver  w as hidden in  secret  d raw 

ers and behind wainscots.

‘T h e natural  ef fect  o f  th is state o f  t h ings w as t hat  a crow d  o f  

project ors, ingenious and absurd, honest  and knavish, em ployed them 

selves in  devising n ew  schem es fo r  the em ploym ent  o f  redundant  

capi tal . I t  w as about  the year  1688 that  the w ord  st ock jobber  was fi r st  

heard in  London . In  the shor t  space o f  fou r  years a crow d  o f  com 

panies, every one o f  w h ich  con fiden t ly held ou t  t o subscr ibers the 

hope o f  immense gains, sprang in to existence—the Insurance Com pany, 

the Paper  Com pany, the Lu t est r in g Com pany, the Pear l  Fish ery Com 

pan y, the Glass Bot t le Com pany, the A lum  Com pany, the Blyt he 

Coal  Com pany, t he Sw ordblade Com pany. T h ere w as a T ap est r y 

Com pany, w h ich  w ou ld  soon furn ish  p ret t y hangings fo r  al l  the 

par lours o f  the m iddle class, and fo r  al l  the bedcham bers o f  the higher. 

T h er e w as a Copper  Com pany, w h ich  proposed t o explore the m ines 

o f  England, and held out  a hope that  t h ey w ou ld  p rove not  less valu 

able than those o f  Potosi . T h er e w as a D ivin g Com pany, w h ich  

under t ook  t o b r in g up precious effect s f r om  sh ipw reck ed vessels, and 

w h ich  announced that  i t  had laid in a st ock  o f  w on d er fu l  machines 

resem bl ing com plete suits o f  arm our. In  f r on t  o f  the helm et  w as a 

huge glass eye l ike that  o f  a Cyclops; and out  o f  the crest  w en t  a pipe 

t h rough  w h ich  the ai r  was t o be adm it ted. T h e w hole process was 

exhibi ted on  the Tham es. Fine gent lem en and fine ladies w ere in 

vi t ed t o the sh ow , w er e hospi t ably regaled, and w ere del ighted b y
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AND SOMETIMES EXCITED. 67

seeing the d ivers in  thei r  panoply descend in to the r i ver  and return  

laden w i t h  old i ron  and ship's t ack le. T h ere w as a Green land Fish ing 

Com pany, w h ich  cou ld  not  fai l  t o dr ive the D ut ch  w halers and her r ing 

busses out  o f  the N or t hern  O cean. T h ere w as a T an n in g Com pany, 

w h ich  prom ised t o furn ish  leather super ior  t o the best  t hat  w as 

brough t  f r om  T u r k ey  or  Russia. T h er e w as a societ y w h ich  under 

t ook  the off ice o f  gi vin g gent lem en a l iberal  educat ion on l ow  term s, 

and w h ich  assumed the sounding name o f  the Royal  Academ ies Com 

pan y. In  a pom pous advert isem ent  i t  was announced that  the di rectors 

o f  the Royal  Academ ies Com pan y had engaged the best  masters in  

every branch o f  know ledge, and w ere about  t o issue t w en t y thousand 

t icket s at  t w en t y shi l l ings each. T h ere w as t o be a lo t t er y—t w o thou 

sand pr izes w ere to be d raw n ; and the for t unate holders o f  t he pr izes 

w ere to be taught , at  the charge o f  the Com pany, Lat in , Gr eek , H e

brew , Fren ch , Spanish, con ic sect ions, t r igonom et ry, heraldry, japan- 

ing, for t i f icat ion , bookkeeping, and the ar t  o f  p laying the theorbo.'

T h e pan ic w as forgot t en  t i l l  L or d  M acau lay revived the m em ory 

o f  i t . Bu t , in fact , in the South  Sea Bubble, w h ich  has alw ays been re

m em bered, the form  w as the same, on ly a l i t t le m ore ext ravagant ; the 

com panies in that  mania w ere fo r  objects such •  as t hese:— “ W reck s 

to be fished fo r  on the I r ish  Coast—Insurance o f  H orses and other  Cat 

t le ( t w o  m i l l ions)—Insurance o f  Losses b y  Servants—T o  m ake Sal t  

W at er  Fresh—For  bu i ld ing o f  H ospi tals fo r  Bastard Chi ldren—For  

bui ld ing o f  Sh ips against  Pi rates—For  m aking o f  O i l  f rom  Sun-f low er  

Seeds—Fo r  im proving o f  M al t  L iqu ors—For  r ecover y o f  Seam en’s 

W ages—For  ext ract ing o f  Si l ver  fr om  Lead —Fo r  the t ransm ut ing o f  

Q uicksi lver  in to a m alleable and f ine M etal—For  m ak ing o f  I r on  w i t h  

Pi t -coal—For  im por t ing a N u m ber  o f  large Jack  Asses f r om  Spain— 

Fo r  t rad ing in  H um an H ai r—For  fat t i ng o f  H ogs—For  a W h eel  o f  

Perpetual  M ot ion .”  Bu t  the m ost  st range o f  al l , perhaps, was “ Fo r  

an U nder t ak ing w h ich  shall  in  due t ime be revealed.”  Each  subscr iber  

was t o pay dow n  t w o guineas, and hereafter  t o receive a share o f  one 

hundred, w i t h  a disclosure o f  the object ; and so tem pt ing w as the 

of fer , that  1,000 o f  these subscr ipt ions w ere paid the same m orn ing, 

w i t h  w h ich  the p ro ject or  w en t  of f  in  the afternoon.’ In  1825 there 

w ere speculat ions in  com panies near ly as w i ld , and just  before 1866 

there w ere some o f  a l ike nature, t hough  not  equal l y ext ravagant . 

T h e fact  is, that  the owners o f  savings not  f inding, in  adequate quant i 

t ies, t hei r  usual k ind o f  investments, rush in to anyth ing that  promises

•E d it o r ’s  N o t e : Corrected from  the original t ypographical ly incorrect  

“ snch.”
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68 WHY LOMBARD STREET IS OFTEN DULL,

speciously, and w hen  t h ey find t hat  these specious investm ents can 

be disposed o f  at  a h igh  profi t , t h ey rush in to them  m ore and m ore. 

T h e f i r st  taste is fo r  h igh  interest , but  t hat  taste soon becom es sec

ondary. T h er e is a second appet i te fo r  large gains t o be made b y  

sel l ing the pr incipal  w h ich  is t o yield  the interest . So lon g as such 

sales can be effected the mania con t inues; w hen  i t  ceases t o be pos

sible to ef fect  them , ru in  begins.

So lon g as the savings rem ain in  possession o f  t hei r  owners, these 

hazardous gam bl ings in speculat ive undertak ings are alm ost  the w hole 

ef fect  o f  an excess o f  accum ulat ion over  tested investm ent . L i t t le 

ef fect  is produced on the general  t rade o f  t he cou n t r y. T h e owners 

o f  the savings are too scat tered and far  f r om  the m arket  t o  change 

the m ajor i t y o f  m ercant i le t ransact ions. Bu t  w hen  these savings com e 

to be lodged in  the hands o f  bankers, a m uch w id er  resul t  is produced. 

Bankers are close t o m ercant i le l i fe; t h ey are alw ays read y t o lend 

on good m ercant i le secur i t ies; t h ey w ish  t o lend on such secur i t ies a 

large par t  o f  t he m oney ent rusted t o them . W h en , t herefore, the 

m oney so ent rusted is unusual ly large, and w hen  i t  l on g cont inues so, 

the general  t rade o f  t he cou n t r y is, in  the course o f  t ime, changed. 

Bankers are d ai ly m ore and m ore read y t o lend m on ey t o m ercant i le 

m en; m ore is len t  t o  such m en; m ore bargains are made in consequence; 

com m odit ies are m ore sought  af t er ; and, in  consequence, pr ices r ise 

m ore and m ore.

T h e r ise o f  pr ices is qu ickest  in  an im proving state o f  credi t . Pr ices 

in  general  are m ost ly determ ined b y  wholesale t ransact ions. T h e re

t ai l  dealer  adds a percentage to the wholesale pr ices, not , o f  course, 

alw ays the same percentage, but  st i l l  m ost ly the same. Gi ven  the 

wholesale p r ice o f  m ost  ar t icles, you  can com m on ly tel l  t hei r  retai l  

pr ice. N o w  wholesale t ransact ions are com m on ly not  cash t ransac

t ions, but  b i l l  t ransact ions. T h e durat ion  o f  the bi l l  var ies w i t h  the 

custom  o f  the t rade; i t  m ay be t w o, t h ree m onths, or  six weeks, but  

there is alw ays a bi l l . T im es o f  cred i t  m ean t imes in  w h ich  the bi l ls 

o f  m any people are taken read i ly; t imes o f  bad credi t , t imes when  the 

bi l ls o f  m uch few er  people are taken, and even o f  t hose suspiciously. 

In  t imes o f  good cred i t  there are a great  num ber o f  st r ong purchasers, 

and in  t imes o f  bad cred i t  on ly a sm al ler  num ber o f  w eak  ones; and, 

t herefore, years o f  im proving credi t , i f  t here be no disturbing cause, 

are years o f  r i sin g pr ice, and years o f  decaying qredi t , years o f  fal l ing 

pr ice.

T h is is the m eaning o f  the say i n g4 Joh n  Bu l l  can stand m any things, 

bu t  he cannot  stand t w o per  cen t :’ i t  means that  the greatest  ef fect  o f
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t he three great  causes is n ear ly pecul iar  t o En gland ; here, and here al 

m ost  alone, the excess o f  savings over  investments is deposited in  banks; 

here, and here on ly, is i t  made use o f  so as t o af fect  t rade at  large; here, 

and here on ly, are pr ices gravel y affected. I n  these circum stances, a 

low  rate o f  interest , lon g prot racted, is equivalent  to a t otal  deprecia

t ion o f  the precious metals. In  his book  on the ef fect  o f  the great  gold 

discover ies, Professor  Jevon s showed, and so far  as I  k n ow , w as the 

f i r st  to show , the necessi t y o f  el im inat ing these t em porary changes o f  

value in  gold  before you  cou ld judge p roper ly o f  the perm anent  

depreciat ion. H e p roved, that  in  the years preced ing both  1847 and 

1857 t îere w as a general  r ise o f  pr ices; and in the years succeeding 

these years, a great  fal l . T h e same m igh t  be show n o f  the years be

fo re and af t er  1866, mutatis mutandis.
A n d  at  the present  m om ent  w e have a st i l l  m ore rem arkable ex

am ple, w h ich  w as thus analysed in  the Economist  o f  the 30th D ecem 

ber , 18 71, in  an ar t icle w h ich  I  venture t o quote as a w h o le:—

‘t h e  g r e a t  r i se  i n  t h e  p r i c e  o f  c o m m o d i t i e s.

‘M ost  persons are aw are that  the t rade o f  t he cou n t r y is in a state 

o f  great  act i vi t y. A l l  the usual tests indicate that—the state o f  the 

Revenue, the Bankers' Clear ing-house figures, the returns o f  export s 

and im por t s are al l  plain, and al l  speak the same language. Bu t  few  

have, w e th ink , considered one m ost  rem arkable feature o f  the present  

t im e, or  have suff icien t l y exam ined i t s consequences. T h at  feature 

is the great  r ise in  t he p r ice o f  m ost  o f  the leading ar t icles o f  t rade 

dur ing the past  year . W e give at  the foot  o f  th is paper  a l ist  o f  

art icles, com pr ising m ost  fi rst -rate ar t icles o f  com m erce, and i t  w i l l  be 

seen t hat  the r ise o f  pr ice, t hough not  un iversal  and not  un i form , is 

nevertheless ver y  st r ik ing and ver y  general . T h e m ost  rem arkable 

cases are—

January December

L s. d. L s. d.
W ool—South D own hogs . . per  pack 13 0 0 21 15 0

Cot ton—Upland ordinary . . per  lb. 0 0 0 O 8 3s

N o. 40 mule yam , &c. .
*»

0 1 l'/z 0 1 2 Vi
I ron—Bars, Bri t ish . per ton 7 1 6 8 17 6

Pig, N o. 1 Clyde .
n

* »} 3 3 16 0

L e a d ..............................
n

18 7 6 19 2 6

T i n ..............................
»

*37 0 0 *57 0 0
Copper—Sheet ing .

w
75 0 95 0 0

W h eat  ( G a z e t t e  average)  . . per  qr. 2 12 0 2 15 8
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70 WHY LOMBARD STREET IS OFTEN DULL,

—and in  other  cases there is a t endency upw ards in  p r ice m uch m ore 

oft en  than there is a t endency downwards.

‘T h i s general  r ise o f  p r ice must  be due ei ther t o a dim inut ion in  the 

supp ly o f  the quoted ar t icles, or  t o an increased demand fo r  them. In  

some cases there has no doubt  been a shor t  supp ly. T h u s in  w ool , the 

dim inut ion in the hom e breed o f  sheep has had a great  ef fect  on the 

pr ice—

In 1869 the home stock o f  sheep was . . . .  29,538,000
In 1871 ”  ”  ”  . . . .  27,133,000

D im in u t i on .....................................................2,405,000

Equal to 8.1 per cent .

—and in  the case o f  some other  ar t icles there m ay be a sim i lar  cause 

operat ing. Bu t  t ak ing the w hole mass o f  t he supp ly o f  com m odit ies 

in  th is cou n t r y, as show n b y  the plain t est  o f  the quantities im ported, 

i t  has n ot  dim inished, bu t  augm ented. T h e returns o f  the Board o f  

T rad e p rove this in the m ost  st r ik ing m anner, and w e give below  a 

t able o f  som e o f  t he im por tan t  ar t icles. T h e r ise in pr ices must , 

t herefore, be due t o an increased demand, and the f i r st  quest ion is, to 

w hat  is t hat  dem and due?

‘W e bel ieve i t  t o be due t o the com bined operat ion  o f  t h ree causes 

—cheap m oney, cheap com , and im proved credi t . A s t o the f i r st  in 

deed, i t  m igh t  be said at  f i r st  sigh t  t hat  so general  an increase m ust  be 

due t o a depreciat ion  o f  the precious m etals. Cer t ain ly in m any 

con t roversies fact s far  less st r ik ing have been al leged as p rovin g i t . 

A n d  indeed there p lain ly is a dim inut ion in the purchasing power o f  

m on ey, t hough  that  dim inut ion is not  general  and perm anent , but  

local  and tem porary. T h e pecu l iar i t y o f  the precious metals is that  

t hei r  value depends fo r  unusual ly long per iods on the quan t i t y o f  

them  w h ich  is in  t he m arket . In  t he lon g run, t hei r  value, l ike that  

o f  al l  others, is determ ined b y  the cost  at  w h ich  t h ey can be brough t  

t o m arket . Bu t  fo r  al l  t em porary purposes, i t  is the supp ly in the 

m arket  w h ich  governs the pr ice, and that  su pp ly in  this cou n t r y is 

exceedingly var iable. A f t er  a com m ercial  cr isis—1866 fo r  exam ple 

—t w o th ings happen: fi rst , w e cal l  in  the debts w h ich  are ow in g t o us 

in foreign  count r ies; and w e require these debts t o be paid t o us, not  

in  com m odit ies, but  in  m oney. From  this cause pr in cipal l y, and 

om i t t ing m inor  causes, the bul l ion in  the Bank  o f  England, w h ich  was 

13,156,000/ . in M ay 1866, rose t o 19,413,000/ . in  Jan u ary 1867, being an 

increase o f  over  6,000,000/ . A n d  then there com es also a second cause, 

t ending in t he same di rect ion . D ur in g a depressed per iod the savings 

o f  d ie cou n t r y increase considerably faster  than the out let  fo r  them.
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A  person w h o has m ade savings does not  k n ow  w h at  t o do w i t h  them. 

A n d  th is n ew  unem ployed saving means addi t ional m oney. T i l l  a 

saving is invested or  em ployed i t  exists on ly in  the form  o f  m oney: a 

farm er  w ho has sold his w heat  and has lool. ‘t o the good /  holds that  

100/ . in  m oney, or  som e equivalent  fo r  m oney, t i l l  he sees some ad 

vantageous use t o be made o f  i t . Probab ly he places i t  in  a bank, and 

this enables i t  t o do m ore w or k . I f  3,000,000/ . o f  coin  be deposi ted in 

a bank, and i t  need on ly keep 1,000,000/ . as a reserve, t hat  sets 2,000,- 

000/ . f ree, and is fo r  the t im e equivalen t  to an increase o f  so m uch coin. 

A s a pr incip le i t  m ay be laid dow n  that  al l  n ew  unem ployed savings 

requ ire either an increased stock of the precious metals, or an increase 

in the efficiency of the banking expedients by which these metals are 

economised. I n  other  w ords, in  a saving and un invest ing per iod o f  

the nat ional indust ry, w e accum ulate gold, and augm ent  the eff iciency 

o f  our  gold. I f  t herefore such a saving per iod fo l low s close upon an 

occasion w hen  foreign  credi t s have been dim inished and foreign  debts 

cal led in, the augm entat ion in  the effect i ve quan t i t y o f  gold  in  the 

cou n t r y is ext rem ely great . T h e old m oney cal led in f rom  abroad 

and the new  m oney represent ing the new  saving co-operate w i t h  one 

another. A n d  thei r  natural  t endency is t o cause a general  r ise in  pr ice, 

and w h at  is the same th ing, a d i ffused dim inut ion in the purchasing 

pow er  o f  m oney.

‘U p  t o this poin t  there is noth ing special  in  the recen t  h ist ory o f  

the m on ey m arket . Sim i lar  events happened both  aft er  the pan ic o f  

1847, and aft er  that  o f  1857. Bu t  t here is another cause o f  the same 

k ind, and act ing in the same di rect ion , w h ich  is pecul iar  t o the present  

t im e; this cause is the am ount  o f  the foreign  m oney, and especial ly 

o f  the m on ey o f  foreign  Governm ents, n ow  in London . N o  G o v 

ernm ent  p robably ever  had near ly as m uch at  i ts com m and as the 

Germ an  Govern m en t  now  has. Speak ing broadly, t w o th ings hap 

pened: dur ing the w ar  England w as the best  place o f  shel ter  fo r  fo r 

eign  m oney, and th is made m oney m ore cheap here than i t  w ou ld  

otherw ise have been; aft er  the w ar  England becam e the m ost  con 

ven ien t  payin g place, and the m ost  conven ient  rest ing place fo r  m oney, 

and this again has m ade m on ey cheaper . T h e com m ercial  causes, fo r  

w h ich  there are m any precedents, have been aided b y  a pol i t ical  cause 

fo r  the eff i cacy o f  w h ich  there is no precedent .

‘Bu t  t hough plen t i fu l  m on ey is necessary t o h igh pr ices, and though 

i t  has a natural  t endency t o produce these pr ices, yet  i t  is not  o f  i t sel f  

sufficient  t o produce them . I n  t he cases w e are deal ing w i t h , in  

order  t o low er  pr ices there m ust  not  on ly be addi t ional  m oney, but
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a sat i sfact or y m ode o f  em p loyin g t h at  addi t ional  m on ey. T h i s is 

obvious i f  w e rem em ber  w h en ce t hat  augm en ted m on ey is der ived. 

I t  is der i ved  f r om  the savings o f  t he people, and w i l l  on l y  be invest ed 

in  d i e m anner  w h i ch  t he holders f o r  t he t im e bein g con sider  sui table 

t o  such  savings. I t  w i l l  n ot  be used in  m ere expend i t u re; i t  w ou ld  be 

con t r ar y  t o t he v er y  nature o f  i t  so t o use i t . A  n ew  channel  o f  de

m and is r equ i red  t o  t ak e o f f  t he n ew  m on ey, o r  t h at  n ew  m on ey w i l l  

n ot  raise pr ices. I t  w i l l  l ie id le in  t he banks, as w e have oft en  seen 

i t . W e should st i l l  see the frequen t , t he com m on phenom enon o f  

du l l  t r ade and ch eap m on ey exist ing side b y  side.

‘T h e dem and in  t h is case arose in  t h e m ost  effect i ve o f  al l  w ays. 

I n  1867 and t he f i r st  h al f  o f  1868 corn  w as dear , as t he fo l l ow in g f igu res 

sh ow :—
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G a z e t t e  A v e r a g e  P r i c e  o f  W h e a t .

S. d. S. d.
Decem ber, 1866 . . 60 3 O ctober , 1867 . 66 6
January, 1867 . 6 l 4 N ovem ber

tt
. 69 5

February
»»

. 60 10 Decem ber
ft

. 67 4
M arch

»
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Fr om  that  t im e i t  fel l , and i t  w as ver y  cheap d u r i n g the w h ole o f  1869 

and 1870. T h e ef fect  o f  t h is cheapness is great  in  ever y depar t m en t  o f  

in dust r y. T h e w or k i n g classes, h avin g ch eaper  food , need t o spend 

so m uch  less on  t h at  food , and have m ore t o spend on ot her  t h ings. 

I n  consequence, t here is a gen t le augm en tat ion  o f  dem and t h rough  

alm ost  al l  depar tm ents o f  t rade. A n d  th is alm ost  alw ays causes a 

great  augm en tat ion  in  w h at  m ay be cal led  the inst rum ental  t rades— 

t h at  is, in  t he t rades w h i ch  deal  in  m achines and inst rum ents used in  

m an y branches o f  com m erce, and in t he m ater ials fo r  such . T ak e, fo r  

instance, t he i r on  t r ad e-

i n  the year  1869 w e exported .

1870 *  . . .

1867 . . .

1868 . . .

tons tons

2,568,000

2,716,000

5,284^00
1,882,000

1,944,000

3,826,000

Increase 1458,000
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—t h at  is t o  say, cheap co m  operat in g t h rough ou t  t he w or l d , creat ed 

a n ew  dem and fo r  m an y k inds o f  ar t i cles; t he p roduct ion  o f  a l arge 

num ber  o f  such  ar t i cles bein g aided b y  i ron  in  som e one o f  i t s m an y 

form s, i r on  t o  t h at  ext en t  w as expor t ed . A n d  t he ef fect  is cum ula

t i ve. T h e m anufact u re o f  i r on  bein g st im ulated, al l  persons con cerned  

in  t h at  great  m anufact u re are w el l  o f f , have m ore t o  spend, and b y  

spend ing i t  encourage ot h er  branches o f  m anufact u re, w h i ch  again  

propagat e t he dem and; t h ey receive and so en cou rage indust r ies in 

a t h i r d  degree dependen t  and rem oved.

‘I t  is qu i t e t r ue t hat  cor n  has n ot  been qu i t e so cheap du r i n g the 

presen t  year . Bu t  even  i f  i t  had been  dearer  t han  i t  is, i t  w ou ld  n ot  

al l  at  on ce ar rest  t he great  t rade w h i ch  for m er  cheapness had created. 

T h e “ bal l ,”  i f  w e m ay so say, “ w as set  r o l l in g”  in  1869 anc* 1870, and 

a great  increase o f  dem and w as t hen creat ed  in  cer t ain  t rades and 

propagat ed  t h rough  al l  t rades. A  con t inuance o f  v er y  h igh  p r ices 

w ou ld  p roduce t he reverse ef fect ; i t  w ou ld  slacken  dem and in  cer t ain  

t rades, and the ef fect  w ou ld  b e grad u al l y d i f fused t h rough  al l  t rades. 

Bu t  a sl igh t  r ise such  as t hat  o f  th is year  has no percept ib le effect .

‘W h en  the st im ulus o f  cheap co m  is added t o that  o f  cheap m on ey, 

t he fu l l  cond i t ions o f  a great  and d i f fused r ise o f  p r ices are sat isfied. 

T h i s n ew  em ploym en t  suppl ies a m ode in  w h i ch  m on ey can  be in 

vested. Bi l l s are d raw n  o f  great er  num ber  and great er  m agn i t ude, and 

t h rough  the agencies o f  banks and d iscoun t  houses, t he savings o f  t he 

cou n t r y  are invested in  such  bi l ls. T h er e is t hus a n ew  w an t  and a 

n ew  purchase-m on ey t o supp l y t hat  w an t , and the consequence is t he 

d i f fused and rem ark able r ise o f  p r i ce w h i ch  t he f igu res sh ow  t o have 

occu r red .

‘T h e r ise has also been  aided b y  t he r evi val  o f  cred i t . T h i s, as need 

n ot  be at  lengt h  explained, is a great  aid t o bu yin g, and con sequen t ly 

a great  aid t o  a r ise o f  p r ice. Sin ce 1866, cred i t  has been  gradu al ly, 

t h ough  v er y  sl ow ly , r ecover in g, and i t  is p robab ly  as good  as i t  is 

reasonable o r  p roper  t hat  i t  should be. W e are n ow  t rust in g as m an y 

people as w e ough t  t o t rust , and as y et  t here is n o w i l d  excess o f  m is

p laced con f iden ce w h i ch  w ou ld  m ake us t rust  t hose w h om  w e ough t  

n ot  t o t rust .*

T h e process t hus explained is t he com m on  process. T h e surplus 

o f  loanable cap i t al  w h i ch  l ies in  the hands o f  bankers is n ot  em ployed  

b y  t hem  in  an y or igin al  w ay ; i t  is alm ost  alw ays len t  t o a t rade al ready 

gr o w in g and al ready im provin g. T h e use o f  i t  develops t hat  t r ade y et  

far t h er , and th is again  augm ents and st im ulates ot her  t rades. Cap i t al
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74 WHY LOMBARD STREET IS OFTEN DULL,

m ay l on g l ie id le in  a st agnan t  con d i t ion  o f  i n d u st r y ; t he m ercan t i le 

secur i t ies w h i ch  exper ienced bankers k n ow  t o be good  do n ot  aug

m en t , and t h ey w i l l  not  in ven t  ot h er  secur i t ies, o r  t ak e bad ones.

I n  m ost  great  per iods o f  expand ing in dust ry, t he t h ree great  causes 

—m uch  loanable cap i t al , good  cred i t , and the increased prof i t s der ived 

f r om  bet t er -used labou r  and bet t er -used cap i t al—have acted sim ul 

t an eously; and t h ough  ei t her  m ay act  b y  i t sel f , t here is a perm anent  

reason  w h y  m ost ly t h ey w i l l  act  t oget her . T h ey  bot h  t end t o  gr o w  

t oget h er , i f  yo u  begin  fr om  a per iod  o f  depression . In  such  per iods 

cred i t  is bad, and in d u st r y un em ployed ; v er y  gen eral l y  provisions 

are h igh  in  p r i ce, and t h ei r  dearness w as one o f  the causes w h i ch  m ade 

t he t im es bad. W h et h er  t here w as o r  w as n ot  t oo m uch  loanable 

cap i t al  w h en  t hat  per iod  begins, t here soon  com es t o be t oo m uch. 

Q u iet  people con t inue t o save par t  o f  t h ei r  incom es in bad t im es as 

w el l  as in  good ; indeed, o f  t he t w o, people o f  sl i gh t l y-vary i n g and 

f ixed  incom es have bet t er  m eans o f  saving in  bad t im es because pr ices 

are l ow er . Q u iescen t  t r ade af fords no n ew  secur i t ies in  w h i ch  t he n ew  

savin g can  be invest ed , and t h erefore t here com es soon  t o be an excess 

o f  loanable capi t al . I n  a year  o r  t w o  af t er  a cr i sis cred i t  usual ly im 

p roves, as t he rem em brance o f  t he disasters w h i ch  at  t he cr isis im 

pai red cred i t  is becom in g fain t er  and fain t er . Provisions get  back  t o 

t h ei r  usual  p r i ce, o r  som e great  i n dust r y m akes, f r om  som e t em porary 

cause, a qu ick  step fo r w ar d . A t  t hese m om ents, t h erefore, t he th ree 

agencies w h i ch , as has been  explained, gr eat l y  develope t rade, com 

b ine t o develope i t  sim u l t aneously.

T h e cer t ain  resu l t  is a bound o f  nat ional  p r osper i t y; t he cou n t r y 

leaps fo r w ar d  as i f  b y  m agic. Bu t  on l y par t  o f  t hat  p rosper i t y  has a 

sol id  reason . A s far  as p rosper i t y is based on  a great er  quan t i t y o f  

p roduct ion , and t h at  o f  t he r i gh t  ar t icles—as far  as i t  is based on  the 

increased r ap id i t y  w i t h  w h i ch  com m odi t ies o f  ever y  k ind reach  those 

w h o  w an t  t hem —it s basis is good . H um an  i n d u st r y i s m ore eff icien t , 

and t h er efor e t here is m ore t o be d ivided  am ong m ank ind. Bu t  in  so 

f ar  as t h at  p rosper i t y is based on  a general  r i se o f  pr ices, i t  is on ly  

im agin ary. A  general  r i se o f  pr ices is a r ise on l y  in  nam e; w h at ever  

an yon e gains on  t he ar t i cle w h i ch  he has t o sel l  he loses on  the ar t icles 

w h i ch  he has t o  b u y, and so he is just  w h er e he w as. T h e on l y 

real  ef fect s o f  a general  r ise o f  pr ices are t hese: f i r st , i t  st rai t ens people 

o f  f ixed  incom es, w h o  su f fer  as purchasers, bu t  w h o  have no gain  to 

cor respon d ; and secon d ly, i t  gives an  ext ra p ro f i t  t o f ixed  capi tal  

creat ed  befor e t he r ise happened. H er e t he sel lers gain , bu t  w i t h ou t  

an y equ ivalen t  loss as bu yers. T h i r d l y , t h is gain  on  fixed  cap i t al  is
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great est  in  w h at  m ay be cal led  the indust r ial  ‘im plem ents,’ such  as 

coal  and i ron . T h ese are w an t ed  in  al l  indust r ies, and in  an y general  

increase o f  pr ices, t h ey  are sure t o r ise m uch  m ore t han ot h er  t h ings. 

Ever yb o d y  w an t s t hem ; t he su pp l y o f  t hem  cannot  be r ap id l y aug

m ented, and t h erefore t h ei r  p r i ce r ises v er y  q u i ck l y. Bu t  t o t he coun 

t r y  as a w h ole, t he general  r ise o f  pr ices is no benefi t  at  al l ; i t  is sim p l y 

a ch an ge o f  nom enclatu re f o r  an iden t ical  r elat ive value in  t he same 

com m odi t ies. N ever t h eless, m ost  people are happier  f o r  i t ; t h ey 

t h in k  t h ey are get t in g r i ch er , t h ough  t h ey are not . A n d  as t he r ise 

does n ot  happen  on  al l  ar t i cles at  t he sam e m om ent , bu t  is propagat ed  

grad u al l y t h rough  societ y, t hose t o w h om  i t  f i r st  com es gain  r eal l y ; 

and as at  f i r st  ever y  one bel ieves t hat  he w i l l  gain  w h en  his ow n  ar t i cle 

is r isin g, a bu oyan t  cheer fu lness over f l ow s the m ercan t i le w or l d .

T h i s p r osper i t y is p recar ious as f ar  as i t  is real , and t r an si t or y in  so 

far  as i t  is f ict i t ious. T h e augm en t ed product ion , w h i ch  is t he reason 

o f  t he real  p rosper i t y, depends on  the fu l l  w o r k i n g o f  t he w h o le in 

dust r ial  organ isat ion—o f  al l  capi t al ist s and labou rers; t hat  p rosper i t y 

w as caused b y  t hat  fu l l  w or k in g, and w i l l  cease w i t h  i t . Bu t  t hat  

fu l l  w o r k i n g is l iable t o be dest royed  b y  the occu r ren ce o f  an y great  

m isfor t une t o an y considerable in dust ry. T h i s w ou ld  cause m is

for t un e t o t he indust r ies dependen t  on  t hat  one, and, as has been ex

p lained, al l  t h rough  societ y and back again. Bu t  ever y  such  in dust r y 

is l iable t o grave fluct uat ions, and the m ost  im por t an t —the provision - 

indust r ies—t o the gravest  and the suddenest . T h ey  are dependen t  on  

the casual t ies o f  the seasons. A  single bad h arvest  d i f fused over  

t he w or l d , a succession  o f  t w o  or  t h ree bad harvests, even  in  En glan d  

on l y, w i l l  raise the p r ice o f  co m  exceed in gly, and w i l l  keep i t  h igh . 

A n d  a great  and prot ract ed  r ise in  t he p r i ce o f  co m  w i l l  at  once de

st r o y  al l  t he real  par t  o f  t he unusual p rosper i t y o f  previous good  t im es. 

I t  w i l l  ch an ge the fu l l  w o r k i n g o f  t he indust r ial  m ach ine in t o an im 

p er fect  w or k i n g; i t  w i l l  m ake the p roduce o f  t hat  m ach ine less than 

usual  instead o f  m ore t han  usual ; instead o f  t here bein g m ore t han  the 

average o f  general  d ividend t o be d ist r ibuted bet w een  the producers, 

t here w i l l  im m ediat ely be less than t he average.

A n d  in  so far  as t he apparen t  p rosper i t y  is caused b y  an unusual 

p len t i fu lness o f  loanable capi t al  and a consequen t  r ise in  pr ices, t hat  

p rosper i t y is n ot  on l y  l iable t o react ion , bu t  certain t o be exposed t o 

react ion . T h e sam e causes w h i ch  generat e th is p rosper i t y w i l l , af t er  

t h ey have been act in g a l i t t le lon ger , generate an equ ivalen t  adversi t y. 

T h e process is t h is: t he p len t i fu lness o f  loanable capi t al  causes a r ise 

o f  p r i ces; t hat  r ise o f  pr ices m akes i t  necessary t o have m ore loanable
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7 6 WHY LOMBARD STREET IS OFTEN DULL,

capi t al  t o car r y  on  t he sam e t rade. 100,000J. w i l l  n ot  b u y as m uch  

w h en  pr ices are h igh  as i t  w i l l  w h en  pr i ces are l ow , i t  w i l l  n ot  be so 

ef fect ual  f o r  car r y i n g on  business; m ore m on ey is n ecessary in  dear  

t im es than in  cheap t im es t o p roduce t he sam e chan ges in  t he sam e 

com m odit ies. Even  supposing t rade t o h ave rem ained st at ion ary, a 

great er  capi t al  w ou ld  be requ i red  t o  car r y  i t  on  af t er  such  a r ise o f  

p r ices as has been  descr ibed t han  w as n ecessary befor e t hat  r ise. Bu t  

in  t h is case t he t rade w i l l  not have rem ained st at i on ary; i t  w i l l  have 

increased—cer t ai n l y t o som e ext en t , p r obab l y  t o a great  exten t . T h e 

l oan ab le cap i t al ,’ t he len d in g o f  w h i ch  caused t he r ise o f  pr ices, w as 

len t  t o  enable i t  t o  augm en t . T h e loanable cap i t al  l ay  id le in  t he banks 

t i l l  som e t rade st ar t ed in t o p rosper i t y, and t hen  w as len t  in  order  t o 

develope t hat  t r ad e; t h at  t rade caused ot h er  secon d ary developm en t s; 

t hose secon d ar y developm en t s enabled m ore loanable cap i t al  t o be 

len t ; and t hat  l en d in g caused a t er t i ar y  developm en t  o f  t r ad e; and 

so on  t h rough  societ y.

I n  consequence, a lon g-con t in ued  l o w  rat e o f  in t erest  is alm ost  

alw ays fo l l ow ed  b y  a rap id  r ise in  t hat  rat e. T i l l  t he avai lable t rade 

is foun d  i t  l ies id le, and can  scar cel y  be len t  at  al l ; som e o f  i t  is not  

len t . Bu t  t he m om en t  t he avai lab le t rade is d iscovered—the m om ent  

t hat  p r ices h ave r isen—t he dem and f o r  loanable capi t al  becom es keen. 

Fo r  t he m ost  par t , m en  o f  business m ust  car r y  on  t h ei r  r egu lar  t rade; 

i f  i t  cannot  be car r ied  on  w i t h ou t  b or row in g 10  per  cen t  m ore capi t al , 

10 per  cen t  m ore cap i t al  t h ey m ust  b or row . V er y  o f t en  t h ey have 

i n cu r red  obl igat ion s w h i ch  m ust  be m et ; and i f  t hat  is so the rat e o f  

in t erest  w h i ch  t h ey  p ay  is com parat i vely in d i f feren t . W h at  is neces

sar y  t o  m eet  t h ei r  accept ances t h ey  w i l l  b o r r ow , p ay  fo r  i t  w h at  t h ey 

m ay; t h ey  had b et t er  p ay  an y p r ice than  perm i t  t hose accept ances to 

be d ishonoured. A n d  in  less ext rem e cases m en o f  business have a f ixed  

capi t al , w h i ch  cannot  l ie id le excep t  at  a great  loss; a set  o f  labourers 

w h i ch  m ust  be, i f  possible, kep t  t oget h er ; a st eady con n ect ion  o f  

custom ers, w h i ch  t h ey  w ou ld  v er y  u n w i l l i n gl y lose. T o  k eep al l  

these, t h ey b o r r ow ; and in  a per iod  o f  h igh  p r ices m an y m erchan ts are 

p ecu l iar l y anxious t o b or row , because t he augm en t at ion  o f  t he p r ice 

o f  t he ar t i cle in  w h i ch  t h ey  deal  m akes t hem  r eal l y  see, o r  im agine 

t hat  t h ey  see, pecu l iar  oppor t un i t ies o f  p rof i t . A n  im m ense n ew  

b or row in g soon  fo l l ow s upon  the n ew  and great  t rade, and the rat e 

o f  in t erest  r ises at  once, and gen eral l y  r ises r ap id ly.

T h i s is t he su rer  t o  happen t h at  L om bard  St reet  is, as has been 

sh ow n  befor e, a v er y  del icat e m arket . A  l arge am ount  o f  m on ey is 

held  t here b y  bankers and b y  b i l l -b rok ers at  in terest : th is t h ey m ust
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em p loy, o r  t h ey  w i l l  be ru ined. I t  is bet t er  f o r  t hem  t o reduce t he rate 

t h ey ch arge, and com pensat e them selves b y  r educin g the rate t h ey 

p ay, rat h er  than t o keep up the rate o f  ch arge, i f  b y  so doin g t h ey 

cannot  em p loy al l  t h ei r  m on ey. I t  is v i t al  t o t hem  t o em p loy al l  t he 

m on ey on  w h i ch  t h ey p ay  in terest . A  l i t t le excess t h erefore forces 

dow n  the rat e o f  in terest  v er y  m uch . Bu t  i f  t hat  l ow  rate o f  in terest  

shou ld  cause, o r  shou ld  aid in  causing, a great  gr ow t h  o f  t rade, t he 

r ise is sure t o  be q u ick , and is apt  t o be violen t . T h e f igu res o f  t rade 

are r eck on ed  b y  hundreds o f  m i l l ions, w h er e those o f  loanable capi t al  

cou n t  o n l y  b y  m i l l ions. A  great  in crease in  t he b or row in g dem ands 

o f  En gl i sh  com m erce alm ost  alw ays changes an excess o f  loanable 

cap i t al  above t he dem and t o a great er  def i cien cy below ' t he dem and. 

T h at  d ef i ci en cy causes adversi t y, o r  apparen t  adversi t y, in  t rade, just  

as, and in  t he sam e m anner, t hat  t he p revious excess caused p rosper i t y, 

o r  apparen t  p rosper i t y. I t  causes a fal l  o f  p r i ce t hat  runs t h rough  

societ y; t hat  fal l  causes a decl ine o f  act i v i t y  and a d im inut ion  o f  

prof i t s—a pain fu l  con t ract i on  instead o f  t he p revious pleasant  ex

pansion.

T h e ch an ge is gen eral l y qu i ck er  because som e ch eck  t o cred i t  hap 

pens at  an  ear l y  st age o f  i t . T h e m ercan t i le com m u n i t y w i l l  have 

been  u n usual ly for t u n at e i f  du r i n g t he per iod  o f  r i sin g p r ices i t  has 

n ot  m ade great  m istakes. Su ch  a per iod  n at u ral ly exci t es t he sanguine 

and t he arden t ; t h ey  fan cy  t h at  t he p rosper i t y t h ey see w i l l  last  al 

w ays, t hat  i t  is on l y  t he begin n in g o f  a great er  p rosper i t y. T h ey  al 

t oget h er  over -est im at e t he dem and fo r  t he ar t i cle t h ey deal  in , o r  the 

w or k  t h ey do. T h ey  al l  in  t h ei r  degree—and t he ablest  and the cl ever 

est  t he m ost—w o r k  m uch  m ore than t h ey should, and t rade far  above 

t h ei r  m eans. E v er y  great  cr isis reveals t he excessive speculat ions o f  

m an y houses w h i ch  no one befor e suspect ed, and w h i ch  com m on ly 

indeed had n ot  begun  o r  had n ot  car r ied  v er y  far  t hose specu lat ions, 

t i l l  t h ey  w er e tem pt ed  b y  the d ai l y r ise o f  p r i ce and t he su r roun d in g 

fever .

T h e case is w or se, because at  m ost  per iods o f  great  com m ercial  

exci t em en t  t h ere is som e m ixt u re o f  t he older  and sim pler  k ind  o f  

in vest ing m ania. T h ou gh  the m on ey o f  savin g persons is in  t he hands 

o f  banks, and t hough , b y  o f fer i n g in terest , banks ret ain  t he com m and 

o f  m uch  o f  i t , y et  t h ey do n ot  ret ain  t he com m and o f  t he w h ole, o r  

an yt h in g near  t he w h o le; al l  o f  i t  can  be used, and m uch  o f  i t  is used, 

b y  i t s ow n ers. T h ey  specu lat e w i t h  i t  i n  bubble com pan ies and in  

w or t h less shares, just  as t h ey d id  in  t he t im e o f  t he Sou t h  Sea m ania, 

w h en  t h ere w er e no banks, and as t h ey w ou ld  again  i n  En glan d  sup 

Digitized for FRASER 

http://fraser.stlouisfed.org/ 

Federal Reserve Bank of St. Louis



78 WHY LOMBARD STREET IS OFTEN DULL

posin g t h at  banks ceased t o exist . T h e m ania o f  1825 and t he m ania 

o f  1866 w er e st r i k i n g exam ples o f  t h is; in  t h ei r  case t o a great  ext en t , 

as in  m ost  sim i lar  m odern  per iods t o  a less ext en t , t he del i r ium  o f  

ancien t  gam bl in g co-operat ed  w i t h  t he m i lder  m adness o f  m odem  

over t rad in g. A t  the v er y  beginn ing o f  adversi t y, t he coun t ers in  t he 

gam bl in gm an ia, t he shares in  t he com pan ies creat ed  t o feed  the m ania, 

are d iscovered  t o  be w or t h less; d ow n  t h ey al l  go, and w i t h  them  m uch  

o f  cred i t .

T h e good  t im es t oo o f  h igh  p r ice alm ost  alw ays engender  m uch  

fraud . A l l  people are m ost  credu lous w h en  t h ey  are m ost  h appy; 

and w h en  m uch  m on ey has just  been  m ade, w h en  som e people are 

r eal l y  m ak in g i t , w h en  m ost  people t h in k  t h ey  are m ak in g i t , t here 

is a h appy oppor t u n i t y f o r  ingen ious m en daci t y. A lm ost  everyt h i n g 

w i l l  be bel ieved fo r  a l i t t le w h i le, and l on g befor e d i scover y t he w or st  

and m ost  ad ro i t  deceivers are geogr aph i cal l y o r  l egal l y beyon d  the 

reach  o f  pun ishm ent . Bu t  t he harm  t h ey  have done d i ffuses harm , fo r  

i t  w eak en s cred i t  st i l l  far t h er .

W h en  w e understand t hat  Lom bard  St reet  is sub ject  t o severe 

al t ernat ions o f  opposi t e causes, w e shou ld  cease t o b e surpr ised at  i t s 

seem ing cycles. W e should cease t oo t o  be surpr ised at  t he sudden 

pan ics. D u r i n g t he per iod  o f  react ion  and adversi t y, just  even  at  t he 

last  instan t  o f  p rosper i t y, t he w h o le st ruct u re is del icat e. T h e pecu l iar  

essence o f  ou r  ban k in g syst em  is an unpreceden t ed t rust  bet w een  m an 

and m an: and w h en  t hat  t r ust  i s m uch  w eak en ed  b y  h idden  causes, a 

sm al l  acciden t  m ay gr eat l y  h u r t  i t , and a great  acciden t  f o r  a m om ent  

m ay alm ost  d est r oy i t

N o w  t oo t h at  w e com prehend  t he inevi t ab le vicissi t udes o f  L om 

bard  St reet , w e can  also t h or ou gh l y com prehend t he card inal  im 

por t an ce o f  alw ays ret ain in g a great  ban k in g reserve. W h et h er  t he 

t im es o f  ad versi t y are w el l  m et  o r  i l l  m et  depends far  m ore on th is than 

on  an y ot h er  single ci r cum st ance. I f  t he reserve be large, i t s m ag

n i t ude sustains cred i t ; and i f  i t  be sm al l , i t s d im inut ion  st im ulates the 

gravest  apprehensions. A n d  t he bet t er  w e com prehend the im por 

t ance o f  t he ban k in g reserve, t he h igh er  w e shal l  est im ate the re

spon sib i l i t y o f  those w h o  k eep i t .
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CH APTE R VII.

A More Exact Account of the Mode in Which 
the Bank of England Has Discharged Its 

Duty of Retaining a Good Bank Reserve, and 
of Administering It Effectually.

T h e  preced in g chapt ers have in  som e degree enabled us t o appreciat e 

t he im por t ance o f  t he dut ies w h i ch  t he Ban k  o f  En glan d  is bound t o 

d ischarge as t o  i t s ban k in g reserve.

I f  w e ask h ow  t he Ban k  o f  En glan d  has d ischarged th is great  re

spon sib i l i t y, w e shal l  be st r u ck  b y  t h ree t h in gs: first, as has been  said 

befor e, t he Ban k  has n ever  b y  an y corporat e act  o r  author ised u t 

t erance ack n ow ledged  the d u t y, and som e o f  i t s d i rect ors d en y i t ; 

second (w h at  is even  m ore rem ark ab le) , no resolu t ion  o f  Par l iam ent , 

no repor t  o f  an y Com m i t t ee o f  Par l iam en t  (as far  as I  k n ow ) , no r e

m em bered speech  o f  a responsible statesm an, has assigned or  en 

fo r ced  t hat  d u t y  on  t he Ban k ; third (w h at  is m ore rem arkable st i l l ) , 

t he d ist in ct  t each in g o f  ou r  h ighest  aut hor i t ies has of t en  been  t hat  no 

pub l i c d u t y  o f  an y k ind  is im posed on  t he Ban k in g D epar t m en t  o f  the 

Ban k ; t hat , f o r  ban k in g purposes, i t  is on l y  a join t  st ock  bank  l i k e an y 

ot h er  ban k ; t hat  i t s m anagers shou ld  l ook  on ly  t o t he in t erest  o f  t he 

propr iet or s and t h ei r  d i viden d ; t hat  t h ey are t o m anage as t he L on d on  

and W est m in st er  Ban k  o r  t he U n ion  Ban k  m anages.

A t  f i r st , i t  seem s exceed in gl y st ran ge t h at  so im por t an t  a responsi 

b i l i t y  shou ld  be un im posed, un ack n ow ledged , and den ied; bu t  t he 

explanat ion  is t h is. W e are l i v in g am id the vest iges o f  old  con t ro 

versies, and w e speak  t h ei r  language, t h ough  w e are deal ing w i t h  d i f 

fer en t  t hough t s and d i f feren t  fact s. Fo r  m ore than f i f t y  year s—fr om  

1793 d ow n  t o 1844—t here w as a keen  con t rover sy as t o t he publ i c 

dut ies o f  t he Ban k . I t  w as said  t o  be t he ‘m anager ’ o f  t h e paper  cu r 

r en cy, and on  t hat  accoun t  m an y expect ed  m uch  good  f r om  i t ; others 

said i t  d id great  harm ; ot hers again  t hat  i t  cou ld  do nei t her  good  nor  

harm . Bu t  f o r  t he w h ole per iod  t here w as an incessant  and f ier ce 

discussion . T h at  discussion  w as t erm inat ed b y  t he A c t  o f  1844. B y  

t hat  A c t  t he cu r r en cy m anages i t sel f ; t he en t i re w or k i n g is aut om at ic. 

T h e Ban k  o f  En glan d  p lain l y does not  m anage—cannot  even  be said 

t o m anage—the cu r r en cy an y m ore. A n d  n at u ral l y, bu t  r ash ly, t he
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on l y  reason upon  w h i ch  a pub l i c respon sib i l i t y used t o be assigned 

t o t he Ban k  h avin g n ow  clear l y  com e t o  an  end, i t  w as in fer red  b y  

m an y t hat  t he Ban k  had no responsibi l i t y.

T h e com plet e u n cer t ain t y as t o t he degree o f  respon sib i l i t y ac

k n ow ledged  b y  t he Ban k  o f  En glan d  is best  i l lust rat ed b y  w h at  has 

been said b y  t he Ban k  d i rect ors t hem selves as t o t he pan ic o f  1866. 

T h e pan ic o f  t hat  year , i t  w i l l  be rem em bered, happened, con t r ar y  t o 

p receden t , in  t he sp r in g, and at  t he n ext  m eet ing o f  t he Cou r t  o f  

Ban k  p ropr iet or s—t he Sept em ber  m eet ing—t here w as a v er y  rem ark 

able discussion, w h i ch  I  gi ve at  lengt h  b elow ,*  and o f  w h i ch  al l  t hat  

is m ost  m ater ial  w as thus descr ibed in  t he ‘Econ om ist ’ :—

‘t h e  g r e a t  i m p o r t a n c e  o f  t h e  l a t e  m e e t i n g

OF THE PROPRIETORS OF THE BANK OF ENGLAND.

‘T h e lat e m eet ing o f  t he p ropr iet ors o f  t he Ban k  o f  En glan d  has 

a v er y  unusual  im por t ance. T h er e can  b e no effect ual  i n q u i r y n ow  

in t o t he h ist o r y  o f  t he late cr isis. A  Par l i am en t ar y com m i t t ee n ext  

year  w ou ld , un less som eth ing st range o ccu r  in  t he in t er val , be a great  

w ast e o f  t im e. M en  o f  business h ave keen  sensat ions bu t  sh or t  m em 

or ies, and t h ey  w i l l  care no m ore n ext  Feb r u ar y f o r  t he even t s o f  last  

M ay  t han  t h ey  n ow  care fo r  t he events o f  O ct ober  1864. A  pro 

formd i n qu i r y, on  w h i ch  no real  m ind is spent , and w h i ch  everyon e 

k n ow s w i l l  lead t o not h ing, is far  w or se than no in qu i r y  at  al l . U n d er  

t hese ci r cum stances t he off icial  statem ents o f  t he Gover n o r  o f  t he 

Ban k  are t he on l y  authen t ic exposi t ions w e shal l  have o f  t he p o l i cy  

o f  t he Ban k  D i rect ors, w h et h er  as respect s t he past  o r  t he fu t u re. 

A n d  w h en  w e exam ine t he proceed in gs w i t h  care, w e shal l  f in d  t hat  

t h ey con t ain  m at t er  o f  t he gravest  im por t .

‘T h i s m eet ing m ay be considered t o  adm i t  and recogn ise t he fact  

t hat  the Ban k  o f  En glan d  keeps t he sole bank ing r eserve o f  t he coun 

t r y . W e do n ot  n ow  m ix up  t h is m at t er  w i t h  t he cou n t r y  ci r cu la

t ion , o r  t he quest ion  w h et h er  t here shou ld  be m an y issuers o f  notes 

o r  on l y  one. W e speak  n ot  o f  t he cu r ren cy reserve, bu t  o f  t he bank 

i n g reserve—t he reserve held  against  deposi t s, and not  t he reserve 

held  against  notes. W e have o f t en  insisted in  these colum ns t h at  t he 

Ban k  o f  En glan d  does k eep  t he sole real  reserve—the sole considerable 

un occup ied  mass o f  cash  in  t he cou n t r y ; bu t  t here has been no un i 

versal  agreem en t  about  i t . Gr eat  aut hor i t ies have been u n w i l l i n g t o 

adm i t  i t . T h ey  have not , indeed, fo r m al l y  and exp l i ci t l y  con tended 

against  i t . I f  t h ey  had, t h ey  m ust  h ave poin t ed  ou t  som e ot her  great

* See N ot e D  in  the Appendix.
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st ore o f  unused cash  besides t hat  at  t he Ban k , and t h ey cou ld  n ot  f ind 

such  st ore. Bu t  t h ey have at tem pted dist inct ions;—have said t hat  t he 

doct r in e t h at  t he Ban k  o f  En glan d  keeps t he sole bank ing reserve o f  

the cou n t r y  w as “ n ot  a good  w ay  o f  pu t t i n g i t ,”  w as exaggerat ed , and 

w as calcu lat ed  t o  m islead.

‘Bu t  t he late m eet ing is a com plet e adm ission t hat  such  is t he fact . 

T h e Gover n o r  o f  t he Ban k  said :—

* “ A  great  st rain  has w i t h i n  t he last  f ew  m onths been pu t  upon  the 

resources o f  th is house, and o f  t he w h o le bank ing com m un i t y o f  

L on d on ; and I  t h in k  I  am  ent i t led t o say t hat  n ot  on l y  th is house, 

bu t  t he en t i re ban k in g b od y, acqui t t ed them selves m ost  h on ourab ly 

and cred i t ab ly  t h rough ou t  t hat  v er y  t r y i n g per iod. Ban k in g is a v er y  

pecu l iar  business, and i t  depends so m uch  upon  cred i t  t hat  t he least  

blast  o f  suspicion  is su ff icien t  t o sw eep  aw ay, as i t  w er e, t he harvest  

o f  a w h o le year . Bu t  t he m anner  in  w h i ch  the ban k in g establ ish 

m ents gen er al l y in  L on d on  m et  t he dem ands m ade upon  them  du r in g 

the great er  por t ion  o f  the past  h al f -year  affords a m ost  sat i sfact or y 

p r o o f  o f  t he soundness o f  t he pr incip les on  w h i ch  t h ei r  business is 

con duct ed . T h i s house exer t ed  i t sel f  t o the utm ost—and exer t ed 

i t sel f  m ost  su ccessfu l l y—t o m eet  the cr isis. W e d id  not  f l in ch  fr om  

ou r  post . W h en  t he st orm  cam e upon  us, on  t he m orn in g on  w h i ch  

i t  becam e k n ow n  t hat  t he house o f  O veren d  and Co. had fai led , w e 

w er e in  as sound and h eal t h y a posi t ion  as an y ban k in g establ ishm ent  

cou ld  hold, and on  t hat  d ay and t h rough ou t  t he succeed ing w eek  w e 

m ade advances w h i ch  w ou ld  h ard l y be cred i t ed . I  do n ot  bel ieve 

t hat  an yon e w ou ld  have t h ough t  o f  p red ict in g, even  at  t he shor test  

per iod  beforehand, t he greatness o f  t hose advances. I t  w as not  un 

nat ural  t hat  in  th is state o f  t h ings a cer t ain  degree o f  alarm  should 

have t aken  possession o f  t he pub l i c m ind, and that  those w h o  requ i red  

accom m odat ion  f r om  t he Ban k  should have gon e t o t he Ch an cel lor  

o f  t he Exch equ er  and request ed the Govern m en t  t o em pow er  us t o 

issue notes beyon d  the st at u t or y am ount , i f  w e should t h in k  t hat  

such  a m easure w as desirable. Bu t  w e had t o act  befor e w e cou ld  

r eceive an y such  pow er , and before the Ch an cel lor  o f  t he Exch equ er  

w as perhaps ou t  o f  his bed w e had advanced on e-h al f  o f  ou r  reserves, 

w h i ch  w er e cer t ain l y thus reduced t o an am ount  w h i ch  w e cou ld  

not  w i t ness w i t h ou t  regret . Bu t  w e w ou ld  not  fl inch  f r om  the d u t y  

w h i ch  w e con cei ved  w as im posed upon  us o f  suppor t in g the bank ing 

com m un i t y, and I  am  n ot  aw are t hat  an y legi t im ate appl icat ion  m ade 

fo r  assistance t o t h is house w as refused. Ev er y  gen t lem an w h o  cam e 

here w i t h  adequate secu r i t y w as l iber al ly deal t  w i t h , and i f  accom 
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m odat ion  cou ld  n ot  be af forded  t o t he fu l l  ext en t  w h i ch  w as de

m anded, no one w h o  of fered  p r op er  secu r i t y fai led  t o obtain  r el i ef  

f r om  th is house.”

‘N o w  th is is d i st in ct l y say in g t hat  t he ot her  banks o f  t he cou n t r y 

need n ot  k eep an y such  ban k in g reserve—an y such  sum  o f  act ual  

cash—o f  real  sovereigns and ban k  notes, as w i l l  help them  t h rough  a 

sudden  pan ic. I t  ack n ow ledges a “ d u t y”  on  t he par t  o f  t he Ban k  o f  

En glan d  t o “ suppor t  t he bank ing com m u n i t y,”  t o m ake t he reserve 

o f  t he Ban k  o f  En glan d  do fo r  t hem  as w el l  as f o r  i t sel f .

‘I n  ou r  judgm en t  t h is language is m ost  just , and t he Gover n o r  o f  

t he Ban k  cou ld  scar cel y have done a great er  pub l ic service than b y  

usin g language so businessl ike and so d ist inct . L et  us k n ow  p reci sely 

w h o  is t o  k eep t he ban k in g reserve. I f  t he jo i n t  st ock  banks and 

the pr ivat e banks and t he cou n t r y  banks are t o k eep  t h ei r  share, let  

us determ ine on  t h at ; M r . Gladst on e appeared n ot  l on g since t o say in  

Par l iam en t  t h at  i t  ough t  t o  be so. Bu t  at  an y rat e t here should be no 

doubt  w h ose d u t y  i t  is. U p on  groun ds w h i ch  w e have of t en  stated, 

w e bel ieve t hat  t he an om aly o f  one ban k  k eep in g the sole bank ing 

reserve is so f i xed  in  ou r  syst em  that  w e cannot  ch an ge i t  i f  w e 

w ou ld . T h e great  evi l  t o be feared  w as an ind ist inct  con cept ion  o f  

t he fact , and t hat  is n ow  avoided.

‘T h e im por t an ce o f  t hese declarat ions b y  t he Ban k  is great er , be

cause aft er  t he pan ic o f  1857 t he bank  d id  n ot  hold  exact ly  the sam e 

language. A  person  w h o  loves con cise expressions said lat ely “ t hat  

O veren ds brok e t he Ban k  in  1866 because i t  w en t , and in 1857 be

cause i t  w as n ot  l et  go .”  W e need n ot  t oo p reci sely exam ine such  

lan guage; t he elem ent  o f  t ru t h  in  i t  is v er y  plain—the great  advances 

m ade t o  O veren ds w er e a p r in cipal  even t  in  t he pan ic o f  1857; t he 

b i l l -b rok ers w er e t hen  v er y  m uch  w h at  t he bankers w er e lat ely— 

t h ey  w er e t he bor row er s w h o  w an t ed  sudden  and in calcu lable ad 

vances. Bu t  t he b i l l -b rok ers w er e t o ld  n ot  t o expect  t he l i k e again . 

Bu t  A lderm an  Salom ons, on  t he par t  o f  t he L on d on  bankers, said, 

“ he w ish ed  t o  t ak e t h at  oppor t u n i t y o f  st at in g t h at  he bel ieved n ot h ing 

cou ld  be m ore sat i sfact o ry  t o  t he m anagers and shareholders o f  join t  

st ock  banks t han  t he t est im on y w h i ch  the Go ver n o r  o f  t he Ban k  o f  

En glan d  had t h at  d ay borne t o  t he sound and honourable m anner in 

w h i ch  t h ei r  business w as con duct ed . I t  w as m an i fest ly desirable t hat  

t he jo i n t  st ock  banks and the ban k in g in terest  gen er al l y shou ld  w or k  

in  h arm on y w i t h  t he Ban k  o f  En glan d ; and he sin cer ely t hanked the 

Gover n o r  o f  t he Ban k  fo r  t he k i n d l y m anner  in  w h i ch  he had al 

luded t o  t he m ode i n  w h i ch  t he joi n t  st ock  banks had m et  the late
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m on et ar y cr i sis.”  T h e Ban k  o f  En glan d  agrees t o  give ot her  banks 

t he requ isi t e assistance in  case o f  need, and t he ot h er  banks agree t o  

ask  f o r  i t .

‘Secon d l y. T h e Ban k  agrees, i n  fact , i f  n ot  in  nam e, t o  m ake un 

l im i t ed advances on  p roper  secu r i t y t o  an yon e w h o  appl ies f o r  i t . 

O n  the presen t  occasion  45,000,000/ . w as so advanced in  t h ree m onths. 

A n d  t he Ban k  do not  say t o t he m ercan t i le com m un i t y, o r  t o  t he 

bankers, “ D o  n ot  com e t o  us again . W e helped yo u  once. Bu t  do 

n ot  l ook  upon  i t  as a preceden t . W e w i l l  n ot  help  yo u  again .”  O n  

the con t r ar y, t he eviden t  and in tended im pl icat ion  is t h at  un der  l i k e 

ci r cum st ances t he Ban k  w ou ld  act  again  as i t  has n ow  act ed .’

T h i s ar t i cle w as m uch  d isl iked b y  m an y o f  t he Ban k  d i rect ors, and 

especial ly b y  som e w hose opin ion  is o f  great  au t h or i t y. T h ey  t h ough t  

t hat  t he ‘Econ om ist ’ d r ew  ‘rash  deduct ions’ f r om  a speech  w h i ch  w as 

in  i t sel f  ‘open  t o som e ob ject ion ’—w h ich  w as, l i k e al l  such  speeches, 

defect i ve in  t h eoret i cal  precision , and w h i ch  w as at  best  on l y  t he 

expression  o f  an opin ion  b y  the Go ver n o r  o f  t h at  d ay, w h i ch  had 

n ot  been author ised b y  t he Cou r t  o f  D i r ect ors, w h i ch  cou ld  n ot  b ind 

t he Ban k . H o w ever  t he ar t i cle had at  least  th is use, t hat  i t  b rou gh t  

ou t  t he fact s. A l l  t he d i rect ors w ou ld  have fel t  a d i f f i cu l t y in  com 

m en t ing upon , o r  l im i t in g, o r  in  d i f fer in g f r om , a speech  o f  a Gover n o r  

f r om  the chai r . Bu t  t here w as no d i f f i cu l t y or  d el icacy in  at t ack ing 

t he ‘Econ om ist .’ A cco r d in gl y  M r . H an k ey, one o f  t he m ost  exper i 

enced bank  d i rect ors, n ot  lon g af t er , t ook  occasion  t o  obser ve:—

‘T h e “ Econ om ist ”  n ew spaper  has pu t  fo r t h  w h at  in  m y opin ion  is 

t he m ost  m isch ievous doct r in e ever  broached  in  t he m on et ar y o r  

bank ing w or l d  in  th is cou n t r y ; viz. t hat  i t  is t he p roper  fun ct ion  o f  

the Ban k  o f  En glan d  t o k eep m on ey avai lab le at  al l  t im es t o  su pp l y 

t he dem ands o f  bankers w h o  have rendered  t h ei r  ow n  assets un 

avai lable. U n t i l  such  a doct r in e is repud iat ed  b y  t he ban k in g in terest , 

t he d i f f i cu l t y o f  pu rsu in g an y sound pr in cip le o f  bank ing i n  Lon d on  

w i l l  be alw ays v er y  great . Bu t  I  do n ot  bel ieve t h at  such  a doct r ine 

as t hat  bankers are just i f ied  in  r el y i n g on  the Ban k  o f  En glan d  t o  

assist  t hem  in  t im e o f  need is gen er al l y held  b y  t he bankers in  Lon don .

‘I  con sider  i t  t o  be t he undoubt ed d u t y  o f  t he Ban k  o f  En glan d  

t o hold  i t s ban k in g deposi t s ( r eservin g gen eral l y abou t  one-t h i rd  in  

cash) in  t he m ost  avai lab le secur i t ies; and in  t he even t  o f  a sudden 

pressure in  t he m on ey m arket , b y  w h at ever  ci r cum st ance i t  m ay be 

caused, t o bear  i t s fu l l  share o f  a drain  on  i t s resources. I  am  read y 

t o adm it , h ow ever , t hat  a general  opin ion  has lon g p revai led  t hat  the 

Ban k  o f  En glan d  ough t  t o be prepared t o do m uch  m ore t han  th is,
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t h ough  I  con fess m y  surpr ise at  f in d in g an advocat e f o r  such  an 

opin ion  in  t h e “ Econ om ist .”  *  I f  i t  w er e p ract i cab le f o r  t he Ban k  

t o  ret ain  m on ey un em ployed  t o  m eet  such  an  em ergen cy, i t  w ou ld  

be a v er y  u n w ise t h in g t o do so. Bu t  I  con t end t hat  i t  is qu i t e im 

p ract icab le, and i f  i t  w er e possible, i t  w ou ld  be m ost  inexpedien t ; 

and I  can  on l y  express m y  r egr et  t h at  t he Ban k , f r om  a desire t o  do 

everyt h i n g in  i t s p ow er  t o  af for d  general  assistance in  t im es o f  bank 

i n g o r  com m ercial  d ist ress, shou ld  ever  have act ed  in  a w ay  t o  en 

cou rage such  an opin ion . T h e m ore t he con duct  o f  t he affai rs o f  

t he Ban k  is m ade t o assim i late t o  t he con duct  o f  ever y  ot h er  w el l -  

m anaged ban k  in  t he U n i t ed  K in gdom , the bet t er  f o r  t he Bank , and 

t he bet t er  f o r  t he com m u n i t y at  l arge.’

I  am  scar cel y a judge, bu t  I  do not  t h in k  M r . H an k ey repl ies t o 

t he ‘Econ om ist ’ v er y  con clu si vely .

Fi rst . H e shou ld  have observed t hat  t he quest ion  is n ot  as t o w h at  

‘ough t  t o be,’ bu t  as t o  w h at  is. T h e ‘Econ om ist ’ did not  say t hat  

t he syst em  o f  a sin gle ban k  reserve w as a good  system , bu t  t hat  i t  

w as t he syst em  w h i ch  existed, and w h i ch  m ust  be w or k ed , as you  

cou ld  n ot  chan ge i t .

Secon d l y. M r . H an k ey shou ld  have sh ow n  ‘som e ot her  st ore o f  

unused cash ’ excep t  t he reserve in  t he Ban k in g D epar t m en t  o f  the 

Ban k  o f  En glan d  ou t  o f  w h i ch  advances in  t im e o f  pan ic cou ld  be 

m ade. T h ese advances are necessary, and m ust  be m ade b y  som eone. 

T h e ‘reserves’ o f  Lon d on  bankers are n ot  such  st ore; t h ey are used 

cash , n ot  unused; t h ey  are p ar t  o f  t he Ban k  deposit s, and len t  as such.

T h i r d l y . M r . H an k ey should have observed  t hat  w e k n ow  b y the 

publ ished f igu res t hat  t he join t  st ock  banks o f  Lon d on  do not  keep 

one-t h i rd , o r  an yt h in g l i k e one-t h i rd , o f  t h ei r  l iabi l i t ies in  ‘cash ’— 

even  m ean ing b y  ‘cash ’ a deposi t  at  t he Ban k  o f  En glan d . O ne-t h i rd  

o f  t he deposi t s in  join t  st ock  banks, n ot  t o speak  o f  the pr ivat e banks, 

w ou ld  be 30,000,000/ .; and the p r ivat e deposi t s o f  t he Ban k  o f  En g 

land are 18,000,000/ . A cco r d in g t o his ow n  statem ent , t here is a 

con spicuous con t rast . T h e join t  st ock  banks, and the p r ivat e banks, 

no doubt , t oo, k eep one sor t  o f  reserve, and the Ban k  o f  En glan d  a 

d i fferen t  k ind o f  reserve al t oget her . M r . H an k ey says t hat  t he t w o  

ough t  t o be m anaged on the sam e pr in cip le; bu t  i f  so, he should have 

said w h et h er  he w ou ld  assim i late t he p ract i ce o f  t he Ban k  o f  En g 

land t o t hat  o f  t he ot her  banks, o r  t hat  o f  t he ot her  banks t o t he 

p ract i ce o f  t he Ban k  o f  En glan d .

Fou r t h l y . M r . H an k ey should have observed that , as has been

•  V ide Econom ist  o f  Septem ber 22, 1866.
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explained, i n  m ost  pan ics, t he p r in cipal  use o f  a ‘ban k in g reserve’ 

is n ot  t o advance t o  bankers; t he largest  am oun t  is alm ost  alw ays 

advanced t o t he m ercan t i le p ub l i c and t o b i l l -b rok ers. Bu t  t he poin t  

is, t hat  b y  ou r  syst em  al l  ext ra pressure is t h row n  upon  t he Ban k  o f  

En glan d . I n  t he w or st  par t  o f  t he cr isis o f  1866,50,000/ . ‘f r esh  m on ey’ 

cou ld  not  be b or row ed , even  on  t he best  secu r i t y—even  on  Consols— 

excep t  at  t he Ban k  o f  En glan d . T h er e w as no ot h er  len der  t o n ew  

bor row ers.

Bu t  m y ob ject  n ow  is not  t o r evi ve a past  con t r oversy, bu t  t o  sh ow  

in  w h at  an un sat isfact ory and uncer t ain  con d i t ion  t hat  con t r oversy 

has l ef t  a m ost  im por t an t  sub ject . A i r . H an k ey’s is t he last  explana

t ion  w e have had o f  t he p o l i cy  o f  t he Bank . H e is a v er y  exper i 

enced and at t en t ive d i rect or , and I  t h in k  expresses, m ore o r  less, t he 

opin ions o f  ot h er  d i rect ors. A n d  w h at  do w e find? Set t in g aside 

and say in g n ot h in g abou t  t he rem arkable speech  o f  t he Gover n o r  in  

1866, w h i ch  at  least  (accord in g t o t he in t erpret at ion  o f  t he ‘Econ o 

m ist ’ ) w as cl ear  and excel len t , M r . H an k ey leaves us in  doubt  al 

t oget h er  as t o w h at  w i l l  be the p o l i cy  o f  t he Ban k  o f  En glan d  in  the 

n ext  pan ic, and as t o w h at  am ount  o f  aid t he pub l ic m ay t hen  ex

pect  f r om  i t . H i s w or d s are t oo vague. N o  one can  t el l  w h at  a 

‘fai r  share’ m eans; st i l l  less can  w e t el l  w h at  ot h er  people at  som e 

fu t u r e t im e w i l l  say i t  m eans. T h eo r y  suggest s, and exper ience proves, 

t hat  in  a pan ic t he holders o f  t he u l t im ate Ban k  reserve (w h et h er  one 

bank  o r  m an y)  shou ld  lend t o al l  t hat  b r i n g good  secur i t ies qu ick l y, 

f r eel y , and r ead i ly . B y  t hat  p o l i cy  t h ey al lay a pan ic; b y  ever y other  

p o l i cy  t h ey in t en si fy i t . T h e publ ic have a r i gh t  t o k n ow  w het h er  

the Ban k  o f  En glan d —t he holders o f  ou r  u l t im ate bank  reserve— 

ack n ow ledge th is d u t y, and are r ead y t o per for m  i t . Bu t  th is is n ow  

v er y  uncer t ain .

I f  w e r efer  t o h ist ory, and exam ine w h at  in  fact  has been the con 

du ct  o f  t he Ban k  d i rect ors, w e f in d  t hat  t h ey  have act ed  exact l y  as 

persons o f  t h ei r  t yp e, ch aract er , and posi t ion  m igh t  have been ex 

pect ed  t o act . T h ey  are a board  o f  p lain , sensible, p rosperous En g 

l ish m erchan t s; and t h ey have both  done and l ef t  undone w h at  such  

a board  m igh t  have been  expect ed  t o do and n ot  t o do. N o b o d y  

cou ld  expect  great  at t ainm ents in  econom ical  scien ce f r om  such  a 

board ; labor ious st u d y is f o r  t he m ost  par t  fo rei gn  t o t he habi t s o f  

En gl i sh  m erchan t s. N o r  cou ld  w e expect  or igin al  vi ew s on  bank ing, 

fo r  ban k in g is a special  t r ade, and En gl i sh  m erchan t s, as a b od y, have 

had no exper ience in  i t . A  ‘board ’ can  scar cel y  ever  m ake im prove

m ents, fo r  t he p o l i cy  o f  a board is determ ined b y  t he opin ions o f
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t he m ost  num erous class o f  i t s m em bers—it s average m em bers—and 

t hese are n ever  p repared fo r  sudden im provem en t s. A  board  o f  up 

r i gh t  and sensible m erchan t s w i l l  alw ays act  accor d in g t o  w h at  i t  

considers ‘safe’ pr incip les—t hat  is, accord in g t o  t he received m axim s 

o f  t he m ercan t i le w or l d  t hen and t here—and in  t h is m anner t he d i rec

t ors o f  t he Ban k  o f  En glan d  h ave act ed  n ear l y u n i form ly.

T h ei r  st ren gt h  and t h ei r  w eakness w er e cu r i ou sly  exem pl i f ied at  

t he t im e w hen  t h ey had t he m ost  pow er . A f t er  t he suspension o f  

cash  paym en t s in  1797, t he d i rect ors o f  t he Ban k  o f  En glan d  cou ld  

issue w h at  notes t h ey l ik ed. T h er e w as no ch eck ; t hese notes cou ld  

n ot  com e back  upon  t he Ban k  fo r  paym en t ; t here w as a great  t em pta

t ion  t o ext ravagan t  issue, and no presen t  pen al t y upon  i t . Bu t  t he 

d i rect ors o f  t he Ban k  w i t h st ood  t he t em pt at ion ; t h ey d id n ot  issue 

t h ei r  in con ver t ib le notes ext ravagan t ly. A n d  the p r o o f  is, t hat  fo r  

m ore than t en  year s aft er  t he suspension o f  cash  paym en t s t he Ban k  

paper  w as undepreciat ed , and ci r cu lat ed  at  no d iscoun t  in  com 

par ison w i t h  gold . T h ou gh  t he Ban k  d i rect ors o f  t hat  d ay at  last  

fel l  i n t o er rors, y et  on  t he w h ole t h ey act ed  w i t h  sin gu lar  judgm en t  

and m oderat ion . Bu t  w h en , in  1810 , t h ey cam e t o be exam ined as 

t o  t h ei r  reasons, t h ey gave answ ers t h at  have becom e alm ost  classical  

b y  t h ei r  nonsense. M r . Pearse, the Gover n o r  o f  t he Bank , said :—

‘ In  con sider in g th is sub ject , w i t h  referen ce t o t he m anner  in w h i ch  

bank -not es are issued, resu l t in g f r om  the appl icat ions m ade fo r  dis

coun t s t o su pp ly t he n ecessary w an t  o f  bank-notes, b y  w h i ch  t hei r  

issue in  am ount  is so con t rol led  t hat  i t  can  n ever  am ount  t o an excess, 

I  can n ot  see h ow  the am ount  o f  bank -notes issued can  operat e upon  

t he p r i ce o f  bu l l ion , o r  t he state o f  t he exchanges; and t h erefore I  am 

i n d ivid u al l y o f  opin ion  t hat  t he p r ice o f  bu l l ion , o r  t he state o f  the 

exchanges, can n ever  be a reason fo r  lessen ing the am ount  o f  bank 

notes t o  be issued, alw ays u n d em an d in g the con t ro l  w h i ch  I  have 

al ready descr ibed.

‘I s t he Go ver n o r  o f  t he Ban k  o f  t he sam e opin ion  w h i ch  has n ow  

been expressed b y  t he D ep u t y-Gover n o r ?

‘M r . W h i t m ore—I  am  so m uch  o f  t he sam e opin ion , t hat  I  never  

t h in k  i t  necessary t o adver t  t o the p r ice o f  gold , o r  t he state o f  the 

exch an ge, on  t he days on  w h i ch  w e m ake ou r  advances.

‘D o  yo u  adver t  t o t hese t w o  ci r cum stances w i t h  a v i ew  t o regu lat e 

t he gen eral  am oun t  o f  yo u r  advances?—I  do n ot  adver t  t o i t  w i t h  a 

v i ew  t o ou r  gen eral  advances, con cei vin g i t  not  t o bear  upon  the 

quest ion .’

A n d  M r . H arm an , anot her  Bank  d i rect or , expressed his opin ion  in
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t hese t erm s:—‘I  m ust  v er y  m at er ial ly al t er  m y opin ions befor e I  can  

suppose t hat  t he exchanges w i l l  be in f luenced b y  an y m od i f icat ions 

o f  ou r  paper  cu r r en cy.’

V er y  few  persons perhaps cou ld  have m anaged to com m i t  so m an y 

blunders in  so few  w ords.

Bu t  i t  is no d isgrace at  al l  t o t he Ban k  d i rect ors o f  t hat  d ay t o  have 

com m i t t ed  these blunders. T h ey  spok e accor d in g t o t he best  m er 

can t i le opin ion  o f  En glan d . T h e C i t y  o f  L on d on  and t he H ouse o f  

Com m ons bot h  approved  o f  w h at  t h ey said ; those w h o  dissented w er e 

said t o be abst ract  th inkers and u n pract ical  m en. T h e Ban k  d i rect ors 

adopted t he o r d i n ar y opin ions, and pursued the usual  p ract ice o f  t h ei r  

t im e. I t  w as t h is ‘rou t ine’ t hat  caused t h ei r  m oderat ion . T h ey  be

l ieved  t h at  so l on g as t h ey issued ‘notes’ on l y at  5 per  cen t , and on l y 

on  t he d iscoun t  o f  good  bi l ls, those notes cou ld  n ot  be depreciated. 

A n d  as t he num ber  o f  ‘good ’ b i l ls—bi l ls w h i ch  sound m erchan ts k n ow  

to be good—does n ot  r ap id l y increase, and as t he m ark et  rat e o f  

in t erest  w as of t en  less than 5 per  cen t , t hese ch eck s on  over-issue 

w er e v er y  ef fect i ve. T h ey  fai led  in  t im e, and t he t h eo ry upon  w h i ch  

t h ey w er e defen ded w as nonsense; bu t  f o r  a t im e t h ei r  operat ion  w as 

p ow er fu l  and excel len t .

U n lu ck i l y , in  t he m anagem ent  o f  the m at t er  befor e us—the m anage

m en t  o f  t he Ban k  reserve—the d i rect ors o f  t he Ban k  o f  En glan d  w er e 

nei t her  acquain t ed w i t h  r i gh t  pr incip les, n or  w er e t h ey p rot ect ed  b y  

a jud icious rou t ine. T h ey  cou ld  n ot  be expect ed  them selves t o dis

cover  such  pr in cip les. T h e abst ract  t h in k in g o f  t he w or l d  is never  

t o be expect ed  f r om  persons in  h igh  p laces; t he adm in ist rat ion  o f  

f i r st - rat e cu r ren t  t ransact ions is a m ost  engrossing business, and those 

ch arged  w i t h  t hem  are usual ly bu t  l i t t le in cl ined t o t h in k  on  poin t s 

o f  t h eor y, even  w hen  such  t h in k in g m ost  n ear l y con cerns those 

t ransact ions. N o  doubt  w h en  m en ’s ow n  for t unes are at  stake, the 

inst inct  o f  t he t r ader  does som ehow  an t icipat e the conclusions o f  the 

closet . Bu t  a board  has no inst inct s w h en  i t  is not  get t in g an  in com e 

fo r  i t s m em bers, and w h en  i t  is on l y  d isch argin g a d u t y  o f  off ice. 

D u r in g t he suspension o f  cash  paym en t s—a suspension w h i ch  lasted 

t w en t y- t w o  year s—al l  t rad i t ions as t o a cash reserve had d ied aw ay. 

A f t er  18 19  t he Ban k  d i rect ors had t o d ischarge the d u t y  o f  k eep in g 

a ban k in g reserve, and (as the l aw  then  st ood )  a cu r r en cy reserve 

also, w i t h ou t  t he gu idance ei t her  o f  keen  in terests, o r  good  pr incip les, 

o r  w ise t rad i t ions.

U n d er  such  ci r cum stances, t he Ban k  d i rect ors i n evi t ab ly m ade 

m istakes o f  t he gravest  m agn i tude.
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T h e f i r st  t im e o f  t r ial  cam e in  1825. I n  t hat  year  t he Ban k  d i rect ors 

al low ed  t h ei r  st ock  o f  bu l l i on  t o fal l  in  t he m ost  alarm ing m an n er :—

I
O n D ec. 24,1824, the coin  and bul l ion in  the Bank was . 10,721,000 

O n  D ec. 25,1825, i t  was reduced t o .............................. 1,260,000

—and d ie consequence w as a pan ic so t rem endous t hat  i t s resu l t s are 

w el l  rem em bered af t er  n ear ly  f i f t y  years. I n  t he next  per iod  o f  

ext rem e t r ial—in  1837-9—the Ban k  w as com pel led  t o  d r aw  fo r

2,000,000/ . on  t he Ban k  o f  Fr an ce; and even  af t er  t hat  aid t he d i rect ors 

perm i t t ed  t h ei r  bu l l ion , w h i ch  w as st i l l  t he cu r r en cy reserve as w el l  

as t he ban k in g reserve, t o be reduced  t o  2,404,000/ .: a great  alarm  

pervaded  societ y, and generat ed an eager  con t roversy, ou t  o f  w h i ch  

u l t im at ely em erged t he A c t  o f  1844. T h e n ext  t r ial  cam e in  1847, 

and t hen t he Ban k  perm i t t ed  i t s bank ing reserve (w h ich  t he l aw  had 

n ow  d i st in ct l y separat ed) t o fal l  t o 1,176,000/ .; and so in tense w as 

the alarm , t hat  t he execu t ive Govern m en t  issued a let t er  o f  l icence, 

perm i t t in g t he Ban k , i f  necessary, t o break  t he n ew  l aw , and, i f  neces

sary, t o  b o r r ow  f r om  the cu r r en cy reserve, w h i ch  w as fu l l , in  aid 

o f  t he ban k in g reserve, w h i ch  w as em pt y. T i l l  1857 t here w as an 

unusual  calm  in  t he m on ey m arket , bu t  in  t he autum n o f  t hat  year  

t he Ban k  d i rect ors let  the bank ing reserve, w h i ch  even  in O ct ober  

w as far  t oo sm al l , fal l  t hus:

£
O ct . 1 0 * ................................................................... 4,024,000

” 1 7 ................................................................... 3,217,000

”  * 4 ................................................................... 3485,000
” 3 1 ................................................................... 2,258,000

N ov. 6 ................................................................... 2,155,000

* 3 ............................................. .......  957,000

A n d  t hen  a let t er  o f  l i cence l i k e t hat  o f  1847 w as n ot  on l y  issued, 

bu t  used. T h e M in i st r y o f  t he d ay author ised the Ban k  t o b o r r ow  

fr om  t he cu r r en cy reserve in  aid o f  t he ban k in g reserve, and the Bank  

o f  En glan d  did so b o r r ow  several  hundred pounds t i l l  t he end o f  the 

m onth  o f  N ovem b er . A  m ore m iserable cat alogue than t hat  o f  t he 

fai lu res o f  t he Ban k  o f  En glan d  t o k eep a good  ban k in g reserve in  

al l  t he seasons o f  t rouble bet w een  1825 and 1857 is scar cely t o  be 

fou n d  i n  h ist ory.

Bu t  since 1857 t here has been a great  im provem en t . B y  pain fu l  

even t s and incessant  d iscussions, m en o f  business have n ow  been

*  Ed itor 's N o te : T h is date is corrected in later edit ions as shown above. T h e 

or iginal  t ext  said “ O ct . 30.”
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t rained t o  see t hat  a l arge bank ing r eserve is necessary, and t o  under 

stand t hat , in  t he cu r ious const i t u t ion  o f  t he En gl i sh  ban k in g w or l d , 

t he Ban k  o f  En glan d  is t he on l y  b od y w h i ch  cou ld  ef fect u al l y  k eep i t . 

T h ey  have n ever  ack n ow ledged  the d u t y ; som e o f  t hem , as w e have 

seen, d en y t he d u t y ; st i l l  t h ey have t o  a considerable ext en t  begun  

t o per form  t he d u t y . T h e Ban k  d i rect ors, bein g exper ienced and 

able m en o f  business, com prehended th is l ik e ot her  m en o f  business. 

Since 1857 t h ey have alw ays kept , I  do n ot  say a su ff icien t  bank ing 

reserve, bu t  a fai r  and cred i t ab le ban k in g reserve, and one al t oget her  

d i f feren t  f r om  an y w h i ch  t h ey kept  before. A t  one per iod  t he Ban k  

d i rect ors even  w en t  far t h er : t h ey m ade a d ist in ct  step in  advance o f  

t he pub l i c in t el l i gence; t h ey adopt ed a par t icu lar  m ode o f  raising 

the rat e o f  in terest , w h i ch  is far  m ore eff icien t  t han an y ot her  m ode. 

M r . Gosch en  observes, in  h is book  on t he Exch an ges:—

‘Bet w een  the rates in Lon d on  and Par is, t he expense o f  sending 

gold  t o and f r o  h avin g been reduced t o a m in im um  bet w een  t he t w o  

ci t ies, the d i f feren ce can n ever  be ver y  great ; bu t  i t  m ust  not  be fo r 

got t en  that ,—the in t erest  being t aken  at  a percen t age calcu lat ed  per  

annum , and the probable p rof i t  havin g, w h en  an operat ion  in  t h ree- 

m onth  bi l ls is con t em plated, t o be d ivided  b y  fou r , w hereas the 

percen t age o f  expense has t o be w h o l l y  borne b y  t he one t ransact ion , 

—a v er y  sl igh t  expense becom es a great  im pedim ent . I f  t he cost  is 

on l y yz p er  cen t , t here m ust  be a p ro f i t  o f  2 per  cen t  in  t he rate 

o f  in terest , o r  /2 per  cen t  on  t h ree m onths, before an y advan t age 

com m ences; and thus, supposing t hat  Par is capi t al ist s calcu lat e t hat  

t h ey m ay send t h ei r  gold  over  t o En glan d  fo r  /2 p er  cen t  expense, 

and chance t hei r  being so favou red  b y  t he Exch an ges as t o be able 

to d r aw  i t  back  w i t h ou t  an y cost  at  al l , t here m ust  never theless be 

an excess o f  m ore than 2 p er  cen t  in  the Lon d on  rat e o f  in terest  

over  t hat  in  Par is, before t he operat ion  o f  send ing gold  over  f r om  

Fran ce, m er el y f o r  t he sake o f  t he h igh er  in terest , w i l l  p ay.’

A cco r d in gl y , M r . Gosch en  recom m ended t hat  the Bank  o f  En g 

land should, as a ru le, raise t hei r  rate b y  steps o f  1 per  cen t  at  a t im e 

w h en  the ob ject  o f  the r ise w as to affect  the ‘fo reign  Exch an ges.’ A n d  

the Ban k  o f  En glan d , f r om  i860 on w ard , have act ed upon  t hat  pr in 

cip le. Befor e t hat  t im e t h ey used t o raise t h ei r  rat e alm ost  alw ays 

b y  steps o f  l/2 per  cen t , and there w as n ot h ing in t he general  

state o f  m ercan t i le opin ion  to com pel  t hem  t o change t hei r  po l i cy. 

T h e chan ge w as, on  t he con t r ar y, m ost  unpopu lar . O n  t h is oc

casion, and, as far  as I  k n ow , on  th is occasion  alone, t he Bank  o f  

En glan d  m ade an excel len t  al t erat ion  o f  t h ei r  p o l i cy , w h i ch  w as not
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exacted b y  con t em porary opin ion , and w h i ch  w as in  advance o f  i t .

T h e beneficial  resu l t s o f  t he im proved  p o l i cy  o f  t he Ban k  w er e 

palpable and speedy. W e w er e enabled b y  i t  t o sustain t he great  

drain  o f  si l ver  f r om  Eu r op e t o In d ia t o  p ay fo r  Ind ian  cot t on  in  the 

year s bet w een  186 2-1865. I n  t he autum n o f  1864 t h ere w as especial  

dan ger ; bu t , b y  a rap id  and able use o f  t h ei r  n ew  p o l i cy , t he Ban k  

o f  En glan d  m ain tained an adequate reserve, and preserved  the cou n t r y  

f r om  calam i t ies w h i ch , i f  w e had l ook ed  on l y  t o preceden t , w ou ld  

have seem ed inevi t able. A l l  t he causes w h i ch  produced  the pan ic o f  

1857 w er e in  act ion  in  1864—t he drain  o f  si l ver  in  1864 and the pre

ced in g year  w as beyon d  com par ison  great er  t han in  1857 and the 

year s befor e i t —and y et  in  1864 t h ere w as no pan ic. T h e Ban k  o f  

En glan d  w as alm ost  im m ed iat ely r ew ard ed  fo r  i t s adopt ion  o f  r i gh t  

pr in cip les b y  f in d in g t hat  t hose pr in cip les, at  a severe cr isis, pre

served  pub l ic cred i t .

In  1866 un doubt ed l y a pan ic occu r r ed , but  I  do n ot  t h ink  t hat  the 

Ban k  o f  En glan d  can  be b lam ed fo r  i t . T h ey  had in  t h ei r  t i l l  an ex 

ceed in gl y good  reserve accor d in g t o  the est im ate o f  t hat  t im e—a suffi 

cien t  reserve, in  al l  p robab i l i t y, t o  have coped  w i t h  t he cr ises o f  

1847 and 1857. T h e suspension o f  O veren d  and Gu r n ey—the m ost  

t rust ed p r ivat e f i rm  in  En glan d —caused an alarm , in  suddenness and 

m agn i t ude, w i t h ou t  exam ple. W h at  w as t he ef fect  o f  t he A c t  o f  

1844 on  the pan ic o f  1866 is a quest ion  on  w h i ch  opin ion  w i l l  be 

lon g d i vi ded ; bu t  I  t h in k  i t  w i l l  be gen eral l y agreed that , act in g 

un der  t he provision s o f  t hat  l aw , t he d i rect ors o f  the Ban k  o f  En g 

land had in  t h ei r  ban k in g depar tm ent  in  t hat  year  a fai r l y  large reserve 

—qu i t e as l arge a reserve as an yon e expect ed  them  to keep—t o m eet  

unexpect ed  and pain fu l  con t ingencies.

Fr om  1866 t o  1870 t here w as alm ost  an un brok en  calm  on  the 

m on ey m arket . T h e Ban k  o f  En glan d  had no d i ff icu l t ies t o  cope 

w i t h ; t here w as no oppor t u n i t y f o r  m uch  d iscret ion . T h e m on ey 

m ark et  t ook  care o f  i t sel f . Bu t  in  1870 the Ban k  o f  Fr an ce suspended 

specie paym en t s, and f r om  that  t im e a n ew  era begins. T h e dem ands 

on  th is m ark et  f o r  bu l l ion  have been great er , and have been m ore in 

cessan t , t han  t h ey ever  w er e befor e, f o r  th is is n ow  the on l y  bu l l ion  

m arket . T h i s has m ade i t  n ecessary f o r  t he Ban k  o f  En glan d  t o  hold 

a m uch  l arger  ban k in g reserve than  w as ever  before requ i red , and 

t o be m uch  m ore w at ch fu l  than in  form er  t im es lest  t hat  bank ing 

reserve shou ld  on  a sudden be dan gerously d im in ished. T h e forces 

are great er  and q u ick er  t han  t h ey used t o be, and a f i rm er  p rot ect ion  

and a su rer  sol i ci t ude are necessary. Bu t  I  do not  t h in k  t he Ban k
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o f  En glan d  is su ff i cien t l y aw are o f  t h is. A l l  t he gover n in g b o d y  o f  

t he Ban k  cer t ai n l y are n ot  aw are o f  i t . T h e sam e em inent  d i rect or  

t o w h om  I  have befor e r efer r ed , M r . H an k ey, publ ished in t he ‘T im es’ 

an elaborat e let t er , sayin g again  t hat  one-t h i rd  o f  t he l iabi l i t ies w er e, 

even  in  t hese al t ered t im es, a su ff icien t  reserve fo r  t he Ban k in g D e

par t m en t  o f  t he Ban k  o f  En glan d , and t hat  i t  w as no par t  o f  t he 

business o f  t he Ban k  t o  k eep a su pp ly o f  ‘bu l l ion  fo r  expor t at ion ,’ 

w h i ch  w as exact l y the m ost  m isch ievous doct r ine t hat  cou ld  be m ain 

t ained w h en  the Ban k in g D epar t m en t  o f  t he Ban k  o f  En glan d  had 

becom e t he on l y  great  r eposi t or y in  Eu r op e w h ere gold  cou ld  at  

on ce be obtained, and w h en , t h erefore, a far  great er  st ore o f  bu l l ion  

ough t  t o be k ep t  than at  an y fo rm er  per iod.

A n d  besides th is d efect  o f  the presen t  t im e, t here are som e ch ron ic 

fau l t s in  t he p o l i cy  o f  t he Ban k  o f  En glan d , w h i ch  ar ise, as w i l l  be 

presen t ly explained, f r om  grave defect s in  i t s form  o f  governm en t .

T h er e is alm ost  alw ays som e hesi t at ion w h en  a Gover n o r  begins 

t o reign . H e is t he Pr im e M in ist er  o f  the Ban k  Cabinet ; and w hen  

so im por t an t  a fu n ct i on ary changes, n at u ral l y m uch  else changes too. 

I f  t he Go ver n o r  be w eak , t h is k ind o f  vaci l lat ion  and hesi tat ion con 

t inues t h rough ou t  his t erm  o f  off ice. T h e usual defect  t hen is, t hat  

the Ban k  o f  En glan d  does n ot  raise t he rate o f  in terest  su ff icien t ly 

qu ick l y. I t  does raise i t ; in  t he end i t  t akes the alarm , bu t  i t  does 

not  take t he alarm  su f f i cien t l y soon. A  caut ious m an, in  a n ew  off ice, 

does n ot  l i k e st r on g m easures. Ban k  Gover n o rs are gen eral ly cau 

t ious m en ; t h ey are t aken  f r om  a m ost  caut ious class; in  consequence 

t h ey are ver y  apt  t o t em por ise and delay. Bu t  alm ost  alw ays the 

delay in  creat in g a st r in gen cy on l y  m akes a great er  st r in gen cy in 

evi t able. T h e effect  o f  a t im id  p o l i cy  has been t o l et  t he gold  ou t  o f  

the Ban k , and t hat  gold  must be recovered . I t  w ou ld  r eal l y  have 

been  far  easier  t o  have m ain tained the reserve b y  t im el y m easures 

than t o have replen ished i t  b y  delayed  m easures; bu t  n ew  Govern o rs 

r ar el y see this.

Secon d l y. T h ose defect s are apt , in  par t , o r  as a w h ole, t o  be 

con t inued t h rough ou t  t he rei gn  o f  a w eak  Gover n o r . T h e ob ject ion  

t o a decided p o l i cy , and t he ind isposi t ion  t o  a t im el y act ion , w h i ch  

are excusable in  one w h ose in f luence is beginn ing, and w hose reign  

is n ew , is con t inued t h rough  t he w h o le rei gn  o f  one t o w h om  those 

defect s are n atural , and w h o  exh ibi t s t hose defect s in  al l  his affai rs.

T h i r d l y . T h i s d efect  is enhanced, because, as has so of t en  been 

said, t here is n ow  no adequate ru le recogn ised  in  t he m anagem ent  

o f  t he ban k in g reserve. M r . W egu el i n , t he last  Ban k  Go ver n o r  w h o
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has been  exam ined, said t hat  i t  w as su ff icien t  f o r  the Ban k  t o  k eep fr om  

on e-fou r t h  t o one-t h i rd  o f  i t s ban k in g l iabi l i t ies as a reserve. Bu t  

no one n ow  w ou ld  ever  be con t en t  i f  t he ban k in g reserve w er e near  

t o  on e- fou r t h  o f  i t s l iabi l i t ies. M r . H an k ey, as I  have sh ow n , con 

siders ‘abou t  a t h i r d ’ as t he p ropor t ion  o f  reserve t o l iab i l i t y at  w h i ch  

t he Ban k  shou ld  aim ; bu t  he does n ot  say w h et h er  he regards a t h i rd  

as the m in im um  below  w h i ch  the reserve in  t he Ban k in g D epar t m ent  

should n ever  be, o r  as a fai r  average, abou t  w h i ch  t he reserve m ay 

f luct uate, som et im es bein g great er , o r  at  ot hers less.

I n  a fu t u r e ch apt er  I  shal l  endeavou r  t o sh ow  t h at  one-t h i rd  o f  i t s 

bank ing l iabi l i t ies is at  presen t  b y  no m eans an adequate reserve fo r  

t he Ban k in g D epar t m en t —t h at  i t  is n ot  even  a p roper  m in im um , far  

less a fai r  average; and I  shal l  al lege w h at  seem  t o m e good  reasons 

f o r  t h in k in g t hat , un less t he Ban k  aim  b y  a d i f feren t  m et hod at  a 

h igh er  standard, i t s ow n  posi t ion  m ay h ereaft er  be per i lous, and the 

pub l i c m ay be exposed t o disaster .

I I .

Bu t , as has been explained, t he Ban k  o f  En glan d  is bound, accord 

i n g t o ou r  syst em , n ot  on l y  t o keep a good  reserve against  a t im e o f  

pan ic, bu t  t o  use t hat  reserve ef fect u al l y  w h en  t hat  t im e o f  pan ic 

com es. T h e keepers o f  t he Ban k in g reserve, w h et h er  one or  m any, 

are ob l iged  t hen  t o use t h at  reserve fo r  t h ei r  ow n  safet y. I f  t h ey 

perm i t  al l  ot h er  form s o f  cred i t  t o per ish , t h ei r  ow n  w i l l  per ish  im 

m ed iat ely, and in  consequence.

A s t o t he Ban k  o f  En glan d , h ow ever , t h is is den ied. I t  is al leged 

t h at  t he Ban k  o f  En glan d  can  k eep aloo f in  a pan ic; t hat  i t  can , i f  i t  

w i l l , let  ot h er  banks and t rades fai l ; t hat  i f  i t  chooses, i t  can  stand 

alone, and su r vi ve in t act  w h i le al l  else per ishes around i t . O n  var ious 

occasions, m ost  in fluen t ial  persons, both  in  t he govern m en t  o f  the 

Ban k  and ou t  o f  i t , have said t hat  such  w as t hei r  opin ion . A n d  w e 

m ust  at  on ce see w h et h er  th is opin ion  is t r ue o r  false, f o r  i t  is absurd 

t o at t em pt  t o est im ate the con duct  o f  t he Ban k  o f  En glan d  dur ing 

pan ics befor e w e k n ow  w h at  t he precise posi t ion  o f  t he Ban k  in  a 

pan ic r eal l y  is.

T h e holders o f  th is opin ion  in  i t s m ost  ext rem e for m  say, t hat  in  a 

pan ic the Ban k  o f  En glan d  can  st ay i t s hand at  an y t im e; that , t hough  

i t  has advanced  m uch , i t  m ay refuse t o advance m ore; t hat  t hough  

the reserve m ay have been  reduced  b y  such  advances, i t  m ay refuse 

t o  lessen i t  st i l l  fu r t h er ; t hat  i t  can  refu se t o m ake an y fu r t h er  dis
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coun t s; t hat  t he b i l k  w h i ch  i t  has d iscoun ted w i l l  becom e due; t hat  

i t  can  ref i l l  i t s reserve b y  t he paym en t  o f  those b i l l s; t hat  i t  can  sel l  

st ock  o r  ot h er  secur i t ies, and so replen ish  i t s reserve st i l l  fu r t h er . Bu t  

in th is fo rm  the not ion  scar cel y m er i t s ser ious refu t at ion . I f  t he Ban k  

reserve has once becom e l ow , t here are, in  a pan ic, no m eans o f  

raising i t  again . M on ey par t ed  w i t h  at  such  a t im e is ver y  hard t o 

get  back ; those w h o  have t aken  i t  w i l l  n ot  let  i t  go—not , at  least , 

unless t h ey  are sure o f  get t in g ot her  m on ey in  i t s p lace. A n d  at  such  

instant  t he r ecover y  o f  m on ey is as hard fo r  t he Ban k  o f  En glan d  as 

f o r  an y one else, p r obab l y  even  harder . T h e d i f f i cu l t y is th is: i f  

t he Ban k  decl ine t o d iscoun t , t he holders o f  t he bi l ls p reviou sl y dis

coun t ed  cannot  pay. A s has been show n , t rade in  En glan d  is l ar gel y 

car r ied  on  w i t h  bor row ed  m on ey. I f  yo u  propose gr eat l y  t o reduce 

that  am ount , yo u  w i l l  cause m an y fai lu res unless yo u  can  pou r  in  

f r om  elsew here som e equ ivalen t  am ount  o f  n ew  m on ey. Bu t  in  a 

pan ic t here is no n ew  m on ey t o be had; ever yb od y w h o  has i t  cl in gs 

t o i t , and w i l l  not  par t  w i t h  i t . Especial l y  w h at  has been advanced 

t o m erchan t s can n ot  easi ly be recover ed ; t h ey are un der  im m ense 

l iabi l i t ies, and t h ey w i l l  not  give back  a pen n y w h i ch  t h ey  im agine 

t hat  even  possib ly t h ey m ay need to d ischarge those l iabi l i t ies. A n d  

bankers are in  even  great er  t er ror . I n  a pan ic t h ey w i l l  not  d iscoun t  

a host  o f  n ew  b i l ls; t h ey  are engrossed w i t h  t h ei r  ow n  l iabi l i t ies and 

those o f  t h ei r  ow n  cust om ers, and do n ot  care fo r  t hose o f  others. 

T h e n ot ion  that  the Ban k  o f  En glan d  can  st op d iscoun t in g in  a pan ic, 

and so obtain  f resh  m on ey, is a delusion. I t  can  st op d iscoun t ing, o f  

cou rse, at  pleasure. Bu t  i f  i t  does, i t  w i l l  get  in  no n ew  m on ey; i t s b i l l  

case w i l l  d ai l y be m ore and m ore pack ed  w i t h  bi l ls ‘ret u rn ed unpaid .’ 

T h e sale o f  st ock , t oo, b y  t he Ban k  o f  En glan d  in  t he m iddle o f  a 

pan ic is im possible. T h e bank  at  such  a t im e is t he on l y  len der  on  

st ock , and i t  is on l y  b y  loans f r om  a ban k  t hat  large purchases, at  

such  a m om ent , can  be m ade. U n less the Ban k  o f  En glan d  lend, no 

st ock  w i l l  be bough t . T h er e is not  in  t he cou n t r y  an y l arge sum  

o f  unused r ead y m on ey r ead y t o b u y i t . T h e on l y  unused sum  is 

t he reserve in  t he Ban k in g D epar t m en t  o f  t he Ban k  o f  En glan d : i f , 

t h erefore, in  a pan ic t hat  D epar t m en t  i t sel f  at t em pt  t o sel l  st ock , t he 

fai lu re w ou ld  be r id icu lous. I t  w ou ld  h ar d l y be able t o sel l  an y at  al l . 

Pr ob ab ly  i t  w ou ld  not  sel l  f i f t y  pounds’ w or t h . T h e idea t hat  the 

Ban k  can , du r i n g a pan ic, replen ish  i t s reserve in  t h is o r  in  an y ot her  

m anner  w h en  t hat  reserve has once been al low ed  t o becom e em pt y, 

o r  n ear l y em pt y, is t oo absurd t o be st ead i ly m ain tained, t h ough  I  fear  

t hat  i t  is n ot  y et  w h o l l y  abandoned.
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T h e second and m ore reasonable con cept ion  o f  t he independence 

o f  t he Ban k  o f  En glan d  is, h ow ever , t h i s:—I t  m ay be said, and i t  is 

said, t h at  i f  t he Ban k  o f  En glan d  st op  at  t he beginn ing o f  a pan ic, 

i f  i t  r efuse t o advance a sh i l l i ng m ore t han usual , i f  i t  begin  t he bat t le 

w i t h  a good  ban k in g reserve, and do not  dim in ish i t  b y  ext ra loans, 

t he Ban k  o f  En glan d  is su re t o  be safe. Bu t  t h is form  o f  t he opin ion , 

t h ough  m ore reasonable and m oderat e, is not , t h erefore, m ore t rue. 

T h e pan ic o f  1866 is t he best  instance t o t est  i t . A s everyon e k n ow s, 

t h at  pan ic began  qu i t e sudden ly, on  t he fal l  o f  ‘O verends.’ Ju st  be

fo re, t he Ban k  had 5,812,000/ . in  i t s reserve; in  fact , i t  advanced

13,000,000/ . o f  n ew  m on ey in  t he n ext  f ew  days, and i t s reserve w en t  

dow n  t o not h ing, and t he Govern m en t  had t o help. Bu t  i f  t he Ban k  

had not  m ade these advances, cou ld  i t  have k ep t  i t s reserve?

Cer t ai n ly  i t  cou ld  not . I t  cou ld  n ot  have retained i t s ow n  deposit s. 

A  l arge p ar t  o f  t hese are t he deposi t s o f  bankers, and t h ey w ou ld  not  

con sen t  t o help  t he Ban k  o f  En glan d  in  a p o l i cy  o f  isolat ion . T h ey  

w ou ld  n ot  agree t o  suspend paym en t s t hem selves, and perm i t  the 

Ban k  o f  En glan d  t o  su rvi ve, and get  al l  t h ei r  business. T h ey  w ou ld  

w i t h d r aw  t h ei r  deposi t s f r om  t he Ban k ; t h ey w ou ld  n ot  assist  i t  t o 

stand erect  am id t h ei r  ru in . Bu t  even  i f  t h is w er e n ot  so, even  i f  

t he banks w er e w i l l i n g t o  keep t h ei r  deposi t s at  t he Ban k  w h i l e i t  

w as n ot  l end in g, t h ey  w ou ld  soon  f in d  t hat  t h ey cou ld  n ot  do i t . 

T h ey  are on l y  able t o k eep t hose deposi t s at  t he Ban k  b y  t he aid o f  the 

Clear in g-h ouse syst em , and i f  a pan ic w er e t o pass a cer t ain  heigh t , 

t hat  syst em , w h i ch  rests on  con fidence, w ou ld  be dest royed  b y  t er ror .

T h e com m on  course o f  business is t h is. A  B h avin g t o receive 

50,000/ . f r om  C  D  t akes C  D ’s cheque on  a ban k er  crossed, as i t  is 

cal led, and, t h erefore, on l y  payab le t o  another  banker . H e pays 

t hat  cheque t o h is ow n  cred i t  w i t h  h is ow n  banker , w h o  present s i t  t o 

t he bank er  on  w h om  i t  is d raw n , and i f  good  i t  is an i t em  bet w een  

them  in  t he general  clear in g o r  set t lem ent  o f  t he aft ernoon . Bu t  th is 

is evi d en t ly a v er y  ref ined m ach in ery, w h i ch  a pan ic w i l l  be apt  t o 

dest roy. A t  the f i r st  st age A  B m ay say t o his debt or  C  D , ‘I  cannot  

t ak e y o u r  cheque, I  m ust  have bank -not es.’ I f  i t  is a debt  on  secu 

r i t ies, he w i l l  be v er y  apt  t o say th is. T h e usual  p ract ice—cred i t  being 

good —is fo r  t he cred i t or  t o t ak e t he debt or ’s cheque, and t o gi ve up 

the secur i t ies. Bu t  i f  t he ‘secur i t ies’ r eal l y  secu re h im  in a t im e o f  

d i f f i cu l t y, he w i l l  not  l i k e t o  give them  up, and t ake a b i t  o f  paper— 

a m ere cheque, w h i ch  m ay be paid o r  n ot  paid. H e w i l l  say t o his 

debt or , ‘I  can  on l y gi ve yo u  yo u r  secur i t ies i f  yo u  w i l l  gi ve m e bank 

notes.’ A n d  i f  he does say so, t he debt or  m ust  go  t o  his bank , and d r aw
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ou t  t he 50,000/ . i f  he has i t . Bu t  i f  t h is w er e done on  a l arge scale, 

the bank 's ‘cash  in  house’ w ou ld  soon be gon e; as the Clear ing-house 

w as grad u al l y superseded i t  w ou ld  have t o t r en ch  on  i t s deposi t  at  

t he Ban k  o f  En glan d ; and t hen  the bankers w ou ld  have t o p ay so 

m uch  over  t he coun t er  t hat  t h ey  w ou ld  be unable t o k eep  m uch  m on ey 

at  t he Bank , even  i f  t h ey w ished. T h ey  w ou ld  soon  be ob l iged  t o 

d r aw  ou t  ever y  sh i l l ing.

T h e dim in ished use o f  t he Clear ing-house, in  consequence o f  t he 

pan ic, w ou ld  in t en si fy t hat  pan ic. B y  far  t he great er  par t  o f  t he 

bargains o f  t he cou n t r y  in  m on eyed  secur i t ies is set t led on  t he St ock  

Exch an ge t w ice a m on th , and the n um ber  o f  secur i t ies t hen  gi ven  

up f o r  m ere cheques, and t he num ber  o f  cheques then  passing at  t he 

Clear ing-house are enorm ous. I f  t h at  syst em  col lapse, t he num ber  

o f  fai lu res w ou ld  be incalcu lable, and each  fai l u re w ou ld  add t o t he 

d i scred i t  t h at  caused t he col lapse.

T h e n on -ban k in g cust om ers o f  t he Ban k  o f  En glan d  w ou ld  be dis

cred i t ed  as w el l  as ot h er  peop le; t h ei r  cheques w ou ld  n ot  be t aken  

an y m ore than those o f  ot hers; t h ey w ou ld  have t o d r aw  out  bank 

notes, and t he Ban k  reserve w ou ld  n ot  be enough  fo r  a t i t he o f  such  

paym en ts.

T h e m at t er  w ou ld  com e sh or t l y t o t h is: a great  num ber  o f  brokers 

and dealers are un der  obl igat ions t o p ay im m ense sums, and in  com 

m on  t im es t h ey obtain  these sum s b y  the t r an sfer  o f  cer t ain  secu 

r i t ies. I f , as w e said just  n ow , N o . 1 has b or row ed  50,000/ . o f  N o . 2 

on  Exch eq u er  bi l ls, he, f o r  t he m ost  par t , can n ot  p ay  N o . 2 t i l l  he 

has sold  o r  p ledged  those bi l ls t o som e one else. Bu t  t i l l  he has t he 

bi l ls he can n ot  p ledge or  sel l  t hem ; and i f  N o . 2 w i l l  n ot  give t hem  

up t i l l  he get s h is m on ey, N o . 1 w i l l  be ru ined, because he cannot  

p ay  i t . A n d  i f  N o . 2 has N o . 3 t o p ay, as is v er y  l i k el y , he m ay be 

ru ined because o f  N o . i ’s defau l t , and N o . 4  on l y  on  accoun t  o f  

N o . 3’s defau l t ; and so on  w i t h ou t  end. O n  set t l in g d ay, w i t h ou t  

t he Clear ing-house, t here w ou ld  be a mass o f  fai lu res, and a bundle 

o f  secur i t ies. T h e ef fect  o f  t hese fai lu res w ou ld  be a general  run  on 

al l  bankers, and on  the Ban k  o f  En glan d  p ar t i cu lar l y.

I t  m ay indeed be said t hat  t he m on ey t hus t aken  f r om  the Ban k in g 

D epar t m en t  o f  t he Ban k  o f  En glan d  w ou ld  ret u rn  t here im m ediat ely; 

t hat  t he pub l i c w h o  b or row ed  i t  w ou ld  n ot  k n ow  w h ere else t o  

deposi t  i t ; t hat  i t  w ou ld  be t aken  ou t  in  t he m orn ing, and pu t  back  

in  t he even ing. Bu t , in  t he f i r st  p lace, t h is argum en t  assumes t hat  

t he Ban k in g D epar t m en t  w ou ld  have enough  m on ey t o p ay t he de

m ands on  i t ; and th is is a m ist ake: t he Ban k in g D epar t m en t  w ou ld  n ot
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have a hundredt h  par t  o f  t he n ecessary funds. A n d  in  t he second, 

a great  pan ic w h i ch  deranged t he Clear ing-house w ou ld  soon be 

d i f fused al l  t h rough  t he cou n t r y. T h e m on ey t h erefore t aken  f r om  

t he Ban k  o f  En glan d  cou ld  n ot  be soon  retu rned t o the Ban k ; i t  

w ou ld  n ot  com e back  on  the even in g o f  t he d ay on  w h i ch  i t  w as 

t aken  ou t , o r  f o r  m an y d ays; i t  w ou ld  be d ist r ibut ed t h rough  t he 

lengt h  and breadt h  o f  t he cou n t r y , w h er ever  t here w er e bankers, 

w h er ever  t here w as t rade, w h er ever  t here w er e l iabi l i t ies, w h er ever  

t here w as ter ror .

A n d  even  in  Lon d on , so im m ense a pan ic w ou ld  soon  im pai r  the 

cred i t  o f  t he Ban k in g D epar t m en t  o f  t he Ban k  o f  En glan d . T h at  

depar t m en t  has no great  prestige. I t  w as on l y  creat ed  in  1844, and 

i t  has fai led  t h ree t im es since. T h e w or l d  w ou ld  im agine t hat  w h at  

has happened befor e w i l l  happen again ; and w h en  t h ey  have got  

m on ey, t h ey w i l l  n ot  deposi t  i t  at  an establ ishm ent  w h i ch  m ay not  be 

able t o r ep ay i t . T h i s d id  n ot  happen in  for m er  pan ics, because the 

case w e are con sider in g n ever  arose. T h e Ban k  w as help in g the 

pub l i c, and, m ore o r  less con f iden t l y, i t  w as bel ieved t hat  the Gover n 

m en t  w ou ld  help t he Bank . Bu t  i f  t he p o l i cy  be rel inquished w h i ch  

fo r m er l y  assuaged alarm , t hat  alarm  w i l l  be p rot ract ed  and enhanced, 

t i l l  i t  t ouch  t he Ban k in g D epar t m en t  o f  the Ban k  i t sel f.

I  do not  im agine t h at  i t  w ou ld  t ouch  the Issue D epar t m en t . I  

t h in k  t hat  t he pub l ic w ou ld  be qu i t e sat isfied i f  t h ey obtained bank 

notes. Gen er al l y  n ot h in g is gained b y  h old i n g t he notes o f  a bank  

instead o f  deposi t ing them  at  a bank . Bu t  in  t he Ban k  o f  En glan d  

there is a great  d i fferen ce: t hei r  notes are legal tender. W h oever  

holds them  can  alw ays p ay his debts, and, except  f o r  for ei gn  p ay 

m ents, he cou ld  w an t  no m ore. T h e rush  w ou ld  be fo r  bank -notes; 

t hose t hat  cou ld  be obtained w ou ld  be car r ied  nor t h , south, east , and 

w est , and, as t here w ou ld  not  be enough  fo r  al l  t he cou n t r y, t he Ban k 

in g D epar t m en t  w ou ld  soon p ay aw ay al l  i t  had.

N o t h i n g, t h erefore, can  be m ore cer t ain  t han t hat  t he Ban k  o f  

En glan d  has in  th is respect  no pecu l iar  p r i v i lege; t hat  i t  is sim p ly in 

t he posi t ion  o f  a Ban k  keep in g t he Ban k in g reserve o f  t he cou n t r y; 

t hat  i t  m ust  in  t im e o f  pan ic do w h at  al l  ot her  sim i lar  banks m ust  do ; 

t h at  in  t im e o f  pan ic i t  m ust  advance f r eel y  and vi gor ou sly  t o the 

pub l i c ou t  o f  t he reserve.

A n d  w i t h  t he Ban k  o f  En glan d , as w i t h  ot h er  Banks in  t he sam e 

case, t hese advances, i f  t h ey are t o be m ade at  al l , shou ld be m ade so 

as i f  possible t o  obt ain  t he ob ject  f o r  w h i ch  t h ey are m ade. T h e end 

is t o st ay t he pan ic; and the advances shou ld , i f  possible, st ay the pan ic.
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A n d  f o r  t h is purpose t here are t w o  r u les:—Fi rst . T h at  t hese loans 

shou ld  on ly  be m ade at  a v er y  h igh  rate o f  in terest . T h i s w i l l  operat e 

as a h eavy f ine on  unreasonable t im id i t y, and w i l l  p reven t  t he greatest  

num ber  o f  appl icat ions b y  persons w h o  do n ot  requ i re i t . T h e rat e 

shou ld  be raised ear l y in t he pan ic, so t hat  t he f ine m ay be paid ear l y ; 

t hat  no one m ay b o r r ow  ou t  o f  id le precau t ion  w i t h ou t  p ay in g w el l  

f o r  i t ; t hat  t he Ban k in g reserve m ay be prot ect ed  as far  as possible.

Secon d l y. T h at  at  t h is rat e these advances should be m ade on  al l  

good  bank ing secur i t ies, and as l argel y  as t he pub l i c ask  f o r  them . 

T h e reason is plain . T h e ob ject  is t o st ay alarm , and n ot h in g t here

fo re should be done t o cause alarm . Bu t  t he w ay  t o  cause alarm  

is t o refuse som e one w h o  has good  secu r i t y t o o f fer . T h e n ew s o f  

th is w i l l  spread in  an instant  t h rough  al l  t he m on ey m ark et  at  a 

m om ent  o f  t er r or ; no one can  say exact l y  w h o  car r ies i t , bu t  in  h al f  

an h ou r  i t  w i l l  be car r ied  on  al l  sides, and w i l l  in t en si fy t he t er r or  

everyw h er e. N o  advances indeed need be m ade b y  w h i ch  the Bank  

w i l l  u l t im at ely lose. T h e am ount  o f  bad business in  com m ercial  

coun t r ies is an in f in i t esim al ly sm al l  f r act i on  o f  t he w h ole business. 

T h at  in  a pan ic t he bank , or  banks, hold in g the u l t im ate reserve should 

refuse bad bi l ls or  bad secur i t ies w i l l  n ot  m ake the pan ic r eal l y  

w or se; t he ‘unsound’ people are a feeb le m in or i t y, and t h ey  are afraid  

even  t o l ook  fr igh t en ed  fo r  fear  t hei r  unsoundness m ay be detected. 

T h e great  m ajor i t y, t he m ajo r i t y t o be p rot ect ed , are t he ‘sound’ 

people, the people w h o  have good  secu r i t y  t o  o f fer . I f  i t  is k n ow n  

t hat  the Ban k  o f  En glan d  is f r eel y  advan cin g on  w h at  in  ord i n ary 

t im es is reck on ed  a good  secu r i t y—on w h at  is then com m on ly p ledged 

and easi ly con ver t ib le—the alarm  o f  t he solven t  m erchan ts and bankers 

w i l l  be st ayed. Bu t  i f  secur i t ies, r eal l y good  and usual ly con ver t ib le, 

are refused b y  the Ban k , t he alarm  w i l l  not  abate, t he ot her  loans 

m ade w i l l  fai l  in obt ain ing t hei r  end, and t he pan ic w i l l  becom e w orse 

and w orse.

I t  m ay be said t hat  t he reserve in  t he Ban k in g D epar t m en t  w i l l  not  

be enough  fo r  al l  such  loans. I f  t hat  be so, t he Ban k in g D epar tm en t  

m ust  fai l . Bu t  lend in g is, never theless, i t s best  expedien t . T h i s is 

the m ethod o f  m ak in g i t s m on ey go t he far t hest , and o f  enabl ing i t  

t o get  t h rough  the pan ic i f  an yt h in g w i l l  so enable i t . M ak in g no 

loans as w e have seen w i l l  ru in  i t ; m ak in g large loans and stopp ing, 

as w e have also seen, w i l l  ru in  i t . T h e on l y  safe plan  fo r  t he Bank  

is t he b rave plan, t o lend in  a pan ic on  ever y k ind o f  cu r ren t  secu r i t y, 

or  ever y  sor t  on  w h i ch  m on ey is ord i n ar i ly and usual ly len t . T h i s 

p o l i cy  m ay not  save the Ban k ; but  i f  i t  do not , not h ing w i l l  save i t .
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I f  w e exam ine t h e m anner  in  w h i ch  t he Ban k  o f  En glan d  has fu l 

f i l led  these dut ies, w e shal l  f ind , as w e foun d  befor e, t hat  t he t rue 

pr in cip le has n ever  been  grasped ; t hat  t he p o l i cy  has been  inconsist en t ; 

t hat , t h ough  t he p o l i cy  has m uch  im proved , t h ere st i l l  rem ain  im 

por t an t  par t icu lars in  w h i ch  i t  m igh t  be bet t er  t han  i t  is.

T h e f i r st  pan ic o f  w h i ch  i t  is n ecessary here t o speak , is t hat  o f  

1825: I  h ard ly  t h in k  w e should der ive m uch  in st ruct ion  f r om  those 

o f  1793 and 179 7; the w or l d  has chan ged t oo m uch  sin ce; and du r in g 

the l on g per iod  o f  in con ver t ib l e cu r r en cy  f r om  1797 t o  1819 , t he 

problem s t o be solved  w er e al t oget her  d i fferen t  f r om  ou r  presen t  

ones. I n  t he pan ic o f  1825, t he Ban k  o f  En glan d  at  f i r st  act ed  as 

u n w isel y as i t  w as possible t o act . B y  ever y  m eans i t  t r ied  t o  rest r ict  

i t s advances. T h e reserve bein g v er y  sm al l , i t  endeavoured t o p rot ect  

t hat  reserve b y  lend in g as l i t t le as possible. T h e resu l t  w as a per iod  

o f  f r an t i c and alm ost  i n con ceivab le vi ol en ce; scar cel y  an y  one k n ew  

w h om  t o  t r ust ; cred i t  w as alm ost  suspended; t he cou n t r y  w as, as 

M r . H usk isson  expressed i t , w i t h i n  t w en t y- fo u r  hours o f  a state o f  

bar t er . A pp l i cat ion s fo r  assistance w er e m ade t o t he Govern m en t , 

bu t  t h ough  i t  w as w el l  k n ow n  t h at  t he Govern m en t  refused  t o act , 

t here w as not , as far  as I  k n ow , un t i l  l at el y an y aut hen t ic nar rat ive 

o f  t he real  fact s. I n  t he ‘Cor respon den ce’ o f  the D uk e o f  W el l in gt on , 

o f  al l  p laces in  t he w or l d , t h ere is a fu l l  accoun t  o f  t hem . T h e D uk e 

w as then  on  a m ission at  St . Pet ersbu rg, and Si r  R. Peel  w r o t e t o  him  

a let t er  o f  w h i ch  t he fo l l ow in g is a p ar t :—

‘W e have been  p laced  in  a ver y  unpleasan t  pred icam en t  on  the 

o t h er  quest ion—t he issue o f  Exch equ er  Bi l l s b y  Govern m en t . T h e 

feel i n g o f  t he C i t y , o f  m an y o f  ou r  fr iends, o f  som e o f  t he O pposi 

t ion , w as d ecid ed l y in  favo u r  o f  t he issue o f  Exch equ er  Bi l l s t o 

rel ieve t he m erchan t s and m anufact u rers.

‘I t  w as said in  favou r  o f  t he issue, t hat  the sam e m easure had been 

t r ied  and succeeded in  1793 and 18 11. O u r  fr ien ds w h ispered  about  

t hat  w e w er e act in g qu i t e in  a d i f feren t  m anner  f r om  that  in  w h i ch  

M r . Pi t t  d id  act , and w ou ld  have act ed  had he been al ive.

‘W e fel t  sat isf ied that , h ow ever  plausible w er e the reasons u rged  

in  favo u r  o f  t he issue o f  Exch equ er  Bi l l s, yet  t hat  t he m easure w as a 

dangerous one, and ough t  t o be resist ed b y  the Govern m en t .

‘T h er e are t h i r t y  m i l l ions o f  Exch equ er  Bi l l s out st and ing. T h e 

purchases l at el y  m ade b y  t he Ban k  can  h ard l y m aintain  t hem  at  par . 

I f  t h ere w er e a n ew  issue t o  such  an am oun t  as t hat  con t em plat ed— 

vi z., f i ve m i l l ions—t here w ou ld  be a great  dan ger  t hat  t he w h o le mass 

o f  Exch equ er  Bi l l s w ou ld  be at  a d iscoun t , and w ou ld  be paid in to
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t he revenue. I f  t he n ew  Exch equ er  Bi l l s w er e t o be issued at  a 

d i f feren t  rat e o f  in t erest  f r om  t he ou t st and ing ones—say bear in g an 

in terest  o f  f i ve per  cen t —the old  ones w ou ld  be im m ed iat ely at  a 

great  d iscoun t  unless the in t erest  w er e raised. I f  t he in t erest  w er e 

raised, t he ch arge on  the revenue w ou ld  be o f  course propor t ionat e 

t o t he increase o f  rat e o f  in terest . W e foun d  t hat  t he Ban k  had t he 

p ow er  t o lend m on ey on  deposi t  o f  goods. A s ou r  issue o f  Exch equ er  

Bi l l s w ou ld  have been  useless unless the Ban k  cashed t hem , as t here

fo r e t he in t erven t ion  o f  t he Ban k  w as in  an y even t  absolu t ely neces

sary, and as i t s in t erven t ion  w ou ld  be ch ief l y  usefu l  b y  t he ef fect  

w h i ch  i t  w ou ld  have in  in creasing t he ci r cu lat i n g m edium , w e ad 

vised the Ban k  t o t ake the w h o le af fai r  in to t h ei r  ow n  hands at  once, 

t o issue t h ei r  notes on  the secu r i t y o f  goods, instead o f  issu ing them  

on Exch equ er  Bi l ls, such  bi l ls bein g them selves issued on t hat  secu r i t y.

‘T h ey  relu ct an t l y consented, and rescued us from  a v er y  em bar 

rassing predicam ent .*

T h e success o f  t he Ban k  o f  En glan d  on th is occasion  w as ow in g 

to i t s com plet e adopt ion  o f  r i gh t  pr incip les. T h e Ban k  adopt ed these 

pr incip les v er y  lat e; bu t  w h en  i t  adopted them  i t  adopted t hem  com 

p let ely. A cco r d in g t o t he off icial  statem ent  w h i ch  I  quoted before, 

‘w e,’ t hat  is, t he Ban k  d i rect ors, ‘len t  m on ey b y  ever y possible m eans, 

and in  m odes w h i ch  w e had n ever  adopt ed b efor e; w e t ook  in  st ock  

on  secu r i t y, w e purchased Exch equ er  Bi l ls, w e m ade advances on  

Exch equ er  Bi l ls, w e not  on l y  d iscoun ted ou t r igh t , bu t  w e m ade ad 

vances on  deposit s o f  b i l ls o f  Exch an ge t o an im m ense am ount—in  

shor t , b y  ever y possible m eans consisten t  w i t h  t he safet y  o f  t he Bank.* 

A n d  fo r  t he com plet e and courageous adopt ion  o f  th is p o l i cy  at  t he 

last  m om ent  t he d i rect ors o f  t he Ban k  o f  En glan d  at  that  t im e deserve 

great  praise, f o r  the su b ject  w as then less understood even  than i t  is 

n ow ; bu t  t he d i rect ors o f  t he Ban k  deserve also severe censure, fo r  

p revi ou sl y ch oosin g a con t r ar y  p o l i cy ; f o r  bein g reluct an t  t o  adopt  

t he n ew  one; and fo r  at  last  adopt in g i t  on l y  at  t he request  o f , and 

upon a joi n t  responsib i l i t y w i t h , the Execu t i ve Govern m en t .

A f t er  1825, t here w as n ot  again  a real  pan ic in  t he m on ey m ark et  

t i l l  1847. Bot h  o f  t he cr ises o f  1837 and 1839 w er e severe, bu t  nei t her  

t erm inated in  a pan ic: bot h  w er e ar rest ed befor e t he alarm  reached 

i t s f inal  in t en si t y; in  nei t her , t h erefore, cou ld  t he p o l i cy  o f  t he Ban k  

at  t he last  st age o f  fear  be tested.

In  the t h ree pan ics since 1844—in  1847, 1857, and 1866—the p o l i cy  

o f  t h e Ban k  has been  m ore o r  less affect ed  b y  t he A c t  o f  1844, and I  

can n ot  t h erefore discuss i t  fu l l y  w i t h i n  t he l im i t s w h i ch  I  have p re
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scr ibed  f o r  m ysel f. I  can  on l y state t w o  t h ings: Fi r st , t hat  t he d i rec

t or s o f  t he Ban k  above al l  t h ings m ain t ain , t h at  t h ey  h ave n ot  been  

in  the ear l ier  st age o f  pan ic p reven t ed  b y  t he A c t  o f  1844 f r om  m ak 

in g an y advances w h i ch  t h ey  w ou ld  ot h erw ise have then  m ade. 

Secon d l y, t hat  in  t he last  st age o f  pan ic, t he A c t  o f  1844 has been 

al ready suspended, r i gh t l y  o r  w r o n gl y , on  these occasions; t h at  no 

sim i lar  occasion  has ever  yet  occu r r ed  in  w h i ch  i t  has n ot  been sus

pended; and t hat , r i gh t l y  o r  w r o n gl y , t he w or l d  con f id en t l y expect s 

and rel ies t hat  in  al l  sim i lar  cases i t  w i l l  be suspended again . W h at 

ever  t h eor y m ay prescr ibe, t he l ogi c o f  fact s seem s perem pt or y so 

far . A n d  these pr in cip les t aken  t oget h er  am ount  t o sayin g that , 

b y  t he doct r ine o f  t he d i rect ors, t he Ban k  o f  En glan d  ough t , as far  

as t h ey can , t o m anage a pan ic w i t h  t he A c t  o f  1844, p r et t y  m uch  

as t h ey w ou ld  m anage one w i t h ou t  i t —in  t he ear l y stage o f  t he pan ic 

because t hen  t h ey are n ot  fet t ered , and in  t he lat t er  because then  the 

fet t er  has been  rem oved .

W e can  t h erefore est im ate the p o l i cy  o f  t he Ban k  o f  En glan d  in 

t he t h ree pan ics w h i ch  h ave happened since t he A c t  o f  1844, w i t h ou t  

in qu i r in g in t o t he ef fect  o f  the A c t  i t sel f . I t  is cer t ain  t hat  in  al l  o f  

t hese pan ics t he Ban k  has m ade v er y  l arge advances indeed. I t  is 

cer t ain , t oo, t hat  in  al l  o f  t hem  the Ban k  has been qu ick er  than i t  w as 

in  1825; t hat  in  al l  o f  t hem  i t  has less hesi tated t o use i t s bank ing re

serve in  m ak in g t he advances w h i ch  i t  is one p r in cipal  ob ject  o f  

m ain t ain ing t hat  reserve t o  m ake, and t o m ake at  once. Bu t  t here 

is st i l l  a considerable evi l . N o  one k n ow s on  w h at  k ind o f  secur i t ies 

t he Ban k  o f  En glan d  w i l l  at  such  per iods m ake the advances w h i ch  

i t  is necessary t o m ake.

A s w e h ave seen, p r in cip le requ i res t hat  such  advances, i f  m ade at  

al l  f o r  t he purpose o f  cu r in g pan ic, shou ld be m ade in  t he m anner 

m ost  l i k el y  t o cu r e t hat  pan ic. A n d  f o r  t h is purpose, t h ey should 

be m ade on  ever yt h i n g w h i ch  in  com m on t im es is good  ‘bank ing 

secu r i t y.’ T h e evi l  is, t hat  ow in g to t er r or , w h at  is com m on ly good  

secu r i t y has ceased t o be so; and t he t rue p o l i cy  is so t o use the Ban k 

i n g reserve, t hat  i f  possible the t em porary evi l  m ay be st ayed , and 

t he com m on cou rse o f  business be rest ored. A n d  th is can  on l y  be 

ef fect ed  b y  advan cin g on  al l  good  Ban k in g secur i t ies.

U n for t u n at ely , t he Ban k  o f  En glan d  do n ot  t ake th is course. T h e 

D iscoun t  off ice is open fo r  t he d iscoun t  o f  good  bi l ls, and m akes 

im m ense advances accor d in gly . T h e Ban k  also advances on  consols 

and Ind ia secur i t ies, t hough  t here w as, in  t he cr isis o f  1866, bel ieved 

t o  be f o r  a m om ent  a hesi tat ion in  so doing. Bu t  t hese are on ly  a
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sm al l  par t  o f  t he secur i t ies on  w h i ch  m on ey in  o rd i n ary t im es can  

be r ead i ly  obtained, and b y  w h i ch  i t s r epaym en t  is fu l l y  secured. 

Rai lw ay  deben t ure st ock  is as good  a secu r i t y as a com m ercial  bi l l , 

and m an y people, o f  w h om  I  ow n  I  am  one, t h in k  i t  safer  t han India 

st ock ; on  t he w h ole, a great  r ai lw ay is, w e th ink , less l iable t o  un fore

seen acciden t s than the st ran ge Em p i re o f  Ind ia. Bu t  I  doubt  i f  t he 

Ban k  o f  En glan d  in  a pan ic w ou ld  advance on  r ai lw ay  deben ture 

st ock , at  an y rat e n o one has an y author ised reason f o r  sayin g t hat  

i t  w ou ld . A n d  t here are m an y ot her  such  secur i t ies.

T h e amount o f  t he advance is t he m ain  considerat ion  f o r  t he Ban k  

o f  En glan d , and n ot  t he nat ure o f  t he secu r i t y on  w h i ch  t he advance 

is m ade, alw ays assum ing the secu r i t y t o  be good . A n  idea prevai ls 

(as I  bel ieve)  at  the Ban k  o f  En glan d  t hat  t h ey  ough t  not  t o  advance 

du r i n g a pan ic on  an y k ind o f  secu r i t y on  w h i ch  t h ey do n ot  com 

m on l y advance. Bu t  i f  bankers fo r  t he m ost  par t  do advance on  such  

secu r i t y in com m on t im es, and i f  t hat  secu r i t y is in d ispu t ab ly good , 

t he ord i n ary p ract i ce o f  t he Ban k  o f  En glan d  is im m ater ial . I n  ord i 

n ar y  t im es the Ban k  is on l y  one o f  m an y lenders, w hereas in  a pan ic 

i t  is the sole lender , and w e w an t , as far  as w e can , t o b r i n g back  the 

unusual  state o f  a t im e o f  pan ic t o t he com m on state o f  ord i n ary 

t im es.

I n  com m on  opin ion  t here is alw ays great  un cer t ain t y as t o the 

con d u ct  o f  t he Ban k : t he Ban k  has n ever  laid  d ow n  an y clear  and 

sound p o l i cy  on  the sub ject . A s w e have seen, som e o f  i t s d i rect ors 

( l i k e M r . H an k ey)  advocat e an er roneous p o l i cy . T h e pub l i c is 

n ever  sure w h at  p o l i cy  w i l l  be adopt ed at  t he m ost  im por t an t  m om ent : 

i t  is n ot  sure w h at  am oun t  o f  advance w i l l  be m ade, o r  on  w h at  secu 

r i t y  i t  w i l l  be m ade. T h e best  pal l iat ive t o a pan ic is a con f iden ce 

in  t he adequate am oun t  o f  the Ban k  reserve, and in  t he eff icien t  use 

o f  t hat  reserve. A n d  unt i l  w e have on  th is poin t  a cl ear  understand 

i n g w i t h  t he Ban k  o f  En glan d , both  ou r  l iab i l i t y t o cr ises and ou r  

t er r or  at  cr ises w i l l  alw ays be great er  than t h ey w ou ld  ot herw ise be.
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CH APTE R VIII.

The Government of the Bank of England.

T h e Ban k  o f  En glan d  is govern ed  b y  a board  o f  d i rect ors, a Govern o r , 

and a D ep u t y-Gover n o r ; and the m ode in  w h i ch  these are chosen, 

and t he t im e fo r  w h i ch  t h ey  h old  off ice, af fect  t he w h o le o f  i t s 

business. T h e board  o f  d i rect ors is in  fact  sel f-elect in g. I n  t h eor y 

a cer t ain  por t ion  go  ou t  annual ly, rem ain  ou t  f o r  a year , and are 

su b ject  t o re-elect ion  b y  t he p ropr iet ors. Bu t  in  fact  t h ey  are n ear l y 

alw ays, and alw ays i f  t he ot h er  d i rect ors w ish  i t , re-elect ed  af t er  a 

year . Su ch  has been the unbrok en  p ract i ce o f  m an y years, and i t  

w ou ld  be h ard ly  possible n ow  t o  break  i t . W h en  a vacan cy occu rs 

b y  death  o r  resignat ion , t he w h ole board  chooses t he n ew  m em ber , 

and t h ey  do i t , as I  am  t old , w i t h  great  care. Fo r  a pecu l iar  reason, 

i t  is im por t an t  t h at  t he d i rect ors shou ld  be yo u n g w h en  t h ey begin ; 

and accor d in gly  t he board  ru n  over  t he nam es o f  t he m ost  at t en t ive 

and prom isin g you n g m en in  t he old-establ ished f i rm s o f  Lon don , 

and select  t he one w h o , t h ey t h in k , w i l l  be m ost  su i t able fo r  a bank  

d i rect or . T h er e is a considerable am bi t ion  t o f i l l  t he off ice. T h e 

status w h i ch  is given  b y  i t , bot h  t o t he in d ividual  w h o  f i l ls i t  and t o 

t he f i rm  o f  m erchan ts t o w h i ch  he belongs, is considerable. T h er e 

is su rp r i sin gl y l i t t le favou r  sh ow n  in  t he select ion ; t here is a great  

w ish  on  t h e p ar t  o f  t he Ban k  d i rect ors f o r  t he t im e bein g t o p rovide, 

t o t he best  o f  t h ei r  ab i l i t y, fo r  t he fu t u r e good  governm en t  o f  t he 

Ban k . V er y  f ew  select ions in  t he w or l d  are m ade w i t h  n ear l y equal  

pu r i t y. T h er e is a sincere desire t o do t he best  fo r  t he Ban k , and t o 

appoin t  a w el l -con du ct ed  yo u n g m an w h o  has begun  t o at t end t o 

business, and w h o seem s l i k el y  t o  be fai r l y  sensible and fai r l y  eff icien t  

t w en t y  year s later .

T h e age is a p r im ar y m at ter . T h e off ices o f  Gover n o r  and D ep u t y-  

Go vem o r  are given  in  rot at ion . T h e D ep u t y-Gover n o r  alw ays suc

ceeds the Gover n o r , and u sual l y t he oldest  d i rect or  w h o has not  been 

in  off ice becom es D ep u t y-Gover n o r . Som et im es, f r om  personal  rea

sons, such  as i l l -heal t h  o r  special  t em porary occupat ion , t he t im e 

at  w h i ch  a d i rect or  becom es D ep u t y-Gover n o r  m ay be a l i t t le de

fer r ed , and, in som e few  cases, m erchan t s in  t he great est  business 

have been  perm i t t ed  t o decl ine en t i r ely. Bu t  f o r  al l  general  purposes, 

t he ru le m ay be t aken  as absolute. Save in  rare cases, a d i rect or  m ust  

serve his t im e as Gover n o r  and D ep u t y -Gover n o r  n ear l y w h en  his
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t u rn  com es, and he w i l l  n ot  be asked t o  serve m uch  befor e h is t u rn . 

I t  is usual ly about  t w en t y years f r om  the t im e o f  a m an’s f i r st  elec

t ion  t hat  he ar r ives, as i t  is cal led , at  t he chai r . A n d  as the off ices 

o f  Go ver n o r  and D ep u t y-Go vem or  are v er y  im por t an t , a m an w h o  

fi l ls t hem  should be st i l l  in  t he v i gou r  o f  l i fe. A cco r d in gl y , Ban k  

d i rect ors, w hen  f i r st  chosen b y  the board , are alw ays yo u n g m en.

A t  f i r st  t h is has rat h er  a sin gu lar  ef fect ; a st ran ger  h ard ly  k n ow s 

w h at  t o  m ake o f  i t . M an y year s since, I  rem em ber  seeing a v er y  

f resh  and n i ce- look in g yo u n g gen t lem an, and bein g st r uck  w i t h  

aston ishm ent  at  bein g t old  t hat  he w as a d i r ect or  o f  t he Ban k  o f  En g 

land. I  had alw ays im agined such  d i rect ors t o be m en o f  t r ied  

sagaci t y and lon g exper ience, and I  w as am azed t hat  a ch eer fu l  yo u n g 

m an shou ld  be one o f  t hem . I  bel ieve I  t h ough t  i t  w as a l i t t le dan 

gerous. I  t h ou gh t  such  you n g m en cou ld  not  m anage t he Ban k  w el l . 

I  feared  t h ey had t he p ow er  t o do m isch ief.

Fu r t h er  i n qu i r y , h ow ever , soon  con vin ced  m e t hat  t h ey  had not  

t he pow er . N at u r al l y , you n g m en have n ot  m uch  in f luence at  a 

board  w h er e t here are m an y o lder  m em bers. A n d  in  t he Ban k  o f  

En glan d  t here is a special  provision  fo r  depr iv in g them  o f  i t  i f  t h ey 

get  i t . Som e o f  t he d i rect ors, as I  have said, ret i r e annual ly, bu t  b y  

cou r t esy i t  is alw ays the you n g ones. T h ose w h o  have passed t he 

ch ai r—t hat  is, w h o  have served  the off i ce o f  Gover n o r —alw ays r e

m ain . T h e yo u n g par t  o f  t he board  is t he f luct uat in g par t , and the 

o ld  par t  is t he perm anen t  par t ; and t h erefore i t  is not  su rpr isin g t hat  

t he yo u n g par t  has l i t t le in fluence. T h e Ban k  d i rect ors m ay be 

blam ed fo r  m an y t h ings, bu t  t h ey cannot  be blam ed fo r  the change

ableness and exci t ab i l i t y o f  a n eocracy.

Indeed, st i l l  bet t er  t o p reven t  i t , t he elder  m em bers o f  t he board— 

t hat  is, t hose w h o  have passed t he ch ai r—for m  a standing com m i t t ee 

o f  indefin i t e pow ers, w h i ch  is cal led the Com m it t ee o f  T r easu r y. 

I  say ‘indefin i t e pow er s,’ f o r  I  am  n ot  aw are t hat  an y precise de

scr ip t ion  has ever  been given  o f  them , and I  doubt  i f  t h ey can  be 

p reci sel y descr ibed. T h ey  are som et im es said t o exercise a par t icu lar  

con t ro l  over  t he relat ions and negot iat ions bet w een  the Ban k  and the 

Govern m en t . Bu t  I  con fess t hat  I  bel ieve t hat  t h is var ies ver y  m uch  

w i t h  t he ch ar act er  o f  the Go ver n o r  f o r  t he t im e being. A  st r on g 

Gover n o r  does m uch  m ain ly upon  his ow n  responsib i l i t y, and a w eak  

Go ver n o r  does l i t t le. St i l l  t he in fluence o f  t he Com m i t t ee o f  T r easu r y 

is alw ays considerable, t h ough  not  alw ays t he sam e. T h ey  fo rm  a 

a cab inet  o f  m ature, decl in ing, and old  m en, just  close t o t he execu 

t i ve; and f o r  good  o r  evi l  such  a cabinet  m ust  h ave m uch  pow er .
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B y  old  usage, t he d i rect ors o f  t he Ban k  o f  En glan d  cannot  be 

them selves b y  t rade bankers. T h i s is a r el i c o f  old  t im es. Ev er y  bank  

w as supposed t o be n ecessar i l y, m ore o r  less, in  opposi t ion  t o ever y 

ot h er  bank—banks in  t he sam e p lace t o  be especial ly in  opposi t ion . 

I n  consequence, in  Lon d on , no ban k er  has a chan ce o f  being a Ban k  

d i rect or , o r  w ou ld  ever  t h in k  o f  at t em pt ing t o be one. I  am here 

speak ing o f  bankers in  t he En gl i sh  sense, and in  the sense t hat  w ou ld  

surpr ise a foreign er . O ne o f  t he Rot hsch i lds is on  t he Ban k  d i rect ion , 

and a foreign er  w ou ld  be apt  t o t h in k  t hat  t h ey w er e bankers i f  an y 

one w as. Bu t  t h is o n l y  i l lust rat es t he essent ial  d i f feren ce betw een  

ou r  En gl ish  not ions o f  ban k in g and the con t inental . O urs have at 

t ained a m uch  fu l ler  developm en t  t han  thei rs. M essrs. Rot h sch i ld  

are im m ense capi t al ist s, havin g, doubt less, m uch  bor row ed  m on ey in 

t h ei r  hands. Bu t  t h ey  do n ot  t ake loot, payab le on  dem and, and p ay 

i t  back  in  cheques o f  5/ . each , and t hat  is ou r  En gl ish  bank ing. T h e 

b or row ed  m on ey w h i ch  t h ey have is in  large sums, bor row ed  fo r  

t erm s m ore o r  less lon g. En gl ish  bankers deal  w i t h  an aggregat e 

o f  sm al l  sum s, al l  o f  w h i ch  are repayable on  sh or t  not ice, or  on de

m and. A n d  the w ay  the t w o  em p loy t hei r  m on ey is d i f feren t  also. 

A  foreign er  t h inks ‘an Exch an ge business’—t hat  is, t he bu yin g and 

sel l ing bi l ls on  foreign  coun t r ies—a m ain par t  o f  bank ing. A s I  have 

explained, rem i t t ance is one o f  t he subsid iary conven iences w h i ch  

ear l y  banks subserve befor e deposi t  ban k in g begins. Bu t  t he mass 

o f  En gl i sh  cou n t r y  bankers on l y gi ve bi l ls on  places in  En glan d  or  

on  Lon d on , and in  Lon d on  the pr in cipal  rem i t t ance business has 

escaped ou t  o f  t he hands o f  t he bankers. M ost  o f  t hem  w ou ld  not  

k n ow  h ow  t o car r y  t h rough  a great  ‘Exch an ge operat ion ,’ or  t o ‘b r in g 

hom e the ret u rn s.’ T h ey  w ou ld  as soon  t h in k  o f  t u rn in g si lk  m er 

chants. T h e Exch an ge t rade is car r ied  on  b y  a sm al l  and special  

b o d y  o f  fo reign  bi l l -brokers, o f  w h om  M essrs. Rot h sch i ld  are the 

greatest . O ne o f  t hat  f i rm  m ay, t h erefore, w el l  be on the Ban k  

d i rect ion , notw i t hst and ing the ru le forb id d in g bankers t o be there, 

fo r  he and his fam i l y are not  En gl i sh  bankers, ei t her  b y  the term s 

on  w h i ch  t h ey b or row  m on ey, o r  t he m ode in  w h i ch  t h ey em p loy 

i t . Bu t  as t o bankers in  t he En gl i sh  sense o f  t he w or d , t he ru le is 

r i gid  and absolute. N o t  on l y  no p r ivat e banker  is a d i rect or  o f  the 

Ban k  o f  En glan d , bu t  no d i rect or  o f  an y joi n t  st ock  bank  w ou ld  be 

al low ed  t o becom e such . T h e t w o  si t uat ions w ou ld  be t aken  t o  be 

incom pat ib le.

T h e m ass o f  t he Bank  d i rect ors are m erchan t s o f  exper ience, em 

p loy i n g a considerable cap i t al  in  t rades in  w h i ch  t h ey have been
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brou gh t  up, and w i t h  w h i ch  t h ey are w el l  acquain ted. M an y o f  

t hem  have in form at ion  as t o t he present  cou rse o f  t rade, and as t o 

t he ch aract er  and w eal t h  o f  m erchan ts, w h i ch  is m ost  valuable, or  

rat h er  is al l  bu t  in valuable, t o  t he Ban k . M an y o f  t hem , t oo, are 

quiet , ser ious m en, w h o , b y  habi t  and nature, w at ch  w i t h  som e k ind 

o f  care ever y  k in d  o f  business in  w h i ch  t h ey are engaged, and gi ve 

an anxious opin ion  on  i t . M ost  o f  t hem  have a good  deal  o f  leisure, 

f o r  t he l i fe o f  a m an o f  business w h o em p loys on ly  h is ow n  capi t al , 

and em ploys i t  n ear l y alw ays in  t he sam e w ay , is b y  no m eans fu l l y  

em ployed . H ar d l y  an y cap i t al  is enough  t o  em p loy t he pr in cipal  

par t ner ’s t im e, and i f  such  a m an is v er y  bu sy, i t  is a sign  o f  som e

t h in g w r on g. Ei t h er  he is w or k i n g at  detai l , w h i ch  subordinates 

w ou ld  do bet t er , and w h i ch  he had bet t er  leave alone, o r  he is en 

gaged  in  t oo m an y speculat ions, is i n cu r r i n g m ore l iabi l i t ies t han  his 

capi t al  w i l l  bear , and so m ay be ru ined. I n  consequence, ever y com 

m ercial  c i t y  abounds in  m en w h o  have great  business ab i l i t y and 

exper ience, w h o  are not  f u l l y  occup ied , w h o  w ish  t o be occupied , 

and w h o  are v er y  glad t o becom e d i rect ors o f  publ ic com pan ies in 

order  t o be occupied . T h e d i rect ion  o f  t he Ban k  o f  En glan d  has, fo r  

m an y generat ions, been  com posed o f  such  m en.

Su ch  a govern m en t  f o r  a joi n t  st ock  com pan y is v er y  good  i f  i t s 

essent ial  nat ure be at t ended t o, and ver y  bad i f  t hat  nature be not  

at tended t o. T h at  govern m en t  is com posed o f  m en w i t h  a h igh  

average o f  general  good  sense, w i t h  an  excel len t  k n ow ledge o f  busi 

ness in  general , bu t  w i t h ou t  an y special  k n ow ledge o f  t he par t icu lar  

business in  w h i ch  t h ey are engaged. O rd in ar i l y, in  join t  st ock  banks 

and com pan ies th is d ef i ci en cy is cu red  b y  t he select ion  o f  a m anager 

o f  the com pan y, w h o  has been  special l y t rained t o t hat  par t icu lar  

t rade, and w h o  engages t o devot e al l  his exper ience and al l  h is 

ab i l i t y t o t he affai r s o f  t he com pan y. T h e d i rect ors, and of t en  a 

select  com m i t t ee o f  t hem  m ore especial ly, consu l t  w i t h  t he m anager, 

and aft er  hear ing w h at  he has t o say, decide on  the affai r s o f  t he 

com pan y. T h er e is in  al l  o rd i n ary joi n t  st ock  com pan ies a f ixed  

execu t ive special l y sk i l led , and a som ew hat  var y i n g coun ci l  not  

special ly sk i l led. T h e fixed  m anager  ensures con t in u i t y and exper i 

ence in  t he m anagem ent , and a good  board  o f  d i rect ors ensures general  

w isdom .

Bu t  in  t he Ban k  o f  En glan d  t here is no f ixed  execu t ive. T h e 

Gover n o r  and D ep u t y-Govern o r , w h o  form  t h at  execu t ive, change 

ever y t w o  years. I  bel ieve, indeed, t hat  such  w as n ot  t h e or iginal  

in ten t ion  o f  t he founders. I n  t he old  days o f  f ew  and great  p r ivi leged
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com pan ies, t he chai rm an, t h ough  p er i od i cal l y elect ed , w as p ract i cal l y 

perm anent  so l on g as his p o l i cy  w as popu lar . H e w as t he head o f  

t he m in ist ry, and ord i n ar i l y d id  not  ch an ge un less t he opposi t ion  

cam e in. Bu t  th is idea has no presen t  relat ion  t o  t he const i t u t ion  

o f  t he Ban k  o f  En glan d . A t  presen t , t he Go ver n o r  and D ep u t y-  

Go vem o r  alm ost  alw ays chan ge at  t he end o f  t w o  year s; t he case 

o f  an y l on ger  occupat ion  o f  t he ch ai r  is so v er y  rare, t hat  i t  need 

not  be t aken  accoun t  o f . A n d  the Go ver n o r  and D ep u t y -Govem or  

o f  t he Ban k  cannot  w el l  be shadow s. T h ey  are expect ed  t o be con 

st an t l y presen t ; t o see al l  appl ican t s fo r  advances ou t  o f  t he ord i n ary 

rou t ine; t o car r y  on  t he alm ost  con t inuous cor respondence bet w een  

the Ban k  and i t s largest  cust om er—the Govern m en t ; t o b r i n g al l  n ec

essary m at ters b efor e t he board  o f  d i rect ors o r  t he Com m i t t ee o f  

T r easu r y,—in  a w or d , t o do v er y  m uch  o f  w h at  fal l s t o the l o t  o f  the 

m anager  in  m ost  com pan ies. U n d er  th is sh i f t i n g ch ief  execu t ive, 

t here are indeed v er y  valuable heads o f  depar tm ents. T h e head o f  

t he D iscoun t  D epar t m en t  is especial ly requ i red  t o  be a m an o f  ab i l i t y 

and exper ience. Bu t  these off icers are essen t ial ly subord inate; no one 

o f  t hem  is l i k e t he general  m anager  o f  an ord i n ary bank—t he head o f  

al l  act ion . T h e perpet ual ly presen t  execu t ive—the Go ver n o r  and 

D ep u t y -Govem or —m ake i t  im possible t hat  an y subord inate should 

have t hat  posi t ion . A  r eal l y  able and act ive-m inded Gover n o r , being 

requ i red  t o si t  al l  d ay in  t he bank , in  fact  does, and can  h ard l y help 

doing, i t s p r in cipal  business.

In  t h eory, n ot h ing can  be w or se t han th is govern m en t  fo r  a bank— 

a sh i f t i n g execu t ive; a board o f  d i rect or s chosen t oo you n g fo r  i t  

t o be k n ow n  w h et h er  t h ey are able; a com m i t t ee o f  m anagem ent , in 

w h i ch  sen ior i t y is t he necessary qual i f icat ion , and old  age t he com 

m on  resu l t ; and no t rained bankers an yw h ere.

Even  i f  t he Ban k  o f  En glan d  w er e an o rd i n ary bank , such a con 

st i t u t ion  w ou ld  be insuff icien t ; bu t  i ts in adequacy is great er , and 

the consequences o f  t hat  in adequacy far  w orse, because o f  i t s great er  

funct ions. T h e Ban k  o f  En glan d  has t o k eep the sole bank ing re

serve o f  t he cou n t r y ; has t o keep i t  t h rough  al l  changes o f  t he m oney 

m arket , and al l  t u rns o f  t he Exch an ges; has t o decide on  t he instant  

in a pan ic w h at  sor t  o f  advances should be m ade, t o w h at  am ounts, 

and fo r  w h at  dates;—and yet  i t  has a const i t u t ion  p lai n l y defect i ve. 

So far  t he govern m en t  o f  t he Ban k  o f  En glan d  being bet t er  t han 

t hat  o f  an y ot her  ban k—as i t  ough t  t o be, con sider ing t hat  i t s fu n c 

t ions are m uch  h arder  and gr aver—an y one w ou ld  be laughed at  w h o 

proposed i t  as a m odel  f o r  the govern m en t  o f  a n ew  ban k ; and t hat
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governm en t , i f  i t  w er e so proposed, w ou ld  on  al l  hands be cal led  old - 

fash ioned, and cur ious.

A s w as natural , t he effect s—good and evi l—o f  i t s const i t u t ion  are 

t o be seen in ever y par t  o f  t he Ban k ’s h ist ory. O n  one vi t al  poin t  the 

Ban k ’s m anagem ent  has been excel len t . I t  has done perhaps less ‘bad 

business,’ cer t ain l y less ver y  bad business, t han an y bank  o f  t he sam e 

size and t he sam e age. I n  al l  i t s h ist or y I  do n ot  k n ow  t hat  i t s nam e 

has ever  been con nect ed  w i t h  a single l arge and d iscred i t able bad 

debt . T h er e has n ever  been a suspicion  t hat  i t  w as ‘w or k ed ’ f o r  t he 

benefi t  o f  an y one m an, o r  an y com binat ion  o f  m en. T h e great  re

spect ab i l i t y o f  t he d i rect ors, and the st eady at t en t ion  m an y o f  t hem  

have alw ays given  the business o f  t he Ban k , have kept  i t  en t i r ely f r ee 

f r om  an yt h in g dishonorable and d iscredi t able. St ead y m erchan ts 

col lect ed  in  coun ci l  are an adm irable ju d ge o f  b i l ls and secur i t ies. 

T h ey  alw ays k n ow  t he quest ionable st and ing o f  dangerous persons; 

t h ey are qu ick  t o  not e t he sm al lest  signs o f  cor ru p t  t ransact ions; and 

no soph ist r y w i l l  persuade the best  o f  t hem  ou t  o f  t hei r  good  inst inct s. 

Yo u  cou ld  not  have m ade t he d i rect ors o f  t he Ban k  o f  En glan d  do 

the sor t  o f  business w h i ch  ‘O veren ds’ at  last  did, except  b y  a m oral  

m i racle—except  b y  ch an gin g t h ei r  nature. A n d  the fat al  career  o f  

the Ban k  o f  t he U n i t ed  States w ou ld , under  t h ei r  m anagem ent , have 

been equal ly im possible. O f  the ul t im ate so lven cy o f  t he Ban k  o f  

En glan d , o r  o f  t he even tual  safet y  o f  i t s vast  capi t al , even  at  t he 

w or st  per iods o f  i t s h ist ory, t here has n ot  been the least  doubt .

Bu t  never theless, as w e have seen, t he p o l i cy  o f  t he Ban k  has f r e

qu en t l y been deplorable, and at  such  t im es the defect s o f  i t s govern 

m en t  have aggravat ed  i f  n ot  caused i t s calam it ies.

In  t ru t h  the execu t ive o f  t he Bank  o f  En glan d  is n ow  m uch  such  

as t he execu t ive o f  a pub l i c depar t m ent  o f  t he Fo reign  O ff ice o r  t he 

H om e O ff ice w ou ld  be in  w h i ch  t here w as no responsible perm anent  

head. I n  t hese depar tm ents o f  Govern m en t , t he act ual  ch ief  changes 

n ear l y, t h ough  n ot  qu i t e, as oft en  as t he Gover n o r  o f  the Ban k  

o f  En glan d . T h e Par l iam en t ary U n d er -Secret ary—t he D ep u t y-  

Go vem or , so t o speak , o f  t hat  off ice—changes n ear l y as oft en . A n d  

i f  t he adm in ist rat ion  solel y, o r  in  i t s detai ls, depended on  these t w o, 

i t  w ou ld  stop. N ew  m en cou ld  not  car r y  i t  on  w i t h  v i gou r  and 

ef f i ci en cy; indeed t h ey cou ld  not  car r y  i t  on  at  al l . Bu t , in  fact , 

t h ey are assisted b y  a perm anen t  U n d er -Secret ary , w h o  m anages al l  

t he rou t ine business, w h o is t he d eposi t ory o f  t he secret s o f  t he off ice, 

w h o  em bodies i t s t rad i t ions, w h o  is t he hyphen bet w een  ch an gin g 

adm in ist rat ions. I n  consequence o f  t h is assistance, t he con t inuous
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business o f  the depar tm en t  is, f o r  t he m ost  par t , m anaged su ff icien t ly 

w el l , not w i t hst and ing frequen t  changes in  t he heads o f  adm in ist ra

t ion . A n d  i t  is on l y b y  such  assistance t hat  such  business cou ld  be so 

m anaged. T h e presen t  adm in ist rat ion  o f  t he Ban k  is an at t em pt  t o 

m anage a great , a gr ow in g, and a perm an en t ly con t inuous business 

w i t h ou t  an adequate perm anen t  elem ent , and a com pet en t  con n ect in g 

l ink .

I n  answ er , i t  m ay be said t hat  t he dut ies w h i ch  press on  the Go ver 

n or  and D ep u t y-Gover n o r  o f  t he Ban k  are n ot  so great  o r  so u rgen t  

as those w h i ch  press upon  t he heads o f  off i cial  depar tm ents. A n d  

perhaps, in  poin t  o f  m ere labour , t he Go ver n o r  o f  the Ban k  has the 

advan t age. Ban k in g n ever  ough t  t o  be an exceed in gl y labor ious 

t rade. T h er e m ust  be a great  w an t  o f  syst em  and a great  def i ci en cy 

in  sk i l led  assistance i f  ext rem e l abou r  is t h row n  upon  t he ch ief . Bu t  

in  im por t ance, t he fun ct ion s o f  t he head o f  t he Ban k  ran k  as h igh  as 

those o f  an y depar t m en t . T h e cash reserve o f  t he cou n t r y  is as 

precious a deposi t  as an y set  o f  m en can  have the care o f . A n d  the 

d i f f i cu l t y o f  deal ing w i t h  a pan ic (as t he adm in ist rat ion  o f  the Ban k  

is for ced  t o  deal  w i t h  i t )  is perhaps a m ore form idab le instant  d i ff i 

cu l t y  than presses upon  an y sin gle m in ister . A t  an y rate, i t  com es 

m ore sudden ly, and m ust  be deal t  w i t h  m ore im m ediat ely, than 

m ost  com parable d i f f icu l t ies; and the judgm en t , t he nerve, and the 

v i gou r  n eed fu l  t o deal  w i t h  i t  are p lai n ly rare and great .

T h e nat ural  r em ed y w ou ld  be t o  appoin t  a perm anent  Gover n o r  

o f  the Ban k . N o r , as I  have said, can  t here be m uch  doubt  t hat  such 

w as the in t en t ion  o f  i t s founders. A l l  t he old  com pan ies w h i ch  have 

t h ei r  beginn ing in  t he seven teen t h  cen t u r y had the sam e const i t u t ion , 

and those o f  t hem  w h i ch  have l in gered d ow n  t o ou r  t im e retain  i t . 

T h e H u dson ’s Bay  Com pan y, t he Sou t h  Sea Com pan y, the East  

India Com pan y, w er e al l  founded w i t h  a sor t  o f  sovereign  execu t ive, 

in tended t o be perm anent , and in t ended t o be eff icien t . T h i s is, in 

deed, t he m ost  natu ral  m ode o f  fo rm in g a com pan y in the m inds 

o f  those t o w h om  com pan ies are n ew . Such  persons w i l l  have al 

w ays seen business t ransacted a good  deal  despot ical ly; t h ey w i l l  

have learn t  t he value o f  p rom pt  decision  and o f  consist en t  p o l i cy ; 

t h ey w i l l  have of t en  seen t hat  business is best  m anaged w h en  those 

w h o  are con duct i n g i t  cou ld  scar cel y ju st i fy  t he course t h ey are 

pu rsu in g b y  d ist inct  argum en t  w h i ch  ot hers cou ld  understand. A l l  

‘c i t y ’ people m ake t h ei r  m on ey b y  investm ents, f o r  w h i ch  t here are 

of t en  good  argum en t at i ve reasons; bu t  t h ey w ou ld  h ar d l y ever  be 

able, i f  r equ i red  b efor e a Par l iam en t ary com m i t t ee, t o state t hose
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reasons. T h ey  have becom e used t o  act  on  them  w i t h ou t  d i st in ct l y 

analysin g them , and, in  a m on arch ical  w ay , w i t h  con t inued success 

on l y  as a t est  o f  t h ei r  goodness. N at u r al l y  such  persons, w h en  

proceed in g t o for m  a com pan y, m ake i t  upon  t he m odel  o f  t hat  

w h i ch  t h ey  have been  used t o see successfu l . T h ey  p rovide f o r  t he 

execu t ive f i r st  and above al l  t h ings. H o w  m uch  th is w as in  t he m inds 

o f  t he founders o f  t he Ban k  o f  En glan d  m ay be judged  o f  b y  t he 

nam e w h i ch  t h ey gave i t . I t s corporat e nam e is t he *Governor and 

Com pan y o f  t he Ban k  o f  En glan d .’ So  im por t an t  d id t h e founders 

t h in k  t he execu t ive t hat  t h ey m en t ioned i t  d ist in ct l y, and m ent ioned 

i t  f i r st .

A n d  not  on l y is th is const i t u t ion  o f  a com pan y the m ost  natural  

in  the ear l y  days w h en  com pan ies w er e n ew , i t  is also t h at  w h i ch  

exper ience has sh ow n  t o be t he m ost  eff icien t  n ow  t hat  com pan ies 

have lon g been t r ied . G r eat  r ai lw ay  com pan ies are m anaged upon  

no other . Scar cel y  an y instance o f  great  success in  a r ai lw ay can  be 

m ent ioned in  w h i ch  t he chai rm an  has n ot  been  an act ive and jud icious 

m an o f  business, con st an t l y at t end ing t o t he affai r s o f  the com pan y. 

A  t housand instances o f  r ai lw ay  d isast er  can  be easi ly foun d  in  w h i ch  

t he chai rm an w as on l y  a nom inal  head—a noblem an, o r  som eth ing o f  

t hat  sor t —chosen  fo r  sh ow . ‘Rai l w ay  chai rm ansh ip ’ has becom e a 

profession , so m uch  is ef f i cien cy valued  in  i t , and so indispensable has 

ab i l i t y been foun d  t o be. T h e plan  o f  appoin t ing a perm anent  ‘ch ai r 

m an ’ at  t he Ban k  o f  En glan d  is st r on gl y  suppor t ed  b y  m uch  m odern  

exper ience.

N ever t heless, I  hesi tate as t o i t s exped ien cy; at  an y rate, t here are 

ot h er  plans w h i ch , f o r  several  reasons, shou ld , I  t h in k , f i r st  be t r ied  

in  p referen ce.

Fi rst . T h i s p lan  w ou ld  be exceed in gl y unpopu lar . A  perm anent  

Go ver n o r  o f  the Ban k  o f  En glan d  w ou ld  be one o f  t he great est  m en 

in  En glan d . H e w ou ld  be a l i t t le ‘m on arch ’ in  t he C i t y ; he w ou ld  

be far  great er  than the ‘L o r d  M ayor .’ H e w ou ld  be t he personal  

em bodim ent  o f  t he Ban k  o f  En glan d ; he w ou ld  be con st an t ly clot hed 

w i t h  an alm ost  indefin i t e prestige. Ever y b o d y  in  business w ou ld  

b ow  dow n  befor e h im  and t r y  t o stand w el l  w i t h  h im , f o r  he m igh t  

in  a pan ic be able t o  save alm ost  an yon e he l i k ed , and t o ru in  alm ost  

anyon e he l iked. A  d ay m igh t  com e w h en  his favou r  m igh t  m ean 

p rosper i t y, and his d ist rust  m igh t  m ean ru in . A  posi t ion  w i t h  so 

m uch  real  p ow er  and so m uch  apparen t  d i gn i t y w ou ld  be in t en sely 

covet ed . Pract i cal  m en  w ou ld  be apt  t o  say t hat  i t  w as bet t er  t han  

t he Pr im e M in ist ersh ip, f o r  i t  w ou ld  last  m uch  lon ger , and w ou ld
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have a great er  ju r isd ict ion  over  t hat  w h i ch  p ract i cal  m en w ou ld  m ost  

value,—over  money. A t  al l  events, such  a Gover n o r , i f  he underst ood 

his business, m igh t  m ake the for t un es o f  f i f t y  m en w h ere t he Pr im e 

M in ist er  can  m ake t hat  o f  one. Scar cel y  an yt h in g cou ld  be m ore un 

popu lar  in  t he C i t y  t han  t he appoin t m ent  o f  a l i t t le k i n g t o  reign  

over  t hem .

Secon d l y. I  do not  bel ieve that  w e shou ld  alw ays get  t he best  m an 

fo r  t he post ; o ft en  I  fear  t hat  w e should n ot  even  get  a t olerable m an. 

T h er e are m an y cases in  w h i ch  t he o f fer  o f  t oo h igh  a p ay  w ou ld  

p reven t  ou r  obtain ing the m an w e w ish  fo r , and t h is is one o f  them . 

A  v er y  h igh  p ay  o f  prestige is alm ost  alw ays v er y  dangerous. I t  

causes the post  t o  be desired b y  vain  m en , b y  l azy  m en, b y  m en o f  

ran k ; and w h en  t h at  post  is one o f  real  and t echn ical  business, and 

w hen , t h erefore, i t  requ i res m uch  previous t rain ing, m uch  con t inuous 

labour , and m uch  pat ien t  and qu ick  judgm en t , al l  such  m en are dan 

gerous. Bu t  t h ey  are sure t o  covet  al l  posts o f  splendid d i gn i t y, and 

can  o n l y  be k ep t  ou t  o f  t hem  w i t h  t he greatest  d i f f i cu l t y. Pr obab ly, 

in ever y Cabinet  t here are st i l l  som e m em bers ( in  t he days o f  t he 

old  close boroughs t here w er e m an y)  w h ose posts h ave com e t o  them  

not  fr om  personal  ab i l i t y  or  inheren t  m er i t , bu t  f r om  t h ei r  ran k , t hei r  

w eal t h , o r  even  t h ei r  im posing ext er ior . T h e h ighest  pol i t ical  off ices 

are, indeed, k ep t  cl ear  o f  such  people, f o r  in  t hem  ser ious and im por 

t an t  dut ies m ust  con st an t ly be per form ed  in  t he face o f  t he w or ld . 

A  Pr im e M in ist er , o r  a Ch an cel lor  o f  t he Exch equ er , o r  a Secret ary  

o f  St at e m ust  explain  his p o l i cy  and defen d  his act ions in  Par l iam en t , 

and t he d iscr im inat ing t act  o f  a cr i t i cal  assem bly—abound ing in  ex

per ience, and gu ided  b y  t rad i t ion—w i l l  soon d i scover  w h at  he is. 

Bu t  t he Go ver n o r  o f  t he Ban k  w ou ld  on l y  p er for m  qu iet  funct ions, 

w h i ch  l ook  l i k e rou t ine, t hough  t h ey are not , in  w h i ch  t here is no 

im m ediate r i sk  o f  success o r  fai l u re; w h i ch  year s hence m ay indeed 

issue in  a cr op  o f  bad debts, bu t  w h i ch  an y gr ave persons m ay m ake 

at  t he t im e t o l ook  fai r  and plausible. A  l arge Ban k  is exact l y t he 

p lace w h er e a vain  and sh al low  person  in  au t h or i t y, i f  he be a m an 

o f  gr av i t y  and m et hod, as such  m en of t en  are, m ay do in fin i t e evi l  

in  no l on g t im e, and before he is detect ed. I f  he is l u ck y enough  t o 

begin  at  a t im e o f  expansion  in  t rade, he is n ear l y sure n ot  t o  be foun d  

ou t  t i l l  t he t im e o f  con t ract ion  has ar r ived , and t hen ver y  l arge f igu res 

w i l l  be requ i red  t o r eck on  the evi l  h e has done.

A n d  t h i r d l y,—I  fear  t h at  the possession o f  such  pat ronage w ou ld  

ru in  an y set  o f  persons in  w hose g i f t  i t  w as. T h e elect ion  o f  the 

Chai rm an  m ust  be p laced  ei t her  in  t he cou r t  o f  p ropr iet ors o r  t hat
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o f  t he d i rect ors. I f  t he p ropr iet ors choose, t here w i l l  be som eth ing 

l i k e t he evi ls o f  an A m er ican  president ial  elect ion . Ban k  st ock  w i l l  

be bough t  in  order  t o con fer  the qual i f icat ion  o f  vo t i n g at  t he elec

t ion  o f  t he ‘ch i ef  o f  t he C i t y .’ TTie Chai rm an , w h en  elected, m ay 

w el l  f in d  t h at  h is m ost  act i ve suppor t ers are l arge b or row er s o f  t he 

Ban k , and he m ay w el l  be puzzled t o decide bet w een  his d u t y  t o the 

Ban k  and h is grat i t ude t o  t hose w h o  chose h im . Pr obab l y, i f  he be a 

caut ious m an o f  average ab i l i t y, he w i l l  com bine bot h  evi ls; he w i l l  

n ot  lend so m uch  m on ey as he is asked fo r , and so w i l l  of fen d  his 

ow n  suppor t ers; bu t  w i l l  lend som e w h i ch  w i l l  be lost , and so t he 

p rof i t s o f  t he Ban k iw i l l  be reduced . A  large b od y o f  Ban k  propr iet ors 

w ou ld  m ake bu t  a bad elect i ve b od y fo r  an off ice o f  great  prestige; 
t h ey w ou ld  not  com m on ly choose a good  person , and t he person  

t h ey d id  choose w ou ld  be bound b y  prom ises t hat  w ou ld  m ake him  

less good .

TTie cou r t  o f  d i rect ors w ou ld  choose bet t er ; a sm al l  b od y o f  m en 

o f  business w ou ld  not  easi ly be persuaded t o choose an ext rem ely 

un fi t  m an. Bu t  t h ey w ou ld  not  o f t en  choose an ext rem ely good  

m an. T h e r eal l y  best  m an w ou ld  p robab l y not  be so r i ch  as the 

m ajo r i t y o f  t he d i rect ors, n or  o f  so m uch  standing, and n ot  un 

n at u ral ly t h ey w ou ld  m uch  d isl ike t o elevate t o the headsh ip o f  the 

C i t y , one w h o  w as m uch  less in  the est im at ion  o f  t he C i t y  than t hem 

selves. A n d  t h ey w ou ld  be canvassed in  ever y  w ay  and on ever y 

side t o appoin t  a m an o f  m ercan t i le d i gn i t y o r  m ercan t i le in fluence. 

M an y people o f  the great est  prestige and ran k  in t he C i t y  w ou ld  

covet  so great  a d i gn i t y; i f  not  fo r  t hem selves, at  least  fo r  som e fr ien d , 

o r  som e relat ive, and so the d i rect ors w ou ld  be set  upon  f r om  ever y 

side.

A n  elect ion  so l iable t o be d ist urbed b y  p ow er fu l  vi t iat ing.causes 

w ou ld  r ar el y  end in  a good  choice. T h e best  candidat e w ou ld  al 

m ost  n ever  be chosen ; oft en , I  fear , one w ou ld  be chosen al t oget her  

un fi t  f o r  a post  so im por t an t . A n d  t he exci t em en t  o f  so keen  an 

elect ion  w ou ld  al t oget her  d ist urb the qu iet  o f  the Bank . T h e good  

and eff icien t  w or k i n g o f  a board o f  Ban k  d i rect ors depends on i t s 

in t ernal  h arm on y, and t hat  h arm on y w ou ld  be brok en  fo r  ever  b y  

t he exci t em en t , t he sayin gs, and the act s o f  a great  elect ion . T h e 

board o f  d i rect ors w ou ld  alm ost  cer t ain l y be dem oral ised b y  h avin g 

t o choose a sovereign , and t here is no cer t ain t y, n or  an y great  l i k el i 

hood, indeed, t hat  t h ey w ou ld  choose a good  one. In  Fr an ce the 

d i f f i cu l t y  o f  f in d in g a good  bod y t o choose t he Go ver n o r  o f  t he 

Ban k  has been m et  ch aract er ist i cal ly. T h e Ban k  o f  Fr an ce keeps
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t he m on ey o f  t he State, and t he St at e appoin t s i t s govern or . T h e 

Fr en ch  have gen eral l y  a l ogi cal  reason t o  gi ve fo r  al l  t h ey  do, t hough  

perhaps t he resu l t s o f  t h ei r  act ions are not  alw ays so good  as the 

reasons fo r  t hem . T h e Gover n o r  o f  t he Ban k  o f  Fran ce has not  

alw ays, I  am  t old , been a v er y  com pet en t  person ; t he Su b-Govern o r , 

w h om  t he St at e also appoin t s, is, as w e m igh t  expect , usual ly bet ter . 

Bu t  f o r  ou r  En gl i sh  purposes i t  w ou ld  be useless t o inqui re m in u t ely 

in to th is. N o  En gl ish  statesm an w ou ld  consen t  t o be responsible 

fo r  t he ch oi ce o f  t he Go ver n o r  o f  the Ban k  o f  En glan d . A f t er  ever y 

pan ic, t he O pposi t ion  w ou ld  say in  Par l iam en t  t hat  t he calam i t y had 

been ‘gr i evou sly  aggravat ed ,’ i f  not  w h o l l y  caused, b y  t he ‘gross m is

con duct ’ o f  t he Gover n o r  appoin t ed b y  t he m in ist r y. O r , possib ly, 

off ices m ay have chan ged occupan t s and the m in ist r y in  p ow er  at  

t he pan ic w ou ld  be t he opponen ts o f  t he m in ist r y w h i ch  at  a form er  

t im e appoin ted t he Gover n o r . I n  t hat  case t h ey  w ou ld  be apt  t o 

feel , and t o in t im ate, a ‘gr ave r egret ’ at  t he course w h i ch  the nom inee 

o f  t h ei r  adversar ies had ‘t h ough t  i t  desi rable t o pursue.’ T h ey  w ou ld  

n ot  m uch  m ind hur t in g h is feel ings, and i f  he resigned t h ey w ou ld  

have t hem selves a valuable p iece o f  pat ronage t o con fer  on  one o f  

t h ei r  ow n  fr iends. N o  resu l t  cou ld  be w or se than t hat  t he con duct  

o f  t he Ban k  and the m anagem en t  shou ld be m ade a m at t er  o f  p ar t y  

pol i t ics, and m en o f  al l  par t ies w ou ld  agree in  t h is, even  i f  t h ey  agreed 

in  alm ost  n ot h in g else.

I  am  t h erefore afraid  t hat  w e m ust  abandon the plan o f  im provin g 

t he govern m en t  o f  t he Ban k  o f  En glan d  b y  t he appoin t m ent  o f  a 

perm anent  Gover n o r , because w e should not  be sure o f  choosing 

a good  gover n or , and should indeed run  a great  r isk , f o r  the m ost  

par t , o f  choosing a bad one.

I  t h in k , h ow ever , t hat  m uch  o f  t he advan t age, w i t h  l i t t le o f  the 

r isk , m igh t  be secured b y  a hum bler  schem e. In  En gl ish  pol i t ical  

off ices, as w as observed before, the evi l  o f  a ch an gin g head is made 

possible b y  the perm anence o f  a d ign i f ied  subord inate. T h ou gh  the 

Par l iam en t ary Secret ar y o f  St at e and the Par l iam en t ary U n d er 

secr et ar y  go in  and ou t  w i t h  each adm in ist rat ion , another  U n d er 

secr et ar y  rem ains t h rough  al l  such  changes, and is on  t hat  accoun t  

cal led ‘perm anen t .’ N o w  th is syst em  seem s t o m e in  i t s p r in cip le 

p er fect l y  app l icable t o t he adm in ist rat ion  o f  the Bank  o f  En glan d . 

Fo r  t he reasons w h i ch  h ave just  been given , a perm anen t  ru l er  o f  t he 

Ban k  o f  En glan d  can n ot  be appoin ted; f o r  ot her  reasons, w h i ch  w er e 

just  befor e given , some m ost  in fluen t ial  perm anen t  fu n ct i on ary is 

essent ial  in  t he p roper  con duct  o f  t he business o f  t he Ban k ; and,
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mutatis mutandis, t hese are t he v er y  di ff icu l t ies, and t he v er y  advan 

t ages w h i ch  have led  us t o  f ram e ou r  p r in cipal  off ices o f  state in  t he 

presen t  fash ion .

Su ch  a D ep u t y-Go vem or  w ou ld  n ot  be at  al l  a ‘k i n g’ in  t he G t y . 

T h er e w ou ld  be n o m isch ievous prestige abou t  t he off ice; t here w ou ld  

be n o at t ract ion  in  i t  f o r  a vain  m an; and t here w ou ld  be not h ing 

t o m ake i t  an ob ject  o f  a vi ol en t  canvass o r  o f  unscrupu lous elec

t ioneer ing. T h e off ice w ou ld  be essen t ial ly subord inat e in  i t s ch ar 

act er , just  l i k e t he perm anen t  secr et ar y in  a pol i t i cal  off ice. T h e 

p ay  should be h igh , f o r  good  ab i l i t y is w an t ed—bu t  no p ay  w ou ld  

at t r act  t he m ost  dangerous class o f  people. T h e v er y  in fluent ial , bu t  

n ot  v er y  w ise, C i t y  d i gn i t ar y w h o  w ou ld  be so v er y  dangerous is 

usual ly v er y  opu len t ; he w ou ld  h ar d l y have such  in f luence he w er e 

n ot  opu len t : w h at  he w an t s is n ot  m on ey, bu t  ‘posi t ion .’ A  Gover n o r 

sh ip o f  t he Ban k  o f  En glan d  he w ou ld  t ak e alm ost  w i t h ou t  salar y; 

perhaps he w ou ld  even  p ay t o  get  i t : bu t  a m in or  off ice o f  essent ial  

subord inat ion  w ou ld  n ot  at t r act  h im  at  al l . W e m ay augm en t  t he 

p ay  enough  t o get  a good  m an, w i t h ou t  fear in g t hat  b y  such  p ay  w e 

m ay t em pt —as b y  social  p r i v i lege w e shou ld  t em pt—exact l y  t he sor t  

o f  m an w e do n ot  w an t .

U n d ou b t ed l y such  a perm anen t  off icial  should be a t rained banker . 

T h er e is a card inal  d i f feren ce bet w een  ban k in g and ot h er  k inds o f  

com m erce; yo u  can  af ford  t o  r an  m uch  less r i sk  in  bank ing than in  

com m erce, and yo u  m ust  t ak e m uch  great er  precaut ions. I n  com 

m on  business, t he t r ader  can  add t o t he cost  p r i ce o f  t he goods he 

sel ls a large m ercan t i le p rof i t , say 10  t o 15 per  cen t ; bu t  t he banker  

has t o be con t en t  w i t h  t he in t erest  o f  m on ey, w h i ch  in  En glan d  is 

not  so m uch  as 5 per  cen t  upon  t he average. T h e business o f  a 

banker  t h erefore can n ot  bear  so m an y bad debts as that  o f  a m erchan t , 

and he m ust  be m uch  m ore caut ious t o  w h om  he gives cred i t . Real  

m on ey is a com m od i t y m uch  m ore covet ed  t han  com m on goods: f o r  

one decei t  w h i ch  is at t em pted on  a m an u fact u rer  o r  a m erchan t , 

t w en t y o r  m ore are at t em pted on  a banker . A n d  besides, a banker , 

deal ing w i t h  t he m on ey o f  others, and m on ey payab le on  dem and, 

m ust  be alw ays, as i t  w er e, look in g beh ind h im  and seeing t hat  he 

has reserve enough  in  st ore i f  paym en t  shou ld  be asked fo r , w h i ch  a 

m erchan t  deal ing m ost ly w i t h  his ow n  cap i t al  need not  t h ink  of. 

A d ven t u re is t he l i fe o f  com m erce, bu t  cau t ion , I  had alm ost  said 

t im id i t y, is t he l i fe o f  ban k in g; and I  cannot  im agine t hat  t he l on g 

ser ies o f  great  er rors m ade b y  t he Ban k  o f  En glan d  in  t he m anage

m en t  o f  i t s reserve t i l l  aft er  1857, w ou ld  have been possible i f  d i e
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m erchan t s in  t he Ban k  cou r t  had n ot  er ron eously t ak en  t he sam e v i ew  

o f  t he Ban k ’s business t hat  t h ey  m ust  p r op er l y  t ak e o f  t h ei r  ow n  m er 

can t i le business. T h e Ban k  d i rect ors have alm ost  alw ays been  t oo 

ch eer fu l  as t o t he Ban k ’s business, and t oo l i t t le d isposed to t ake alarm . 

W h at  w e w an t  t o in t roduce in t o t he Ban k  cou r t  is a w ise apprehen
siveness, and th is ever y  t rained ban k er  is t augh t  b y  t he habi t s o f  his 

t rade, and the atm osphere o f  h is l i fe.

T h e perm anen t  Go ver n o r  ough t  t o gi ve his w h ole t im e t o t he busi 

ness o f  t he Ban k . H e ough t  t o be forb id den  t o  engage in  an y ot her  

con cern . A l l  t he presen t  d i rect ors, in clud in g t he Gover n o r  and D e-  

p u t y -Govem o r , are en gaged  in  t h ei r  ow n  business, and i t  is v er y  

possible, indeed i t  m ust  per pet u al ly h ave happened, t h at  t h ei r  ow n  

business as m erchan t s m ost  occup ied  t he m inds o f  m ost  o f  t hem  just  

w h en  i t  w as m ost  im por t an t  t hat  t he business o f  t he Ban k  should oc 

cu p y  t hem . I t  is at  a pan ic and just  befor e a pan ic t hat  t he business 

o f  t he Ban k  is m ost  exact i n g and m ost  engrossing. Bu t  just  at  t hat  

t im e the business o f  m ost  m erchan t s m ust  be unusual ly occu p yin g and 

m ay be exceed in gl y cr i t i cal . B y  t he presen t  const i t u t ion  o f  t he Bank , 

t he at t en t ion  o f  i t s sole ru lers is m ost  apt  t o be d iver t ed  f r om  the 

Ban k ’s affai r s just  w h en  those affai r s requ i re t hat  at t en t ion  t he m ost . 

A n d  t he o n l y  r em ed y is t he appoin t m ent  o f  a perm anen t  and in 

f luen t ial  m an, w h o  w i l l  have no business save t h at  o f  t he Ban k , and 

w h o  t h er efor e p resum ably w i l l  at t end m ost  t o i t  at  t he cr i t i cal  instant  

w hen  at t en t ion  is m ost  requ i red . H i s m ind, at  an y rat e, w i l l  in  a pan ic 

be f r ee f r om  pecun iar y an xiet y, w hereas m an y, i f  n ot  al l , o f  t he pres

en t  d i rect or s m ust  be in cessan t ly t h in k in g o f  t h ei r  ow n  affai r s and 

unable t o  ban ish  t hem  f r om  t h ei r  m inds.

T h e perm anen t  D ep u t y -Go vem or  m ust  be a d i rect or  and a m an 

o f  fai r  posi t ion . H e m ust  n ot  have t o  say ‘Sir*  t o t he Govern o r . T h er e 

is no fai r  argum en t  bet w een  an i n fer ior  w h o  has t o  exh ib i t  respect  

and a super ior  w h o  has t o r eceive respect . T h e super ior  can  alw ays, 

and does m ost ly, r efu t e t he bad argum ents o f  h is i n fer i or ; bu t  t he 

i n fer i or  r ar el y  ven t u res t o t r y  t o r efu t e t he bad argum ents o f  his su 

per ior . A n d  he st i l l  m ore r ar el y  states his case ef fect u al l y ; he pauses, 

hesi tates, does not  use the best  w or d  o r  t he m ost  apt  i l lust rat ion , per 

haps he uses a fau l t y  i l lust rat ion  o r  a w r o n g w or d , and so fai ls because 

the super ior  im m ed iat ely exposes h im . Im por t an t  business can  on ly  

be su f f i cien t l y d iscussed b y  persons w h o  can  say v er y  m uch  w h at  t h ey 

l i k e v er y  m uch  as t h ey  l i k e t o one another . T h e t h ough t  o f  t he speaker  

shou ld com e ou t  as i t  w as in  his m ind, and not  be h idden in  respect fu l  

expressions o r  en feebled  b y  af fect ed  doubt . W h at  is w an t ed  at  the
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Ban k  is n ot  a n ew  cler k  t o t he d i rect ors—t h ey have excel len t  cler k s o f  

great  exper ience n ow —bu t  a perm anen t  equal  t o  t he d i rect ors, w h o  

shal l  be able t o  discuss on  equal  t erm s w i t h  t hem  t he business o f  t he 

Ban k , and have th is advan t age over  t hem  in  discussion, t h at  he has n o 

ot her  business t han  t h at  o f  d i e Ban k  t o  t h in k  o f .

T h e form al  dut ies o f  such  a perm anen t  of f i cer  cou ld  on l y  be de

f ined b y  som e one con versan t  w i t h  t he business o f  t he Ban k , and cou ld  

scarcely  be in t el l i gi b l y d iscussed befor e t he pub l i c. N o r  are t he 

precise dut ies o f  t he least  im por t ance. Su ch  an  off i cer , i f  sound, able, 

and indust r ious, w ou ld  soon ru le t he affai r s o f  t he Bank . H e w ou ld  be 

acquain ted bet t er  than anyon e else, bot h  w i t h  the t rad i t ions o f  t he 

past  and w i t h  t he fact s o f  t he presen t ; he w ou ld  have a great  exper i 

ence; he w ou ld  have seen m an y anxious t im es; he w ou ld  alw ays be on  

t he w at ch  fo r  t h ei r  recu r ren ce. A n d  he w ou ld  h ave a pecu l iar  p ow er  

o f  gu idance at  such  m om ents f r om  the n ature o f  t he m en w i t h  w h om  

he has m ost  t o  deal. M ost  Gover n o rs o f  t he Ban k  o f  En glan d  are 

caut ious m erchan ts, n ot  p r o fou n d l y  sk i l led  in  bank ing, bu t  m ost  

anxious t hat  t h ei r  per iod  o f  off ice shou ld  be prosperous and t h at  t h ey 

should them selves escape censure. I f  a ‘safe* course is pressed upon  

them  t h ey are l i k el y  t o  t ake t hat  course. N o w  i t  w ou ld  alm ost  alw ays 

be ‘safe’ t o fo l l ow  t he advi ce o f  t he great  st and ing ‘au t h or i t y’ ; i t  w ou ld  

alw ays be m ost  ‘unsafe’ n ot  t o  fo l l o w  i t . I f  t he ch an gin g Gover n o r  

act  on  t he advice o f  t he perm anen t  D ep u t y-Govem or , m ost  o f  t he 

blam e in  case o f  m ischance w ou ld  fal l  on  t he lat t er ; i t  w ou ld  be said 

t hat  a sh i f t i n g off i cer  l ik e t he Go ver n o r  m igh t  v er y  l i k el y  n ot  k n ow  

w h at  should be done, bu t  t hat  the perm anen t  off i cial  w as p u t  t here t o 

k n ow  i t  and paid t o  k n ow  i t . Bu t  i f , on  t he ot h er  hand, t he ch an gin g 

Go ver n o r  should d isregard  t he advi ce o f  h is perm anen t  col league, 

and the consequence should be bad, he w ou ld  be b lam ed exceed in gly. 

I t  w ou ld  be said that , ‘bein g w i t h ou t  exper ience, he had t aken  upon  

h im  t o over ru le m en  w h o  had m uch  exper ien ce; t h at  w h en  t he con 

st i t u t ion  o f  the Ban k  had p rovid ed  t hem  w i t h  sk i l led  counsel , he had 

t aken  on  h im sel f t o act  o f  his ow n  head, and t o  d isregard  t hat  counsel ;’ 

and so on  ad infinitum. A n d  t h ere cou ld  be no sor t  o f  conversat ion  

m ore in ju r ious t o a m an in  t he G t y ;  t he w o r l d  t h ere w ou ld  say, r i gh t l y  

o r  w r o n gl y , ‘W e m ust  n ever  be t oo severe on  er ror s o f  judgm en t ; 

w e are al l  m ak in g them  ever y  d ay; i f  responsible persons do t h ei r  best  

w e can  expect  no m ore. Bu t  th is case is d i f feren t : t he Gover n o r  acted 

on  a w r on g syst em ; he t ook  upon  h im sel f an  unn ecessary responsi 

b i l i t y :’ and so a Go ver n o r  w h o  i n cu r red  d isaster  b y  d isregard in g h is 

sk i l led  coun sel lor  w ou ld  be t h ough t  a fo o l  in  t he G t y  f o r  ever . I n
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consequence, t he one sk i l led  counsel lor  w ou ld  in  fact  ru le t he Bank .

I  bel ieve t h at  t he appoin tm ent  o f  t he n ew  perm anen t  and sk i l led 

au t h or i t y at  t he Ban k  is the great est  r efor m  w h i ch  can  be m ade t here, 

and t hat  w h i ch  is m ost  w an t ed . I  bel ieve t hat  such  a person  w ou ld  

gi ve to t he decision  o f  t he Ban k  t hat  foresigh t , t hat  quickness, and t hat  

con sist en cy in  w h i ch  t hose decisions are unden iab ly n ow  deficien t . 

A s far  as I  can  judge, t h is ch an ge in  t he const i t u t ion  o f  t he Ban k  is 

b y  far  t he m ost  n ecessary, and is perhaps m ore im por t an t  even  than 

al l  ot h er  changes. Bu t , never theless, w e should r efor m  the other  

poin t s w h i ch  w e have seen t o be defect i ve.

Fi rst , t he Lon d on  bankers should n ot  be al t oget her  excluded f r om  

the cou r t  o f  d i rect ors. T h e old  idea, as I  have explained, w as t hat  t he 

Lon don  bankers w er e t he com pet i t ors o f  t he Ban k  o f  En glan d , and 

w ou ld  hur t  i t  i f  t h ey cou ld . Bu t  n ow  t he Lon d on  bankers have an 

ot her  relat ion  t o t he Ban k  w h i ch  did n ot  t hen exist , and w as n ot  then 

im agined. A m on g pr ivat e people t h ey are t he pr in cipal  deposi tors 

in the Ban k ; t h ey are t h erefore par t i cu lar l y in terested in  i t s st ab i l i t y; 

t h ey are especial l y in t erest ed in  the m ain t enance o f  a good  bank ing 

reserve, fo r  t h ei r  ow n  cr ed i t  and the safet y  o f  t hei r  large deposi t s de

pend on it . A n d  t h ey can  br in g to the cou r t  o f  d i rect ors an exper i 

ence o f  bank ing i t sel f , go t  outside the Ban k  o f  En glan d , w h i ch  none 

o f  t he presen t  d i rect ors possess, fo r  t h ey have learned al l  t h ey  k n ow  

o f  bank ing at  t he Ban k  i t sel f . T h er e w as also an  old  not ion  t hat  the 

secret s o f  the Ban k  w ou ld  be d ivu lged  i f  t h ey w er e im par t ed t o bank 

ers. Bu t  p rob ab l y bankers are bet t er  t rained t o si lence and secr ecy 

than m ost  people. A n d  t here is on l y a th in  par t i t ion  n ow  bet w een  

the bankers and t he secret s o f  t he Bank . O n l y  lat ely a f i rm  fai led  o f  

w h i ch  one par t n er  w as a d i rect or  o f  the Lon d on  and W est m inst er  

Ban k , and another  a d i rect or  o f  t he Ban k  o f  En glan d . W h o  can de

f in e o r  class t he con fiden t ial  com m un icat ions o f  such  persons under  

such  ci rcum st ances?

A s I  observed  before, t he l ine d raw n  at  presen t  against  bankers is 

v er y  t echn ical  and exclu sivel y En gl ish . A cco r d in g t o  con t inental  

ideas, M essrs. Rot h sch i ld  are bankers, i f  an y one is a banker . Bu t  t he 

house o f  Rot h sch i l d  is represen t ed on  t he Ban k  d i rect ion . A n d  i t  is 

m ost  desirable that  i t  shou ld be represen ted, fo r  m em bers o f  that  f i rm  

can  gi ve i f  t h ey  choose con fiden t ial  in form at ion  o f  great  value t o the 

Bank . Bu t , never theless, t he ob ject ion  w h i ch  is u rged  against  En g 

l ish  bankers is at  least  equ al l y appl icable t o t hese for ei gn  bankers. 

T h ey  have, o r  m ay have, at  cer t ain  per iods an in terest  opposi t e t o 

t he p o l i cy  o f  t he Bank . A s t he great est  Exch an ge dealers, t h ey m ay
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w ish  t o expor t  gold  just  w h en  t he Ban k  o f  En glan d  is raising i t s rat e 

o f  in t erest  t o p reven t  an yon e f r om  expor t i n g gold . T h e vot e o f  a 

great  Exch an ge dealer  m igh t  be ob ject ed  t o fo r  p lausible reasons o f  

con t r ar y  in terest , i f  an y such  reasons w er e w or t h  regard in g. Bu t  in  

fact  t he par t i cu lar  in terest  o f  single d i rect ors is not  t o be regarded ; 

alm ost  al l  d i rect ors w h o  b r i n g special  in form at ion  labour  under  a 

suspicion  o f  in t erest ; t h ey can  on ly  have acqu i red  t hat  in form at ion  in 

presen t  business, and such  business m ay v er y  possib ly be affect ed  fo r  

good  o r  evi l  b y  t he p o l i cy  o f  the Bank . Bu t  yo u  m ust  not  on  th is 

accoun t  seal  up t he Ban k  h erm et ical ly against  l i v i n g in form at ion ; you  

m ust  m ake a fai r  b o d y  o f  d i rect ors upon  t he w h ole, and t rust  t hat  the 

bias o f  som e in d ividual  in terests w i l l  d isappear  and be lost  in  t he w hole. 

A n d  i f  t h is is t o be t he gu id in g p r in cip le, i t  is not  consisten t  t o  exclude 

En gl i sh  bankers f r om  t he cou r t .

O b ject i on  is o f t en  also t aken  t o t he const i t u t ion  o f  t he Com m it t ee 

o f  T r easu r y. T h at  b od y is com posed o f  t he Go ver n o r  and D epu t y-  

Go ver n o r  and al l  t he d i rect ors w h o  have held those off ices; bu t  as 

t hose off ices in t he m ain  pass in  rot at ion , t h is m ode o f  elect ion  ver y  

m uch  com es to an elect ion  b y  sen ior i t y, and t here are obvious ob jec 

t ions t o  givin g, not  on l y  a p reponderance t o age, but  a m on opoly t o 

age. I n  som e cases, indeed, th is m on opoly I  bel ieve has al ready been 

in fr in ged . W h en  d i rect ors have on  accoun t  o f  t he m agn i tude o f  t h ei r  

t ransact ions, and the consequen t  engrossing nature o f  t hei r  business, 

decl ined t o f i l l  t he ch ai r , in  som e cases t h ey have been asked t o be 

m em bers o f  t he Com m i t t ee o f  T r easu r y not w i t hst and ing. A n d  i t  

w ou ld  cer t ain ly upon  p r in cip le seem  w i ser  t o choose a com m i t t ee 

w h i ch  fo r  som e purposes approxim ates t o a com m i t t ee o f  m anage

m en t  b y  com pet ence rat h er  than b y  sen ior i t y.

A n  ob ject ion  is also t aken  t o the large num ber  o f  Ban k  d i rectors. 

T h er e are t w en t y- fou r  d i rect ors, a Go ver n o r  and a D ep u t y-Govem or , 

m ak in g a t ot al  cou r t  o f  t w en t y-si x persons, w h i ch  is obviou sly t oo 

large f o r  t he real  discussion  o f  an y d i f f i cu l t  business. A n d  the case is 

w orse because the cou r t  on l y  m eets on ce a w eek , and on l y si t s a v er y  

sh or t  t im e. I t  has been said, w i t h  exaggerat ion , bu t  n ot  w i t h ou t  a 

basis o f  t r u t h , t hat  i f  t he Ban k  d i rect ors w er e to si t  f o r  fou r  hours, 

t here w ou ld  be ‘a pan ic so lely f r om  t hat .’ ‘T h e cou r t ,’ says M r . 

T oo k e, ‘m eets at  hal f-past  eleven  o r  t w el ve; and, i f  t he si t t in g be 

p rolon ged  beyon d  hal f-past  one, t he St ock  Exch an ge and the m on ey 

m arket  becom e exci t ed, under  the idea t hat  a chan ge o f  im por t ance is 

under  discussion ; and persons con gregat e abou t  t he doors o f  t he Ban k  

par lou r  t o obt ain  t he ear l iest  in t im at ion  o f  t he decision .’ A n d  he
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proceeds to conjecture that  the knowledge o f  the impat ience without  

must cause haste, i f  not  impat ience, within. That  the decisions of 

such a cour t  should be o f  incalculable importance is plainly very 

strange.

There should be no del icacy as to altering the const itut ion of the 

Bank of England. Th e exist ing const itut ion was framed in t imes that 

have passed away, and was intended to be used for  purposes very di f 

ferent  from  the present. T h e founders m ay have considered that  i t  

would lend money to the Government , that  it  would keep the money 

of  the Government , that  i t  would issue notes payable to bearer, but 

that  i t  would keep the ‘Banking reserve* o f  a great  nat ion no one 

in the seventeenth century imagined. And when the use to which we 

are put t ing an old thing is a new use, in common sense w e should think 

whether die old thing is quite fi t  fo r  the use to which w e are set t ing 

it . ‘Put t ing new w ine into old bot t les’ is safe on ly when you watch 

the condit ion o f  the bot t le, and adapt its st ructure most careful ly.
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CHAPTE R IX.

The Joint Stock Banks.

T h e Join t  Stock  Banks o f  this count ry are a most remarkable success. 

General ly speaking the career o f  Join t  Stock  Companies in this coun

t r y  has been chequered. Adam Smith, many years since, threw out  

many pregnant  hints on the di ff icul ty o f  such undertakings—hints 

which even after  so m any years w i l l  wel l  repay perusal. But  joint  

stock banking has been an except ion to this rule. Four  years ago I  

t hrew together the facts on the subject  and the reasons for  them; 

and I  venture to quote the art icle, because subsequent experience sug

gests, I  think, l it t le to be added to it .

‘Th e main classes o f  joint  stock companies which have answered 

are three:—ist . Those in which the capital is used not to w ork  the 

business but to guarantee the business. Thus a banker’s business— 

his proper business—does not begin whi le he is using his own money: i t  

commences when he begins to use the capital of  others. An  insurance 

office in the long run needs no capital; the premiums which are re

ceived ought  to exceed the claims which accrue. I n  both cases, the 

capital is wanted to assure the public and to induce i t  to t rust  the con 

cern. 2ndly. Those companies have answered which have an exclu 

sive pr ivi lege which they have used w ith judgment, or which possibly 

was so very profitable as to enable them to thr ive w ith lit t le judgment. 

3rdly. Those which have undertaken a business both large and simple 

—employing more money than most individuals or  private firms have 

at  command, and yet  such that, in Adam Smith’s words, “ the opera

t ions are capable of being reduced to a rout ine or  such an uni form ity 

o f  method as admits o f  no variat ion.”

‘As a rule, the most profitable o f  these companies are banks. In 

deed, all the favour ing condit ions just  ment ioned concur in many 

banks. A n  old-established bank has a “pr est igewhich amounts to a 

“ privi leged oppor tuni ty” ; though no exclusive r ight  is given to i t  by 

law, a peculiar power is given to i t  by opinion. The business o f  bank

ing ought  to be simple; i f  i t  is hard i t  is wrong. Th e on ly securit ies 

which a banker, using money that  he may be asked at  short  not ice 

to repay, ought  to touch, are those which are easi ly saleable and 

easi ly intell igible. I f  there is a di fficul ty or a doubt , the secur it y should 

be declined. N o business can of  course be quite reduced to fixed rules. 

There must be occasional cases which no pre-conceived theory can
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define. But  banking comes as near to fixed rules cer tain ly as any 

exist ing business, perhaps as any possible business. The business of 

an old-established bank has the ful l  advantage of  being a simple busi 

ness, and in par t  the advantage of  being a monopoly business. Com 

pet it ion w i th  i t  is on ly open in the sense in which compet it ion w i th 

“ the London Tavern ”  is open; anyone that  has to do with either w i l l  

pay dear for  it .

‘But  the main source o f  the profitableness o f  established banking 

is the smallness o f  the requisite capital. Being on ly wanted as a “ moral 

influence,”  i t  need not  be more than is necessary to secure that  in

fluence. Al though, therefore, a banker deals on ly w i th the most sure 

securit ies, and wi th  those which yield the least interest, he can never 

theless gain and divide a very large profi t  upon his own capital, be

cause the money in his hands is so much larger  than that  capital.

‘Experience, as shown by plain figures, confirms these conclusions. 

W e print  at the end of  this art icle the respect ive profits of 110 banks 

in England, and Scot land, and Ireland, being all in those countries of 

which we have sufficient  informat ion—the Bank of England excepted. 

There are no doubt  others, but  they are not  quoted even on local 

Stock Exchange lists, and in most cases publish no reports. The re

sult  of  these banks, as regards the dividends they pay, is—

No
. 
of
 

Co
m
pa
ni
es

Capital

Above 20 per cen t ..................................... *5
L

5.302,767
Between 15 and 20 per cent . . . . 20 5439439

” 10 and 15 per cent . . . . 14,056,950

” 5 and 10 per cent . . . . 14,182,379

Under 5 per c e n t ...................................... 3 1,350,000

110 4°«33I*5?5

—that is to say, above 25 per  cent  o f  the capital employed in these 

banks pays over 15 per cent , and 62 Vi per cent  of the capital pays more 

than 10 per  cent. So str ik ing a result  is not  to be shown in any other 

joint  stock t rade.

‘The period to which these accounts refer  was cer tain ly not  a 

par t icular ly profitable one—on the cont rary, i t  has been special ly 

unprofitable. Th e rate of  interest has been very low, and the amount 

o f  good secur i t y in the market  small. M any banks—to some extent
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most banks—probably had in their books painful reminiscences of 

1866. Th e fever  of excitement which passed over the nat ion was 

st rongest  in the classes to whom banks lent  most, and consequent ly 

the losses o f  even the most careful  banks (save of  those in rural and 

sheltered situat ions) were probably greater than usual. But  even tried 

by this very unfavourable test  banking is a t rade profitable far  beyond 

the average o f  t rades.

‘There is no attempt in these banks on the whole and as a rule to 

divide too much—on the cont rary, t hey have accumulated about  13,- 

000,000/ ., or  nearly }4rd o f  their capital, principal ly out  o f  undivided 

profits. Th e directors o f  some of  them have been anxious to put  

aw ay as much as possible and to divide as l it t le as possible.

‘The reason is plain; out  o f  the banks which pay more than 20 per 

cent, all but  one were old-established banks, and all those paying be

tween 15 and 20 per cent  were old banks too. The “ privi leged op

por tuni ty”  o f  which we spoke is singular ly conspicuous in such 

figures; i t  enables banks to pay much, which wi thout  i t  would not have 

paid much. Th e amount of  the profi t  is clear ly proport ional to the 

value o f  the “ privi leged opportuni ty.”  A l l  the banks which pay above 

20 per cent , save one, are banks more than 25 years old; all those which 

pay between 15 and 20 are so too. A  new bank could not  make these 

profits, or  even by its compet it ion much reduce these profi ts; in at 

tempt ing to do so, i t  would simply ruin itself. N ot  possessing the 

accumulated credi t  o f  years, i t  would have to wind up before i t  at 

tained that  credit .

‘The value o f  the opportuni ty too is proport ioned to what  has to be 

paid for  it . Some old banks have to pay interest  for  all thei r money; 

some have much for  which they pay nothing. Those who give much 

to their customers have o f  course less left  for  their shareholders. Thus 

Scot land, where there is always a dai ly interest, has no bank in the 

lists paying over 15 per cent. Th e profits o f  Scotch banks run thus:—

Capital
t

Divide

Bank of Scotland . . . .
i

12
Brit ish Linen Company 1,000,000 >3
Caled on ian .............................. 10
Clyd esd al e.............................. 10
Commercial Bank of Scotland . . 1,000,000 13
National Bank of Scotland . 1,000,000 12
North of Scotland 280,000 10
Union Bank of Scotland 1,000,000 10
Cit y of Glasgow . . . . 870,000 8

8

9,675,000
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Good profi ts enough, but  not  at  all l ike the profits o f  the London and 

W estminster, or  the other most lucrat ive banks of  the South.

‘Th e Bank o f  England, i t  is t rue, does not  seem to pay so much as 

other Engl ish banks in this w ay o f  reckoning. I t  makes an immense 

profi t , but  then its capital is immense too. In fact , the Bank of  Eng

land suffers under t w o difficult ies. Being much older than the other 

joint  stock banks, i t  belongs to a less profitable era. W hen i t  was 

founded, banks looked rather to the profi t  on their own capital, 

and to the gains o f  note issue than to the use o f  deposits. Th e first  

relat ions w i th  the State were more l ike those o f  a finance company 

than o f  a bank, as w e now think o f  banking. I f  the Bank had not  

made loans to the Government , which w e should now think dubious, 

the Bank would not  have existed, for  the Governm ent  would never 

have permit ted it . N o t  on ly is the capital o f  the Bank o f  England 

relat ively greater, but  the means of  making profi t  in the Bank of Eng

land are relat ively less also. By  custom and understanding the Bank 

o f  England keep a much greater reserve in unprofitable cash than 

other banks; i f  t hey do not  keep it , either our whole system must be 

changed or  w e should break up in ut ter bankruptcy. Th e earning 

facul t y o f  the Bank of  England is in proport ion less than that  of  other 

banks, and also the sum on which i t  has to pay dividend is altogether 

greater than theirs.

‘I t  is interest ing to compare the facts o f  joint  stock banking w i th the 

fears o f  i t  which were felt . In 1832, Lord  Overstone observed:—“ I 

think that  joint  stock banks are deficient  in everything requisite for  

the conduct  o f  the banking business except  extended responsibil i ty; 

the banking business requires pecul iar ly persons at tent ive to all i ts 

details, constant ly, dai ly, and hourly watchful  o f  every t ransact ion, 

much more than mercant i le or  t rading business. I t  also requires im 

mediate prompt  decisions upon circumstances when they arise, in 

many cases a decision that  does not  admit  o f  delay for  consultat ion; 

i t  also requires a discret ion to be exercised w i th reference to the spe

cial  circumstances o f  each case. Join t  stock banks being o f  course 

obliged to act  through agents and not  b y a principal, and therefore 

under the restraint  o f  general rules, cannot  be guided by so nice a 

reference to degrees o f  di fference in the character o f  responsibi l i ty of 

part ies; nor can they undertake to regulate the assistance to be granted 

to concerns under temporary embarrassment by so accurate a ref 

erence to the circumstances, favourable or unfavourable, o f  each 

case.”

‘But  in this very respect , joint  stock banks have probably improved
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the business of banking. The old private banks in former t imes used 

to lend much to private individuals; the banker, as Lord  Overstone 

on another occasion explained, could have no secur ity, but  he formed 

his judgment  o f  the discret ion, the sense, and the solvency o f  those 

to whom he lent. And when London was by comparison a small ci t y, 

and when by comparison everyone stuck to his proper business, this 

pract ice might  have been safe. But  now that London is enormous 

and that  no one can watch anyone, such a t rade would be disastrous; at 

present, i t  would hardly be safe in a count ry town. The joint  stock 

banks were quite unfit  for  the business Lord  Overstone meant, but  

then that  business is quite unfit  for  the present t ime.’

Th is success of  Join t  Stock  Banking is very cont rary to the general 

expectat ion at  its origin. N ot  on ly private bankers, such as Lord  

Overstone then was, but  a great  number o f  thinking persons feared 

that the joint  stock banks would fast  ruin themselves, and then cause 

a collapse and panic in the count ry. T h e whole o f  Engl ish commercial 

l i terature between 1830 and 1840 is fi l led with that  idea. N or  did i t  

cease in 1840. So late as 1845, Sir  R. Peel thought  the foundat ion of 

joint  stock banks so dangerous that  he subjected i t  to grave and ex

cept ional di fficulty. Under the A ct  o f  1845, which he proposed, no 

such companies could be founded except  w ith shares o f  100/ . w i th  50/ . 

paid up on each; which effectual ly checked the progress o f  such banks, 

for  few  new ones were established for  many years, or t i l l  that  act  had 

been repealed. But  in this, as in m any other cases, perhaps Sir  R. Peel 

w i l l  be found to have been clear-sighted rather than far-sighted. H e 

was afraid o f  certain joint  stock banks which he saw rising around him; 

but the effect  o f  his legislat ion was to give to these very banks, i f  not  

a monopoly, at  any rate an exempt ion from  new rivals. N o one now 

founds or can found a new private bank, and Si r  R. Peel by law pre

vented new joint  stock banks from  being established. Though he 

was exceedingly dist rust ful o f  the joint  stock banks founded between 

1826 and 1845, yet  in fact  he was their especial patron, and he more 

than any other man encouraged and protected them.

But  in this wonderful  success there are two dubious points, two 

considerat ions o f  different  kinds, which forbid us to say that  in other 

countries, even in countries w ith the capaci t y o f  co-operat ion, joint  

stock banks would succeed as wel l  as we have seen that  they succeed 

in England. 1st . These great  Banks have not had to keep so large a 

reserve against  thei r l iabilit ies as i t  was natural that  they should, being 

o f  first -rate magnitude, keep. T h ey were at  fi rst, o f  course, very small
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in comparison w i th what  they are now. T h ey found a number o f  

private bankers grouped round the Bank o f  England, and they added 

themselves to the group. N ot  on ly did they keep their reserve from 

the beginning at  the Bank of  England, but  they did not  keep so much 

reserve as they would have kept  i f  there had been no Bank of  England. 

For  a long t ime this was hardly not iced. For  many years questions 

o f  the ‘currency,’ par t icular ly questions as to the A ct  o f  1844, en

grossed the attent ion o f  all who were occupied wi th these subjects. 

Even those who were most anxious to speak evi l  o f  joint  stock banks, 

did not  ment ion this part icular evil. The first  t ime, as far  as I  know, 

that  i t  was commented on in any important  document, was in an of 

f icial  let ter wri t ten in 1857 by M r. W eguelin, who was then Governor  

o f  the Bank, to Si r  George Lewis, who was then Chancel lor o f  the 

Exchequer. Th e Governor  and the Directors o f  the Bank o f  England 

had been asked by Si r  George Lewis several ly to give their opinions 

on the A ct  o f  1844, a°d  all their replies were published. In his, M r. 

W eguel in says:—

‘I f  the amount of the reserve kept  b y  the Bank of England be con 

t rasted w i th the reserve kept  by the joint  stock banks, a new and 

hitherto l it t le considered source o f  danger to the credi t  of  the count ry 

w i l l  present i tself. Th e joint  stock banks of London, judging by their 

published accounts, have deposits to the amount o f  30,000,000/ . Thei r  

capital is not  more than 3,000,000/ ., and they have on an average 31,-  

000,000/ ., invested in one w ay or  another, leaving on ly 2,000,000/ . as 

a reserve against  all this mass o f  l iabilit ies.’

But  these remarkable words were l it t le observed in the discussions 

o f  that  t ime. Th e air was obscured by other matters. But  in this 

work  I  have said so much on the subject  that  I  need say l it t le now. 

Th e joint  stock banks now keep a main par t  o f  their reserve on deposit  

wi th  the bi l l-brokers, or  in good and convert ible interest-bearing 

securit ies. From  these they obtain a large income, and that income 

swells thei r profits. I f  t hey had to keep a much larger part  than now 

of that  reserve in barren cash, their dividends would be reduced, and 

their present success would become less conspicuous.

Th e second misgiving, which many calm observers more and more 

feel  as to our largest  joint  stock banks, fastens i tsel f on their govern 

ment. Is that  government  sufficient  to lend wel l  and keep safe so 

many mill ions? T h ey are governed, as every one knows, by a board 

o f  directors, assisted by a general manager, and there are in London 

unrivalled materials for  composing good boards o f  directors. There 

are very many men of  good means, o f  great  sagaci ty and great  experi 

Digitized for FRASER 

http://fraser.stlouisfed.org/ 

Federal Reserve Bank of St. Louis



THE JOINT STOCK BANKS. 12 5

ence in business, who are obliged to be in the City every day, and to 

remain there during the day, but  who have very much t ime on their 

hands. A  merchant employing solely or  pr incipal ly his own capital 

has often a great  deal o f  leisure. H e is obliged to be on the market, 

and to hear what  is doing. Every day he has some business to transact, 

but  his t ransact ions can be but  few. H is capital can bear on ly a 

l imited number o f  purchases; i f  he bought  as much as would fi l l  his 

t ime from  day to day he would soon be ruined, for  he could not  pay 

for  it . Accord ingly, m any excellent  men of  business are quite ready 

to become members o f  boards of directors, and to attend to the busi 

ness o f  companies, a good deal fo r  the employment ’s sake. T o  have 

an interest ing occupat ion which brings dign i t y and power w i th  i t  

pleases them ver y much. A s the aggregat ion o f  commerce in great  

cit ies grows, the number o f  such men augments. A  council o f  grave, 

careful , and experienced men can, w ithout  di fficul ty, be collected 

for  a great  bank in London, such as never could have been collected 

before, and such as cannot  now be collected elsewhere.

There are facil i t ies, too, for  engaging a good banker to be a manager 

such as there never were before in the wor ld. Th e number o f  such 

persons is much on the increase. A n y careful  person who is experi 

enced in figures, and has real sound sense, m ay easi ly make himself a 

good banker. Th e modes in which money can be safely lent  by a 

banker are not  many, and a clear-headed, quiet , industrious person 

m ay soon learn all that  is necessary about them. Our int ricate law 

o f  real propert y is an impediment in count ry banking, for  i t  requires 

some special study even to comprehend the elements of a law which 

is fu l l  o f  technical words, and which can only be explained b y narra

t ing its history. But  the banking of great  cit ies is l i t t le concerned w ith  

loans on landed propert y. And all the rest  o f  the knowledge requisite 

for  a banker can easi ly be obtained by anyone who has the sort  of  

mind which takes to it . N o doubt  there is a vast  routine o f  w ork  to 

be learned, and the manager o f  a large bank must have a great  faci l i t y 

in t ransact ing business rapidly. But  a great  number o f  persons are now 

bred from  their earliest manhood in the very midst  of that  rout ine; 

they learn i t  as they would learn a language, and come to be no more 

able to unlearn i t  than they could unlearn a language. And the able 

ones among them acquire an almost magical rapidi ty in effect ing the 

business connected w i th  that  rout ine. A  very good manager and 

very good board o f  di rectors can, without  unreasonable di fficul ty, be 

provided for  a bank at  present in London.

I t  w i l l  be asked, what  more can be required? I  reply, a great  deal.
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A l l  which the best board of  directors can real ly accomplish, is to form 

a good decision on the points which the manager presents to them, 

and perhaps on a few  others which one or  two zealous members of 

their body m ay select  for  discussion. A  meet ing o f  fi fteen or  eighteen 

persons is w hol ly unequal to the t ransact ion o f  more business than 

this; i t  w i l l  be fortunate, and i t  must be wel l  guided, i f  i t  should be 

found to be equal to so much. Th e discussion even of  simple pract ical 

points b y such a number o f  persons is a somewhat tedious affair. 

M any o f  them w i l l  wish to speak on every decision o f  moment, and 

some o f  them—some of  the best o f  them perhaps—wil l  on ly speak 

wi th di ff icul ty and slow ly. V er y  general ly, several points w i l l  be 

started at  once, unless the discussion is st r ict ly watched b y a r igid 

chairman; and even on a single point  the arguments w i l l  often raise 

grave quest ions which cannot  be answered, and suggest  many more 

issues than can be advantageously decided b y the meeting. Th e t ime 

required by many persons for  discussing m any questions, would alone 

prevent  an assembly o f  many persons from  overlooking a large and 

complicated business.

N or  is this the on ly di fficulty. N ot  on ly would a real supervision 

o f  a large business by a board o f  directors require much more t ime 

than the board would consent to occupy in meet ing, i t  would also 

require much more t ime and much more thought  than the individual 

directors would consent to give. These directors are on ly employing 

on the business o f  the Bank the vacant  moments o f  thei r t ime, and 

the spare energies of  their minds. T h ey cannot  give the Bank more; 

the rest  is required for  the safe conduct  o f  thei r own affairs, and i f  they 

diverted i t  from  these affairs they would be ruined. A  few  of  them 

may have l it t le other business, or  they m ay have other partners in 

the business, on whose indust ry they can rely, and whose judgment 

they can t rust ; one or tw o m ay have ret ired from  business. But  for  

the most part , directors o f  a company cannot  attend pr incipal ly and 

anxiously to the affairs of  a company without  so far  neglect ing their 

own business as to run great  r isk o f  ruin; and i f  t hey are ruined, their 

t rustworthiness ceases, and they are no longer permit ted by custom 

to be directors.

N or , even i f  i t  were possible real ly to supervise a business by the 

effectual and constant inspect ion of  fi fteen or sixteen r ich and capable 

persons, would even the largest  business easi ly bear the expense of 

such a supervision. I  say r ich, because the members of a board gov

erning a large bank must be men o f  standing and note besides, or they 

would discredit  the bank; they need not be r ich in the sense of  being
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wor th  mill ions, but  they must be known to possess a fai r  amount of 

capital and be seen to be t ransact ing a fai r  quant i ty of business. But  

the labour o f  such persons, I  do not  say their spare powers, but  their 

principal energies, fetches a high price. Business is real ly a profession 

often requir ing for  its pract ice quite as much knowledge, and quite as 

much ski l l , as law  and medicine; and requir ing also the possession of 

money. A  thorough man of  business, employing a fai r  capital in a 

t rade, which he thoroughly comprehends, not  on ly earns a profi t  on 

that  capital, but  real ly makes o f  his professional ski l l  a large income. 

H e has a revenue from  talent as wel l  as from  m oney; and to induce 

sixteen or  eighteen persons to abandon such a posit ion and such an in 

come in order to devote their ent ire at tent ion to the affairs o f  a joint  

stock company, a salary must be given too large for  the bank to pay 

or  for  anyone to wish to propose.

And an effectual supervision by the whole board being impossible, 

there is a great  r isk that  the whole business m ay fal l  to the general 

manager. M any unhappy cases have proved this to be very dangerous. 

Even  when the business o f  joint  stock banks was far  less, and when 

the deposits entrusted to them were very much smaller, a manager 

sometimes commit ted frauds which were dangerous, and st i l l  oftener 

made mistakes that  were ruinous. Actual  crime w i l l  always be rare; 

but , as an uninspected manager o f  a great  bank has the cont rol  of 

untold mill ions, sometimes we must expect  to see it : the magnitude of  

the temptat ion w i l l  occasional ly prevai l  over the feebleness o f  human 

nature. But  error is far  more formidable than fraud: the mistakes o f  

a sanguine manager are far  more to be dreaded than the theft  o f  a 

dishonest manager. Easy misconcept ion is far  more common than 

long-sighted deceit . And the losses to which an adventurous and 

plausible manager, in complete good faith, would readi ly commit  a 

bank, are beyond comparison greater than any which a fraudulent  

manager would be able to conceal, even w i th the utmost ingenuity. 

I f  the losses by mistake in banking and the losses by fraud were put 

side by side, those by mistake would be incomparably the greater. 

There is no more unsafe government for  a bank than that  o f  an eager 

and act ive manager, subject  on ly to the supervision of  a numerous 

board of  directors, even though that board be excellent , for  the 

manager m ay easi ly gl ide into dangerous and insecure t ransact ions, 

nor can the board effectual ly check him.

Th e remedy is this: a certain number o f  the directors, either 

those who have more spare t ime than others, or  those who are more 

ready to sell a large par t  o f  their t ime to the bank, must be formed into
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a real work ing commit tee, which must meet constant ly, must invest i 

gate every large t ransact ion, must be acquainted w ith  the means and 

standing o f  every large borrower, and must be in such incessant com 

municat ion w i th the manager that  i t  w i l l  be impossible for  him to en

gage in hazardous enterprises of dangerous magnitude without  their 

knowing i t  and having an opportuni ty o f  forbidding it . In almost all 

cases they would forbid i t ; all committees are caut ious, and a com 

mit tee o f  careful  men of  business, picked from  a large ci t y, w i l l  usually 

err on the side o f  caut ion i f  i t  er r at all. The dai ly attent ion of a small 

but  competent  minor counci l, to whom most o f  the powers of the 

directors are delegated, and who, l ike a cabinet , guide the deliber 

at ions o f  the board at  its meetings, is the on ly adequate secur ity o f  

a large bank from  the rash engagements o f  a despot ic and act ive 

general manager. Fraud, in the face of  such a committee, would 

probably never be at tempted, and even now i t  is a rare and minor 

evil.

Some such commit tees are vaguely known to exist  in most, i f  not 

all, our  large joint  stock banks. But  their real const itut ion is not  

known. N o customer and no shareholder knows the names of the 

managing commit tee, perhaps, in any o f  these large banks. And this is 

a grave error. A  large depositor ought  to be able to ascertain who 

real ly are the persons that  dispose of his m oney; and st i l l more a large 

shareholder ought  not  to rest  t i l l  he knows who i t  is that makes en

gagements on his behalf, and who i t  is that  m ay ruin him i f  t hey choose. 

Th e commit tee ought  to be composed of  quiet  men of business, who 

can be ascertained b y inquiry to be o f  high character and wel l-judging 

mind. And i f  the public and the shareholder knew that there was 

such a committee, they would have sufficient  reasons for  the con 

fidence which now is given without  such reasons.

A  certain number o f  directors at tending dai ly by rotat ion is, it  

should be said, no subst itute for  a permanent committee. I t  has no 

sufficient  responsibi l i ty. A  changing body cannot  have any responsi 

bi l i t y. Th e transact ions which were agreed to by one set of di 

rectors present on the M onday might  be exact ly those which would be 

much disapproved by directors present on the W ednesday. I t  is es

sent ial t o the decisions o f  most business, and not  least of the banking 

business, that  they should be made constant ly by the same persons; the 

chain of t ransact ions must pass through the same minds. A  large 

business m ay be managed tolerably by a quiet  group of second-rate 

men i f  those men be always the same; but  i t  cannot  be managed at 

all by a fluctuat ing body, even o f  the very cleverest  men. You might
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as wel l  at tempt to guide the affairs o f  the nat ion by means o f  a cabinet  

sim i larly changing.

Our great  joint  stock bands are imprudent in so careful ly con 

cealing the details o f  their government, and in secluding those details 

from  the r isk o f  discussion. Th e answer, no doubt  w i l l  be, ‘Let  w el l  

alone; as you have admitted, there hardly ever before was so great  a 

success as these banks o f  ours: what  more do you or can you  want?’ 

I  can on ly say that  I  want  further to confirm this great  success and 

to make i t  secure for  the future. A t  present there is at least the pos

sibi l i t y o f  a great  react ion. Supposing that , owing to defects in its 

government, one even of the greater London joint  stock banks fai led, 

there would be an instant suspicion o f  the whole system. One terra 

incognita being seen to be faul ty, every other terra incognita would be 

suspected. I f  the real government  of these banks had for  years been 

known, and i f  the subsist ing banks had been known not  to be ruled 

by the bad mode o f  government which had ruined the bank that had 

fallen, then the ruin o f  that  bank would not  be hurt ful. Th e other 

banks would be seen to be exempt from  the cause which had destroyed 

it. But  at present the ruin o f  one of these great  banks would great ly 

impair the credi t  o f  all. Scarcely any one knows the precise govern 

ment o f  any one; in no case has that government been described on 

authori ty; and the fal l  o f  one by grave misgovemment would be 

taken to show that  the others might  as easi ly be misgoverned also. 

And a tardy disclosure even of an admirable const itut ion would not  

much help the surviving banks: as i t  was ext racted by necessity, i t  

would be received wi th suspicion. A  scept ical wor ld would say ‘o f  

course they say they are all per fect  now; i t  would not  do for  them to 

say anything else.’

And not  on ly the depositors and the shareholders o f  these large 

banks have a grave interest in their good government , but  the public 

also. W e have seen that  our banking reserve is, as compared wi th 

our liabilit ies, singularly small; we have seen that the rise of these 

great  banks has lessened the proport ion o f  that  reserve to those lia

bil i t ies; we have seen that the greatest  strain on the banking reserve is 

a ‘panic.’ N ow , no cause is more capable of producing a panic, per 

haps none is so capable, as the fai lure o f  a first -rate joint  stock bank 

in London. Such an event  would have something l ike the effect  of 

the fai lure o f  Overend, Gurn ey and Co.; scarcely any other event 

would have an equal effect . And therefore, under the exist ing con 

st itut ion of our banking system the government of these great  banks 

is o f  pr imary importance to us all.
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CHAPTE R X.

The Private Banks.

Pe r h a p s some readers o f  the last part  o f  the last chapter have been 

inclined to say that  I  must be a latent enemy to Join t  Stock  Banking. 

A t  any rate, I  have pointed out  what  I  think grave defects in it . But  

I  fear  that  a reader o f  this chapter may, on l ike grounds, suppose that 

I  am an enemy to Pr ivate Banking. And I  can on ly hope that  the 

two impressions m ay counteract  one another, and m ay show that  I  

do not  intend to be unfair .

I  can imagine nothing bet ter in theory or more successful in prac

t ice than private banks as they were in the beginning. A  man of  

known wealth, known in tegr i ty, and known abi l i ty is largely en

t rusted w ith  the money o f  his neighbours. Th e confidence is st r ict ly 

personal. H is neighbours know him, and t rust  him because they know 

him. T h ey see dai ly his manner of l i fe, and judge from  it  that  their 

confidence is deserved. In rural districts, and in form er t imes, i t  was 

difficult  for  a man to ruin himself except  at the place in which he 

l ived; for  the most par t  he spent his money there, and speculated there 

i f  he speculated at  all. Those who l ived there also would soon see i f  

he was act ing in a manner to shake their confidence. Even in large 

cit ies, as cit ies then were, i t  was possible for  most persons to ascertain 

w ith fai r  cer tainty the real posit ion o f  conspicuous persons, and to 

learn all which was material in fixing their credit . Accord ingly the 

bankers who for  a long series of years passed successful ly this st r ict  

and cont inual invest igat ion, became very weal thy and very powerful .

The name ‘London Banker’ had especial ly a charmed value. H e 

was supposed to represent, and often did represent, a certain union o f  

pecuniary sagaci t y and educated refinement which was scarcely to 

be found in any other part  o f  society. In a t ime when the t rading 

classes were much ruder than they now  are, many private bankers 

possessed var iety o f  knowledge and a del icacy o f  attainment which 

would even now be very rare. Such a posit ion is indeed singularly 

favourable. Th e cal l ing is hereditary; the credi t  o f  the bank descends 

from  father to son: this inherited wealth soon begins inherited re

finement. Banking is a watchful , but  not  a laborious trade. A  banker, 

even in large business, can feel  pret t y sure that all his t ransact ions are 

sound, and yet  have much spare mind. A  certain part  o f  his t ime, and a 

considerable part  o f  his thoughts, he can readi ly devote to other pur 

130
Digitized for FRASER 

http://fraser.stlouisfed.org/ 

Federal Reserve Bank of St. Louis



THE PRIVATE BANKS.

suits. And a London banker can also have the most intel lectual society 

in the wor ld i f  he chooses it . There has probably very rarely ever 

been so happy a posit ion as that  o f  a London private banker; and 

never perhaps a happier.

I t  is painful to have to doubt  o f  the cont inuance o f  such a class, 

and yet , I  fear , w e must doubt  o f  it . Th e evidence of  figures is against 

it . In 1810 there were 40 private banks in Lombard St reet  admitted 

to the clearing-house: there now are on ly 13. Though the business 

o f  banking has increased so much since 1810, this species o f  banks is 

few er in number than i t  was then. N or  is this the worst . Th e race 

is not  renewed. There are not  many recognised impossibilit ies in 

business, but  everybody admits ‘that  you cannot  found a new private 

bank.’ N o such has been founded in London, or, as far  as I  know, 

in the count ry, for  m any years. Th e old ones merge or die, and so 

the number is lessened; but  no new ones begin so as to increase that 

number again.

Th e .truth is that  the circumstances which or iginally favoured the 

establishment o f  private banks have now almost passed away. The 

wor ld has become so large and complicated that  i t  is not  easy to 

ascertain who is r ich and who is poor. N o doubt  there are some 

enormously weal thy men in England whose means everybody has 

heard of, and has no doubt  of. But  these are not  the men to incur the 

vast  l iabilit ies o f  private banking. I f  t hey were bred in i t  t hey might  

stay in i t ; but  they would never begin i t  for  themselves. And i f  

t hey did, I  expect  people would begin to doubt  even of their wealth. 

I t  would be said, ‘W hat  does A  B go into banking for? he cannot 

be as r ich as w e thought .’ A  mill ionaire commonly shrinks from 

l iabi l i ty, and the essence o f  great  banking is great  l iabi l i ty. N o doubt 

there are m any ‘second-rate’ r ich men, as we now count  riches, who 

would be quite ready to add to their income the profi t  o f  a private 

bank i f  on ly they could manage it . But  unlucki ly they cannot manage 

it . Thei r  weal th is not  sufficient ly famil iar to the wor ld; t hey cannot 

obtain the necessary confidence. N o new private bank is founded in 

England because men o f  first -rate weal th w i l l  not  found one, and 

men not  o f  absolutely first -rate weal th cannot.

In the present  day, also, private banking is exposed to a compet it ion 

against which in its origin i t  had not  to st ruggle. O wing to the 

changes o f  which I  have before spoken, joint  stock banking has begun 

to compete w i th  it . In old t imes this was impossible; the Bank of  

England had a monopoly in banking o f  the principle o f  associat ion. 

But  now large joint  stock banks o f  deposit  are among the most con 
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spicuous banks in Lom bard Street. T h ey have a large paid-up capital 

and intell igible published accounts; t hey use these as an incessant ad

vert isement, in a manner in which no individual can use his own 

wealth. By  their increasing progress they effectually prevent  the 

foundat ion o f  any new private bank.

The amount o f  the present business o f  private banks is per fect ly 

unknown. Thei r  balance sheets are effect ive secrets—rigidly guarded. 

But  none o f  them, except  a few  of  the largest , are believed at all to 

gain business. Th e common repute o f  Lombard St reet  might  be 

w rong in a part icular case, but  upon the general doctrine it  is almost 

sure to be r ight . There are a few  wel l -known except ions, but  ac

cording to universal bel ief the deposits o f  most private bankers in 

London tend rather to diminish than to increase.

As to the smaller banks, this natural ly would be so. A  large bank 

always tends to become larger, and a small one tends to become 

smaller. People natural ly choose for  their banker the banker who 

has most present credit , and the one who has most money in hand is 

the one who possesses such credit . Th is is what  is meant by saying 

that  a long established and r ich bank has a ‘privi leged opportuni ty’ ; 

i t  is in a bet ter posit ion to do its business than any one else is; i t  has a 

great  advantage over  old compet itors and an overwhelm ing superi 

or i t y over new comers. N ew  people coming into Lombard St reet  

judge by results; they give to those who have: they take their money 

to the biggest  bank because i t  is the biggest. I  confess I  cannot, 

looking far  forward into the future, expect  that  the smaller private 

banks w i l l  maintain their ground. Thei r  old connect ions w i l l  not 

leave them; there w i l l  be no fatal ruin, no sudden mortal i ty. But  the 

t ide w i l l  gent ly ebb, and the course of business w i l l  be carr ied else

where.

Sooner or later, appearances indicate, and principle suggests, that 

the business o f  Lom bard St reet  w i l l  be divided between the joint  stock 

banks and a few  large private banks. And then we have to ask our- 

serves the quest ion, can those large private banks be permanent? I 

am sure I  should be very sorry to say that  they cer tain ly cannot, but 

at  the same t ime I  cannot  be blind to the grave difficult ies which they 

must surmount.

In the first  place, an hereditary business of great  magnitude is 

dangerous. Th e management o f  such a business needs more than com 

mon indust ry and more than common abi l i ty. But  there is no secur ity 

at  all that  these w i l l  be regular ly cont inued in each generat ion. The 

case o f  Overend, Gurney and Co., the model instance of  all evi l  in
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business, is a most alarming example o f  this evil. N o  cleverer men 

of  business probably (cleverer I  mean for  the purposes of their par 

t icular cal l ing) could wel l  be found than the founders and first  man

agers o f  that  house. But  in a very few  years the rule in i t  passed to a 

generat ion whose fo l l y surpassed the usual l imit  o f  imaginable inca

paci ty. I n  a short  t ime they subst ituted ruin for  prosperi ty and 

changed opulence into insolvency. Such great  fo l l y is happily rare; 

and the business o f  a bank is not nearly as difficult  as the business of  

a discount  company. St i l l  much fo l l y is common, and the business 

o f  a great  bank requires a great  deal o f  abi l i ty, and an even rarer de

gree o f  t rained and sober judgment . Th at  which happened so marvel 

ously in the green t ree m ay happen also in the dry. A  great  private 

bank m ight  easi ly become very rot ten b y a change from  discret ion to 

foolishness in those who conduct  it .

W e have had as yet  in London, happi ly, no example o f  this; in 

deed, w e have hardly as yet  had the opportuni ty. T i l l  now private 

banks have been small; small as w e now reckon banks. For  their 

exigencies a moderate degree o f  abi l i ty and an anxious caut ion w i l l  

suffice. But  i f  the size o f  the banks is augmented and greater abil i ty 

is required, the constant di ff icul ty o f  an hereditary government w i l l  

begin to be felt . ‘The father had great  brains and created the busi 

ness: but  the son had less brains and lost  or  lessened i t .’ Th is is the 

history o f  all great  monarchies, and i t  m ay be the history of great  

private banks. Th e pecul iar i ty in the case of  Overend, Gurney and 

Co.—at least, one pecul iar i ty—is that  the evi l  was soon discovered. 

The richest partners had least concern in the management; and when 

they found that incredible losses were ruining them, they stopped 

the concern and turned it  into a company. But  they had done noth

ing; i f  at least they had on ly prevented farther losses, the firm might  

have been in existence and in the highest credi t  now. I t  was the 

publici t y o f  thei r losses which ruined them. But  i f  t hey had con 

t inued to be a private partnership they need not  have disclosed those 

losses: they might  have wri t ten them off quiet ly out of the immense 

profits they could have accumulated. T h ey had some ten mill ions 

o f  other people’s money in their hands which no one thought  of 

disturbing. Th e perturbat ion through the count ry which their fai l 

ure caused in the end, shows how diffused and how unimpaired their 

popular reputat ion was. N o one in the rural districts (as I  know by 

experience) would ever believe a word against  them, say what  you 

might. The catastrophe came because at  the change the partners in 

the old pr ivate firm—the Gurney fam ily especial ly—had guaranteed
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*34 THE PRIVATE BANKS.

die new company against  the previous losses: those losses turned out  

to be much greater than was expected. T o  pay what  was necessary 

the ‘Gurneys’ had to sell thei r estates, and their visible ruin destroyed 

the credi t  o f  the concern. But  i f  there had been no such guarantee, 

and no sale o f  estates,—i f  the great  losses had slept  a quiet  sleep in a 

hidden ledger,—no one would have been alarmed, and the credi t  and 

the business o f  ‘Overends’ m ight  have existed t i l l  now, and their name 

st i l l  cont inued to be one o f  our fi rst  names. Th e di fficul ty o f  propa

gat ing a good management b y  inheritance for  generat ions is greatest  

in private banks and discount  firms because of  their essential secrecy.

Th e danger m ay indeed be surmounted b y the cont inual infusion 

o f  new and able partners. Th e deteriorat ion o f  the old blood m ay be 

compensated b y the excellent  qual i t y o f  the fresh blood. But  to this 

again there is an object ion, o f  l i t t le value perhaps in seeming, but  of 

much real influence in pract ice. Th e infusion o f  new partners requires 

from  the old partners a considerable sacri fice o f  income; the old must 

give up that  which the new receive, and the old w i l l  not  l ike this. 

Th e effectual remedy is so painful that  I  fear  i t  often m ay be post 

poned too long.

I  cannot, therefore, expect  w i th cer tainty the cont inuance o f  our 

system o f  private banking. I  am sure that  the days o f  small banks 

w i l l  before many years come to an end, and that the difficult ies of 

large private banks are very important. In the mean t ime i t  is very 

important  that  large private banks should be wel l  managed. And the 

present state o f  banking makes this pecul iar ly difficult . Th e detail 

of  the business is augment ing w i th an overwhelming rapidi ty. M ore 

cheques are drawn year  by year ; not  on ly more absolutely, but  more 

by each person, and more in proport ion to his income. Th e pay

ments in, and payments out  o f  a common account  are very much more 

numerous than they form er ly were. And this causes an enormous 

growth o f  detail. And besides, bankers have of  late begun almost a 

new business. T h ey now not  on ly keep people’s money, but  also col 

lect  thei r incomes for  them. M any persons l ive ent irely on the in 

come o f  shares, or  debentures, or  foreign bonds, which is paid in 

coupons, and these are handed i i r  fo r  the bank to col lect . Often 

enough the debenture, or  the cert i ficate, or  the bond is in the custody 

o f  the banker, and he is expected to see when the coupon is due, and 

to cut  i t  off  and t ransmit  i t  fo r  payment. And the detail o f  all this is 

incredible, and i t  needs a special machinery to cope w i th it.

A  large joint  stock bank, i f  wel l -worked, has that  machinery. I t  

has at the head o f  the execut ive a general manager who was t r ied in
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the detail o f  banking, who is devoted to it , and who is content  to l ive 

almost w hol l y in it . H e thinks o f  l i t t le else, and ought  to think o f  

li t t le else. One of his fi rst  duties is to form  a h ierarchy of  infer ior 

officers, whose respect ive dut ies are defined, and to see that  they can 

per form and do per form  those duties. But  a private bank of the t ype 

usual in London has no such officer. I t  is managed b y the partners; 

now these are general ly r ich men, are seldom able to grapple w ith 

great  business o f  detail, and are not  disposed to spend their whole 

l ives and devote their ent ire minds to i t  i f  t hey were able. A  person 

w ith  the accumulated wealth, the educat ion and the social place of 

a great  London banker would be a fool  so to devote himself. H e 

would sacri fice a suitable and a pleasant l i fe for  an unpleasant and 

an unsuitable l i fe. But  st i l l  the detail must be wel l  done; and some one 

must be special ly chosen to watch i t  and to preside over  it , or i t  w i l l  

not  be wel l  done. Unt i l  now, or unt i l lately, this di fficul ty has not  

been fu l ly felt . Th e detail o f  the business o f  a small private bank was 

moderate enough to be superintended effectually by the partners. 

But , as has been said, the detail of banking—the proport ion o f  detail 

to the size of the bank—is everywhere increasing. Th e size of the 

private banks w i l l  have to augment i f  pr ivate banks are not to cease; 

and therefore the necessity of  a good organisat ion for  detail is urgent . 

I f  the bank grows, and simultaneously the detail grows in proport ion 

to the bank, a fr ight fu l  confusion is near unless care be taken.

Th e on ly organisat ion which I  can imagine to be effectual is that 

which exists in the antagonist ic establishments. Th e great  private 

banks w i l l  have, I  believe, to appoint  in some form  or other, and under 

some name or other, some species o f  general manager who w i l l  watch, 

cont r ive, and arrange the detail for  them. Th e precise shape of the 

organisat ion is immaterial; each bank m ay have its own shape, but  the 

man must be there. Th e t rue business of the private partners in such 

a bank is much that o f  the directors in a joint  stock bank. T h ey should 

form  a permanent commit tee to consult  w ith their general manager, 

to watch him, and to attend to large loans and points o f  principle. 

T h ey should not themselves be responsible for  detail; i f  t hey do 

there w i l l  be tw o evils at  once: the detail w i l l  be done badly, and 

the minds o f  those who ought  to decide principal things w il l  be dis

t racted from  those principal things. There w i l l  be a cont inual w or ry 

in the bank, and in a w or r y bad loans are apt  to be made and money 

is apt  to be lost.

A  subsidiary advantage o f  this organisat ion is that  i t  would render 

the t ransit ion from  private banking to joint  stock banking easier, i f
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13 6 THE PRIVATE BANKS.

that  transit ion should be necessary. Th e one might  merge in the 

other as convenience suggested and as events required. There is 

nothing intrusive in discussing this subject . Th e organisat ion o f  the 

private is just  l ike that  o f  the joint  stock banks; all the publ ic are 

interested that  i t  should be good. Th e want  o f  a good organisat ion 

m ay cause the fai lure o f  one or more o f  these banks; and such fai lure 

of such banks m ay intensify a panic, even i f  i t  should not  cause one.
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CHAPTE R XI.

TheBill-Brokers.

U n d e r  every system o f  banking, whether that  in which the reserve 

is kept  in many banks, or  one in which i t  is kept  in a single bank only, 

there w i l l  always be a class o f  persons who examine more careful ly 

than busy bankers can the nature of di fferent  securit ies; and who, b y 

at tending on ly to one class, come to be par t icular ly wel l  acquainted 

w ith that  class. And as these special ly qualified dealers can for  the 

most part  lend much more than their own capital, t hey w i l l  always be 

ready to borrow largely from  bankers and others, and to deposit  the 

securit ies which they know to be good as a pledge for  the loan. T h ey 

act  thus as intermediaries between the borrowing public and the less 

qualified capital ist ; knowing bet ter than the ordinary capitalist  which 

loans are bet ter and which are worse, they borrow from  him, and gain 

a profi t  by charging to the public more than they pay to him.

M any stock brokers t ransact  such business upon a great  scale. 

T h ey lend large sums on foreign bonds or  rai lway shares or other such 

securit ies, and borrow those sums from  bankers, deposit ing the se

curit ies w ith the bankers, and general ly, though not  always, giving 

their guarantee. But  by far  the greatest  o f  these intermediate dealers 

are the bil l-brokers. M ercant i le bills are an exceedingly di fficult  kind 

o f  secur it y to understand. The relat ive credi t  o f  different  merchants 

is a great  ‘t radit ion’; i t  is a large mass of  most valuable knowledge 

which has never been described in books and is probably incapable 

o f  being so described. Th e subject  mat ter o f  i t , too, is shift ing and 

changing daily; an accurate representat ion o f  the trustworthiness o f  

houses at  the beginning o f  a year  might  easi ly be a most fatal repre

sentat ion at  the end of  it . In  all years there are great  changes; some 

houses rise a good deal and some fal l . And in some part icular years 

the changes are immense; in years l ike 1871 many act ive men make so 

much money that at  the end of  the year  they are wor thy o f  altogether 

greater credi t  than anyone would have dreamed o f  giving to them at 

the beginning. On the other hand, in years l ike 1866 a contagious ruin 

destroys the t rustworthiness of very many firms and persons, and 

often, especial ly, o f  many who stood highest immediately before. 

Such years alter altogether an important part  o f  the mercant i le wor ld: 

the final quest ion o f  bi l l-brokers, ‘which bills w i l l  be paid and which 

w i l l  not? which bills are second-rate and which first -rate?’ would be
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i38 THE BILL-BROKERS.

answered very di fferent ly at  the beginning of  the year  and at  the 

end. N o  one can be a good bi l l -broker who has not  learnt  the great  

mercant i le t radit ion o f  what  is called ‘the standing o f  parties,* and 

who does not  watch personal ly and incessant ly the inevitable changes 

which from  hour to hour impair the t ruth of that  t radit ion. Th e 

‘credi t ’ o f  a person—that is, the reliance which m ay be placed on his 

pecuniary fidel i t y—is a different  thing from  his propert y. N o doubt, 

other things being equal, a r ich man is more l ikely to pay than a poor 

man. But  on the other hand, there are m any men not o f  much wealth 

who are trusted in the market , ‘as a matter o f  business,’ for  sums much 

exceeding the wealth o f  those who are many t imes r icher. A  firm or 

a person who have been long known to ‘meet their engagements,’ 

inspire a degree o f  confidence not dependent on the quant i ty o f  his 

or  their propert y. Persons who buy to sell again soon are often l iable 

for  amounts altogether much greater than their own capital; and the 

power o f  obtaining those sums depends upon their ‘respectabi l i ty,’ 

their ‘standing,’ and their ‘credi t ,’ as the technical terms express it , and 

more simply upon the opinion which those who deal w ith them have 

formed o f  them. Th e principal mode in which money is raised by 

t raders is by ‘bills o f  exchange;’ the est imated cer tainty of  their paying 

those bills on the day they fal l  due is the measure o f  their credi t ; and 

those who estimate that l iabi l i t y best, the on ly persons indeed who 

can estimate i t  exceedingly wel l , are the bi l l-brokers. And these 

dealers, taking advantage o f  their peculiar knowledge, borrow im 

mense sums from  bankers and others; t hey general ly deposit  the bills 

as a secur i t y; and they general ly give their own guarantee o f  the 

goodness o f  the bi l l : but  neither of such pract ices indeed is essential, 

though both are the ordinary rule. W hen Overends fai led, as I  have 

said before, they had borrowed in this w ay very largely. There are 

others now in the t rade who have borrowed quite as much.

As is usual ly the case, this kind o f  business has grown up only 

gradually. In the year  1810 there was no such business precisely an

swer ing to what  we now cal l  bi l l -broking in London. M r. Richard 

son, the principal ‘bi l l -broker’ o f  the t ime, as the term was then under 

stood, thus described his business to the ‘Bull ion Commit tee:—’

‘W hat  is the nature o f  the agency for  count ry banks?—It  is two

fold: in the first  place to procure money for  count ry bankers on bills 

when they have occasion to borrow on discount, which is not  often 

the case; and in the next  place, to lend the money for  the count ry 

bankers on bil ls on discount. T h e sums of money which I  lend for
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count ry bankers on discount are f i f t y t imes more than the sums bor 

rowed for  count ry bankers.

‘D o you send London bills into the count ry for  discount?—Yes.

‘D o you receive bil ls from  the count ry upon London in return, 

at  a date, to be discounted?—Yes, to a very considerable amount, from  

part icular parts o f  the count ry.

‘A re not  both sets o f  bil ls by this means under discount?—N o, the 

bills received from  one part  o f  the count ry are sent down to another 

part  for  discount.

‘And they are not  discounted in London?—N o. In some parts of  

the count ry there is but  l it t le circulat ion of bills drawn upon London, 

as in N or folk , Suffolk, Essex, Sussex, &c.; but  there is there a con

siderable circulat ion in count ry bank-notes, principal ly opt ional notes. 

In Lancashire there is l i t t le or no circulat ion o f  count ry bank-notes; 

but  there is a great  circulat ion o f  bills drawn upon London at  two or  

three months’ date. I  receive bills to a considerable amount from  

Lancashire in part icular, and remit  them to N or folk , Suffolk, &c., 

where the bankers have large lodgments, and much surplus money to 

advance on bills for  discount.’

M r. Richardson was on ly a broker who found money for  bills and 

bills for  money. H e is fur ther  asked:

‘D o you  guarantee the bil ls you  discount, and what  is your  charge 

per cent?—N o, we do not  guarantee them; our charge is one-eighth 

per cent  brokerage upon the bil l  discounted—but  we make no charge 

to the lender of the money.

‘D o you consider that  brokerage as a compensat ion for  the ski l l  

which you exercise in select ing the bills which you thus get  dis

counted?—Yes, for  select ing of the bil ls, wri t ing let ters, and other 

t rouble.

‘Does the par t y who furnishes the money give you any kind of 

compensat ion?—N one at  all.

‘Does he not  consider you as his agent, and in some degree re

sponsible for  the safety o f  the bills which you  give him?—N ot  at  all.

‘Does he not  prefer  you on the score o f  his judging that  you w i l l  

give him good intel l igence upon that subject?—Yes, he relies upon us.

‘D o you then exercise a discret ion as to the probable safety o f  the 

bil ls?—Yes; i f  a bi l l  comes to us which we conceive not  to be safe, we 

return it .

‘D o you not  then conceive yourselves to depend in a great  measure 

for  the quant i ty o f  business which you can per form  on the favour  

o f  the par t y lending the money?—Yes, very much so. I f  we man
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age our business wel l , we retain our fr iends; i f  we do not , we lose 

them.’

I t  was natural enough that  the owners o f  the money should not  pay, 

though the owner o f  the bi l l  did, for  in almost all ages the borrower 

has been a seeker more or  less anxious; he has always been ready to 

pay for  those who w i l l  find him the money he is in search of. But  the 

possessor o f  m oney has rarely been w i l l ing to pay anything; he has 

usually and r ight ly believed that  the borrower would discover him 

soon.

Notwithstanding other changes, the distribut ion of the customers 

o f  the bi l l-brokers in di fferent  parts o f  the count ry st i l l  remains much 

as M r. Richardson described i t  sixt y years ago. For  the most part , 

agricultural count ies do not  employ as much money as they save; 

manufacturing count ies, on the other hand, can employ much more 

than they save; and therefore the money of  N or folk  or  of Somer 

setshire is deposited w ith the London bil l-brokers, who use i t  to dis

count  the bills o f  Lancashire and Yorkshire.

The old pract ice o f  bi l l -broking, which M r. Richardson describes, 

also st i l l exists. There are many brokers to be seen about Lombard 

St reet  wi th  bills which they wish to discount but  which they do not 

guarantee. T h ey have sometimes discounted these bills w ith their 

own capital, and i f  t hey can re-discount  them at a sl ight ly lower rate 

they gain a di fference which at  first  seems but  t r i fl ing, but  wi th which 

they are quite content , because this system of lending first  and borrow 

ing again immediately enables them to turn their capital very fre

quent ly, and on a few  thousand pounds of  capital to discount hundreds 

of  thousands of  bil ls; as the t ransact ions are so many, xhey can be 

content  w i th a smaller profi t  on each. I n  other cases, these non- 

guaranteeing brokers are on ly agents who are seeking money for  bills 

which they have undertaken to get  discounted. But  in either case, 

as far  as the banker or  other ult imate capitalist  is concerned, the t rans

act ion is essent ially that  which M r. Richardson describes. The loan 

by such banker is a rediscount  of the bil l ; that  banker cannot obtain 

repayment  of  that  loan, except  by the payment  of the bil l  at maturity. 

H e has no claim upon the agent  who brought  him the bill. Bi l l- 

broking, in this which w e may call its archaic form, is simply one of 

the modes in which bankers obtain bills which are acceptable to them 

and which they rediscount . N o reference is made in it  to the credit  

o f  the bi l l -broker; the bills being discounted ‘without  recourse’ to him 

are as good i f  taken from  a pauper as i f  taken from  a mill ionaire. The 

lender exercises his own judgment  on the goodness of the bill.
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But  in modern bi l i -broking the credi t  o f  the bi l l-broker is a vi tal 

element. The lender considers that  the bi l l-broker—no matter whether 

an individual, a company, or  a firm—has considerable wealth, and he 

takes the ‘bills,* relying that the broker would not  venture that  wealth 

by guaranteeing them unless he thought  them good. Th e lender 

thinks, too, that  the bi l l -broker being dai ly conversant  w ith bil ls and 

bills only, knows probably all about  bil ls: he lends par t ly in reliance on 

the wealth o f  the broker and par t ly in rel iance on his sk i l l  H e does 

not  exercise much judgment  o f  his own on the bills deposited w ith 

him: he often does not  watch them very closely. Probably not  one- 

thousandth part  o f  the credi tors on secur i ty o f  Overend, Gurney and 

Co., had ever expected to have to rely on that  secur ity, or  had ever 

given much real at tent ion to it . Sometimes, indeed, the confidence in 

the bi l l-brokers goes farther. A  considerable number o f  persons lend 

to them, not  on ly w ithout  much looking at  the secur it y but  even 

without  taking any secur ity. Th is is the exact  reverse o f  the pract ice 

which M r. Richardson described in 1810; then the lender rel ied w hol ly 

on the goodness o f  the bil l , now, in these part icular cases, he relies 

solely on the bi l l-broker, and does not  take a bi l l  in any shape. N oth 

ing can be more natural or more inevitable than this change. I t  was 

certain that  the bi l l-broker, being supposed to understand bills wel l , 

would be asked b y the lenders to evince his rel iance on the bills he 

offered by giving a guarantee for  them. I t  was also most natural that  

the bi l l-brokers, having by the constant pract ice of  this lucrat ive t rade 

obtained high standing and acquired great  wealth, should become, 

more or less, bankers too, and should receive money on deposit  wi th 

out  giving any secur it y for  it .

But  the effects of  the change have been very remarkable. In the 

pract ice as M r. Richardson described it , there is no pecul iar i ty very 

l ikely to affect  the money market . Th e bi l l-broker brought  bil ls to 

the banker, just  as others brought  them; nothing at  all could be said 

as to i t  except  that  the Bank must not  discount bad bil ls, must not  dis

count  too many bills, and must keep a good reserve. But  the modem 

pract ice int roduces more complex considerat ions. In  the t rade o f  bi l l- 

broking, as i t  now exists, there is one great  di ff icul ty; the bi l l-broker 

has to pay interest for  all the money which he receives. H ow  this 

arose we have just  seen. Th e present lender to the bi l l-broker at  

fi rst  always used to discount  a bi l l , which is as much as saying that  he 

was always a lender at  interest. W hen he came to take the guarantee 

of  the broker, and on ly to look  at  the bi l ls as a collateral secur ity, 

natural ly he did not  forego his interest: st i l l  less did he forego i t  when
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he ceased to take secur it y at  all. The bi l l -broker has, in one shape or 

other, to pay interest  on every sixpence left  w i th him, and that  constant 

habit  o f  giving interest  has this grave consequence:—the bi l l -broker 

cannot afford to keep much money unemployed. H e has become a 

banker owing large sums which he m ay be called on to repay, but  he 

cannot  hold as much as an ordinary banker, or  nearly as much, o f  such 

sums in cash, because the loss o f  interest  would ruin him. Compet i t ion 

reduces the rate which the bi l l -broker can charge, and raises the rate 

which the bi l l -broker must give, so that  he has to l ive on a difference 

exceedingly narrow. And i f  he constant ly kept  a large hoard o f  bar 

ren m oney he would soon be found in the ‘Gazet te.’

T h e di fficul ty is aggravated b y the terms upon which a great  part  

o f  the m oney at  the bi l l -brokers is deposited w i th them. V er y  much 

of  i t  is repayable at  demand, or  at  very short  not ice. The demands 

on a broker in periods o f  alarm m ay consequent ly be very great , and 

in pract ice they often are so. In t imes o f  panic there is always a 

very heavy call, i f  not  a run upon them; and in consequence of  the 

essential nature o f  thei r business, they cannot  constant ly keep a large 

unemployed reserve o f  thei r own in actual cash, they are obliged to 

ask help of some one who possesses that  cash. By  the condit ions of 

his t rade, the bi l l-broker is forced to belong to a class o f  ‘dependent 

money-dealers,’ as w e m ay term them, that  is, o f  dealers who do not  

keep their own reserve, and must, therefore, at every crisis o f  great  

di fficul ty revert  to others.

In a natural state o f  banking, that  in which all the principal banks 

kept  their own reserve, this demand of  the bil l-brokers and other de

pendent dealers would be one of  the principal calls on that  reserve. 

A t  every period o f  incipient  panic the holders of  i t  would perceive 

that  i t  was o f  great  importance to themselves to support  these de

pendent dealers. I f  the panic dest royed those dealers i t  would grow  

b y what  i t  fed upon (as is its nature), and might  probably dest roy also 

the bankers, the holders o f  the reserve. Th e public ter ror at  such 

t imes is indiscriminate. W hen one house o f  good credi t  has perished, 

other houses o f  equal credi t  t hough o f  different  nature are in danger 

of perishing. Th e m any holders o f  the banking reserve would under 

the natural system of  banking be obliged to advance out of  that  re

serve to uphold bi l l-brokers and-similar dealers. I t  would be essential 

to thei r own preservat ion not  to let  such dealers fai l , and the protect ion 

of  such dealers would therefore be reckoned among the necessary 

purposes for  which they retained that  reserve.

N or  probably would the demands on the bi l l-brokers in such a
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system of banking be exceedingly formidable. Considerable sums 

would no doubt  be drawn from  them, but  there would be no special 

reason w h y money should be demanded from  them more than from  

any other money dealers. T h ey would share the panic w i th  the bank

ers who kept  the reserve, but  they would not  feel  i t  more than the 

bankers. In each crisis the set o f  the storm would be determined by 

the cause which had excited it , but  there would not  be anything in 

the nature o f  bi l l-broking to at t ract  the advance o f  the alarm pecul iar ly 

to them. T h ey would not  be more l ikely to suffer than other persons; 

the on ly difference would be that  when they did suffer, having no 

adequate reserve o f  their own, they would be obliged to ask the aid 

of  others.

But  under a owe-reserve system of banking, the posit ion o f  the bi l l- 

brokers is much more singular and much more precarious. In fact , 

in Lombard St reet , the principal depositors o f  the bi l l-brokers are 

the bankers, whether o f  London, or o f  provincial England, or  o f  Scot 

land, or  Ireland. Such deposits are, in fact , a port ion o f  the reserve 

of these bankers; they make an essential part  o f  the sums which they 

have provided and laid by against a panic. Accord ingly, in every 

panic these sums are sure to be called in from  the bi l l-brokers; t hey 

were wanted to be used by their owners in t ime of  panic, and in t ime 

o f  panic they ask for  them. ‘Perhaps i t  m ay be interest ing,’ said 

Alderman Salomons, speaking on behal f o f  the London and W est 

minster Bank, after the panic o f  1857, to the commit tee, ‘to know that, 

on Novem ber 11, we held discounted bil ls for  brokers to the amount 

o f  5,62 3,0001. Out  o f  these bills 2,800,000/ . matured between N ovem 

ber 11 and December 4; 2,000,000/ . more between December 11 and 

December 31; consequent ly we were prepared m erely by the maturing 

o f  our bills o f  exchange for  any demand that  might  come upon us.’ 

Th is is not  indeed a di rect  wi thdrawal o f  money on deposit , but  its 

principal effect  is ident ical. A t  the beginning of  the t ime the London 

and W estminster Bank had lent  5,000,000/ . more to the bil l-brokers 

than they had at  the end of i t ; and that  5,000,000/ . the bank had added 

to its reserve against  a t ime of  difficulty.

The intensity of the demand on the bi l l -broker is aggravated there

fore by our peculiar system of  banking. Just  at  the moment when, 

by the nature o f  their business, they have to resort  to the reserves 

of  bankers for  necessary support , the bankers remove from  them 

large sums in order to strengthen those reserves. A  great  addit ional 

strain is thrown upon them just  at the moment when they are least 

able to bear i t ; and i t  is thrown by those who under a natural system
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o f  banking would not  aggravate the pressure on the bil l-brokers, but  

rel ieve it .

And the profi ts o f  bi l l -broking are proport ionably raised. The 

reserves o f  the bankers so deposited w i th  the bi l l -broker form  a most 

profitable par t  o f  his business; they are on the whole of  very large 

amount, and at  all t imes, except  those o f  panic, m ay wel l  be depended 

upon. Th e bankers are pret t y sure to keep them there, just  because 

they must keep a reserve, and they consider i t  one of  the best  places 

in which to keep it . Under  a more natural system, no part  of  the 

banking reserve would ever be lodged at  the brokers. Bankers would 

deposit  w i th the brokers on ly their ext ra money, the money which 

they considered they could safely lend, and which they would not 

require during a panic. In the eye o f  the banker, money at  the 

brokers would then be one of the investments of cash, i t  would not 

be a par t  o f  such cash. Th e deposits o f  bi l l-brokers and the profits 

o f  bi l l-broking are increased by our present system, just  in proport ion 

as the dangers o f  bi l l-brokers during a panic are increased by it .

The strain, too, on our banking reserve which is caused by the 

demands of  the bi l l-brokers, is also more dangerous than i t  would 

be under a natural system, because that  reserve is in i tsel f less. The 

system o f  keeping the ent ire ult imate reserve at  a single bank, un

doubtedly diminishes the amount of reserve which is kept . And 

exact ly on that  very account  the danger o f  any part icular demand on 

that  reserve is augmented, because the magnitude o f  the fund upon 

which that  demand fal ls is diminished. So that  our one-reserve sys

tem o f  banking combines two evils: first , i t  makes the demand of the 

brokers upon the final reserve greater, because under i t  so many 

bankers remove so much money from  the brokers; and under i t  also 

the final reserve is reduced to its minimum point , and the ent ire sys

tem of credi t  is made more delicate, and more sensit ive.

Th e pecul iari ty, indeed, of  the effects o f  the one reserve is indeed 

even greater in  this respect. Under the natural system, the bil l- 

brokers would be in no respect  the rivals of  the bankers which kept  

the ult imate reserve. T h ey would be rather the agents for  these 

bankers in lending upon certain securit ies which they did not them

selves l ike, or  on which they did not  feel  competent to lend safely. 

T h e bankers who in t ime o f  panic had to help them would in ordi 

nary t imes derive much advantage from  them. But  under our present 

system all this is reversed. Th e Bank o f  England never deposits any 

money w i th  the bil l-brokers; in ordinary t imes i t  never derives any 

advantage from  them. On the other hand, as the Bank carries on
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i t sel f a large discount  business, as i t  considers that i t  is i t sel f com 

petent  to lend on all  kinds o f  bills, the bi l l-brokers are its most 

formidable rivals. As they constant ly give high rates for  money i t  is 

necessary that  they should undersell the Bank, and in ordinary t imes 

they do undersell i t . But  as the Bank o f  England alone keeps the 

final banking reserve, the bi l l-brokers o f  necessity have to resort  to 

that final reserve; so that  at  every panic, and by the essential const i 

tut ion of  the money market , the Bank o f  England has to help, has to 

maintain in existence, the dealers, who never in return help the Bank 

at  any t ime, but  who are in ordinary t imes its closest  compet itors and 

its keenest r ivals.

I t  m ight  be expected that  such a state of things would cause much 

discontent at  the Bank o f  England, and in mat ter o f  fact  there has 

been much discussion about  it , and much object ion taken to it . A f t er  

the panic o f  1857, this was so especially. Dur ing that  panic, the Bank 

of  England advanced to the bil l-brokers more than 9,000,000/ ., though 

their advances to bankers, whether London or count ry, were only

8,000,000/ .; and, not  unnaturally, the Bank thought  i t  unreasonable 

that  so large an inroad upon their resources should be made by their 

rivals. In consequence, in 1858 they made a rule that  they would 

on ly advance to the bil l-brokers at  certain seasons o f  the year , when 

the public money is par t icular ly large at  the bank, and that  at  other 

t imes any applicat ion for  an advance should be considered excep

t ional, and dealt  w i th  accordingly. And the object  of that  regulat ion 

was official ly stated to be ‘to make them keep their own reserve, 

and not  to be dependent on the Bank o f  England.’ As might  be sup

posed, this rule was exceedingly unpopular w i th the brokers, and 

the greatest  of  them, Overend, Gurney and Co., resolved on a strange 

pol icy in the hope of  abolishing it . T h ey thought  they could fr ighten 

the Bank of  England, and could show that i f  t hey were dependent 

on it, i t  was also dependent on them. T h ey accordingly accumulated 

a large deposit  at  the Bank to the amount o f  3,000,000/ ., and then 

wi thdrew it  all at  once. But  this pol icy had no effect , except  that  

of exci t ing a distrust of ‘Overends’: the credi t  o f  the Bank of Eng

land was not diminished; Overends had to return the money in a few  

days, and had the dissat isfact ion o f  feel ing that  they had in vain 

attempted to assail the solid basis o f  everyone’s credit , and that  every 

one disliked them for  doing so. But  though this i l l-conceived at 

tempt fai led as i t  deserved, the rule i t sel f could not  be maintained. 

The Bank does, in fact , at  every period o f  pressure, advance to the 

bi l l -brokers; the case m ay be considered ‘except ional,’ but  the advance
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is always made i f  the secur i ty offered is real ly good. H owever  much 

the Bank m ay dislike to aid their r ivals, yet  they must aid them; at a 

crisis they feel that  they would on ly be aggravat ing incipient  demand, 

and be augment ing the probable pressure on themselves i f  t hey refused 

to do so.

I  shall be asked i f  this anomaly is inevitable, and I  am afraid that  

for  pract ical  purposes w e must consider i t  to be so. I t  m ay be 

lessened; the bi l l-brokers may, and should, discourage as much as 

they can the deposit  o f  money w ith them on demand, and encourage 

the deposit  o f  i t  at  distant fixed dates or  long not ice. Th is w i l l  

diminish the anomaly, but  it  w i l l  not  cure it . Pract ically, bi l l-brokers 

cannot  refuse to receive money at  call. In every market  a dealer 

must conduct  his business according to the custom of  the market, 

or  he w i l l  not  be able to conduct  i t  at  all. A l l  the bil l-brokers can 

do is to offer  bet ter rates for  more permanent money, and this (though 

possibly not  so much as might  be wished) they do at  present. In its 

essence, this anomaly is, I  believe, an inevitable part  of the system 

of  banking which history has given us, and which we have only to 

make the best of, since we cannot  alter it .
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CHAPTE R XII.

The Principles Which Should Regulate the 
Amount of the Banking Reserve to Be Kept 

by the Bank of England.

T h e r e  is a very common not ion that  the amount o f  the reserve which 

the Bank of  England ought  to keep can be determined at  once from  

the face of  thei r w eek ly balance sheet. I t  is imagined that  you  have 

on ly to take the liabilit ies o f  the Banking department, and that  a 

third or  some other fixed proport ion w i l l  in all cases be the amount 

o f  reserve which the Bank should keep against  those liabilit ies. But  

to this there are several object ions, some arising from  the general 

nature of  the banking trade, and others from  the special posit ion of 

the Bank of  England.

Th at  the amount o f  the l iabilit ies o f  a bank is a principal element 

in determining the proper amount o f  its reserve is plainly t rue; but  

that  i t  is the on ly element b y  which that  amount is determined is 

plainly false. Th e intrinsic nature o f  these liabilit ies must be con 

sidered, as wel l  as thei r numerical quant ity. For  example, no one 

would say that  the same amount of  reserve ought  to be kept  against 

acceptances which cannot  be paid except  at  a certain day, and against 

deposits at  call , which m ay be demanded at  any moment. I f  a bank 

groups these liabilit ies together in the balance-sheet, you cannot  tell 

the amount o f  reserve i t  ought  to keep. Th e necessary informat ion 

is not  given you.

N or  can you cer tain ly determine the amount o f  reserve neces

sary to be kept  against deposits unless you  know something as to the 

nature o f  these deposits. I f  out  o f  3,000,000/ . o f  money, one depositor 

has 1,000,000/ . to his credit , and m ay draw i t  out  when he pleases, a 

much larger reserve w i l l  be necessary against  that  l iabi l i t y o f  1,000,- 

000/ . than against  the remaining 2,000,000/ . Th e intensity o f  the 

l iabi l i ty, so to say, is much greater ; and therefore the provision in 

store must be much greater also. On the other hand, supposing that  

this single depositor is one o f  calculable habits—suppose that  i t  is a 

public body, the t ime o f  whose demands is known, and the t ime of 

whose receipts is known also—this single l iabi l i t y requires a less re

serve than that  o f  an equal amount o f  ordinary liabilit ies. Th e danger
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that  i t  w i l l  be called for  is much less; and therefore the secur i ty taken 

against i t  m ay be much less too. Unless the qual i t y o f  the liabilit ies 

is considered as wel l  as thei r quant ity, the due provision for  their pay

ment cannot  be determined.

These are general t ruths as to all banks, and they have a very par 

t icular applicat ion to the Bank of  England. Th e first  applicat ion is 

favourable to the Bank; for  i t  shows the danger o f  one o f  the prin 

cipal l iabilit ies to be much smaller than i t  seems. Th e largest  account  

at  the Bank o f  England is that  o f  the Engl ish Governm ent ; and prob

ably there has never been any account  o f  which i t  was so easy in 

t ime of  peace to calculate the course. A l l  the material facts relat ive 

to the Engl ish revenue, and the Engl ish expenditure, are exceedingly 

wel l  known; and the amount of the coming payments to and from  

this account  are always, except  in w ar  t imes, to be calculated wi th 

wonderful  accuracy. In war , no doubt , this is all reversed; the ac

count  of a government  at  war  is probably the most uncertain o f  all 

accounts, especially o f  a government of  a scattered empire, l ike the 

English, whose places of  out lay in t ime of  war  are so m any and so 

distant, and the amount of  whose payments is therefore so incalcu

lable. Ordinari ly, however, there is no account  o f  which the course 

can be so easi ly predicted; and therefore no account  which needs in 

ordinary t imes so l i t t le reserve. The principal payments, when they 

are made, are also of the most sat isfactory kind to a banker; t hey are, 

to a great  extent, made to another account  at his bank. These largest  

ordinary payments o f  the Governm ent  are the dividends on the debt, 

and these are most ly made to bankers who act  as agents for  the credi 

tors o f  the nat ion. The payment  of  the dividends for  the Govern 

ment is, therefore, in great  part  a t ransfer from  the account  o f  the 

Government  to the accounts of the various bankers. A  certain amount 

no doubt goes almost at  once to the non-banking classes; to those who 

keep coin and notes in house, and have no account  at  any bank. But  

even this amount is calculable, for  i t  is always nearly the same. And 

the ent ire operat ion is, to those who can watch it , singularly invariable 

t ime after t ime.

But  i t  is important  to observe, that  the published accounts o f  the 

Bank give no such informat ion to the public as w i l l  enable them to 

make their own calculat ions. The account  of  which we have been 

speaking is the year ly account  o f  the English Government—what  we 

m ay call the Budget  account , that  o f  revenue and expenditure. And 

the laws of  this are, as w e have shown, al ready known. But  under 

the head ‘Public Deposits’ in the accounts o f  the Bank, are contained
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also other accounts, and par t icular ly that  o f  the Secretary for  India 

in Counci l , the laws o f  which must be different  and are quite un

known. Th e Secretary for  India is a large lender on its account . I f  

any one proposed to give such power to the Chancellor of the Ex 

chequer, there would be great  fear  and outcry. But  so much depends 

on habit  and t radit ion, that  the India Office on one side o f  D owning 

St reet  can do without  remark, and w i th  universal assent, what  i t  

would be thought  ‘unsound’ and ext ravagant  to propose that  the 

other side should do. Th e present India Office inherits this inde

pendence from  the old Board o f  the Company, which, being mer 

cant i le and business-like, used to lend its own money on the Stock 

Exchange as i t  pleased; the Counci l  o f  India, its successor, retains 

the power. N oth ing can be bet ter than that i t  should be allowed 

to do as i t  l ikes; but  the mixing up the account  of  a body which has 

such a power, and which draws money from  India, w i th  that  o f  the 

H ome government  clear ly prevents the general public from  being 

able to draw inferences as to the course o f  the combined account  

from  its knowledge o f  home finance only. Th e account  o f  ‘public 

deposits’ in the Bank return includes other accounts too, as the 

Savings’ Bank balance, the Chancery Funds account , and others; and 

in consequence, t i l l  lately the public had but  l i t t le knowledge of  the 

real changes of  the account  o f  our Government , proper ly so called. 

But  M r. Low e has lately given us a w eek ly account , and from this, 

and not  from  the Bank account , we are able to form  a judgment. 

Th is account  and the return o f  the Bank o f  England, i t  is t rue, un

happi ly appear on di fferent  days; but  except  for  that  accident  our 

knowledge would be per fect ; and as i t  is, for  almost all purposes 

what  we know is reasonably sufficient. W e can now calculate the 

course o f  the Governm ent  account  nearly as wel l  as i t  is possible to 

calculate it.

So far , as we have said, an analysis of the return o f  the Bank of  

England is very favourable to the Bank. So great  a reserve need not  

usually be kept  against the Government  account  as i f  i t  were a com 

mon account . W e know the laws of its changes pecul iar ly wel l : 

we can tel l  when its principal changes w i l l  happen w ith great  ac

curacy; and we know that  at  such changes most of  what  is paid aw ay 

by the Governm ent  is on ly paid to other depositors at  the Bank, and 

that i t  w i l l  real ly stay at  the Bank, though under another name. I f  

we look to the private deposits o f  the Bank o f  England, at  fi rst  sight  

w e m ay think that  the result  is the same. By  far  the most important  

of these are the ‘Bankers* deposits’ ; and, for  the most part , these
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deposits as a whole are l ikely to vary very l it t le. Each banker, we w i l l  

suppose, keeps as l i t t le as he can, but  in all domestic transact ions 

payment  from  one is real ly payment  to the other. A l l  the most im 

portant  transact ions in the count ry are set t led by cheques; these 

cheques are paid in to the ‘clearing-house,’ and the balances result 

ing from  them are set t led by t ransfers from  the account  of one banker 

to another at  the Bank of  England. Payments out  o f  the bankers’ 

balances, therefore, correspond w i th  payments in. As a whole, the 

deposit  o f  the bankers’ balances at  the Bank o f  England would at first  

sight  seem to be a deposit  singular ly stable.

Indeed, they would seem, so to say, to be bet ter than stable. Th ey 

augment when everyth ing else tends to diminish. A t  a panic, when 

all other deposits are l ikely to be taken away, the bankers’ deposits, 

augment; in fact  t hey did so in 1866, though w e do not  know the 

part iculars; and i t  is natural that  they should so increase. A t  such 

moments all bankers are ext remely anxious, and they t r y to strengthen 

themselves b y every means in their power; t hey t r y to have as much 

m oney as i t  is possible at  command; they augment their reserve as 

much as they can, and they place that  reserve at  the Bank o f  Eng

land. A  deposit  which is not  l ikely to vary in ordinary t imes, and 

which is l ik ely to augment in t imes o f  danger, seems, in some sort , 

the model of  a deposit . I t  might  seem not  on ly that  a large propor 

t ion o f  i t  m ight  be lent, but  that  the whole o f  i t  might  be so. But  a 

further analysis w i l l , as I  believe, show that  this conclusion is en

t i rely false; that  the bankers’ deposits are a singular ly t reacherous 

form  of l iabi l i t y; that  the utmost caut ion ought  to be used in dealing 

w i th  them; that, as a rule, a less proport ion o f  them ought  to be lent  

than o f  ordinary deposits.

Th e easiest mode of  explaining anything is, usually, to exempl i fy 

i t  by a single actual case. And in this subject , fortunately, there is 

a most conspicuous case near at  hand. Th e German Governm ent  

has lately taken large sums in bull ion from  this count ry, in part  from  

the Bank of England, and in part  not, according as i t  chose. I t  was 

in the main wel l  advised, and considerate in its act ion; and did not 

take nearly as much from  the Bank as i t  might , or  as would have 

been dangerous. St i l l  i t  t ook large sums from  the Bank; and i t  might 

easi ly have taken more. H ow  then did the Germ an Government  

obtain this vast  power over the Bank? Th e answer is, that  i t  ob

tained i t  by means o f  the bankers’ balances, and that it  did so in 

two ways.

First , the Germ an Governm ent  had a large balance o f  its own
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lying at  a part icular Join t  Stock  Bank. Th at  bank lent this balance 

at  its own discret ion, to bi l l-brokers or others, and i t  formed a single 

item in the general funds o f  the London market . There was nothing 

special about it , except  that i t  belonged to a foreign government, and 

that  its owner was always l ikely to cal l  i t  in, and sometimes did so. 

As long as i t  stayed unlent in the London Join t  Stock Bank, i t  in

creased the balances o f  that  bank at  the Bank o f  England; but  so 

soon as i t  was lent, say, to a bi l l-broker, i t  increased the bi l l-broker’s 

balance; and as soon as i t  was employed by the bi l l -broker in the 

discount o f  bil ls, the owners o f  those bills paid i t  to their credi t  at 

their separate banks, and i t  augmented the balances of those bankers 

at  the Bank of England. O f course i f  i t  were employed in the dis

count  o f  bil ls belonging to foreigners, the money might  be taken 

abroad, and by similar operat ions it  m ight  also be transferred to the 

English provinces or  to Scot land. But , as a rule, such money when 

deposited in London, for  a considerable t ime remains in London; and 

so long as i t  does so, i t  swells the aggregate balances of the body of 

bankers at  the Bank of  England. I t  is now in the balance of  one 

bank, now of another, but  i t  is always dispersed about  those balances 

somewhere. Th e evident  consequence is that  this part  of  the bankers’ 

balances is at  the m ercy o f  the German Governm ent  when i t  chooses 

to apply for  it . Supposing, then, the sum to be three or  four  mill ions 

—and I  believe that  on more than one occasion in the last year  or two 

i t  has been quite as much, i f  not  more—that  sum might  at once be 

w ithdrawn from  the Bank o f  England. In this case the Bank of Eng

land is in the posit ion o f  a banker who is l iable for  a large amount 

to a single customer, but  w i th this addit ion, that  i t  is l iable for  an 

unknown amount. The German Government , as is well  known, 

keeps its account  (and a very valuable one i t  must be) at  the London 

Join t  Stock  Bank; but  the Bank of England has no access to the ac

count  of the Germ an Governm ent  at  that  bank; they cannot  tel l  how 

much Germ an money is lying to the credi t  there. N or  can the Bank 

o f  England infer  much from  the balance of the London Join t  Stock  

Bank in their Bank, for  the German money was probably paid in 

various sums to that  bank, and lent out  again in other various sums. 

I t  m ight  to some extent  augment that  bank’s balance at  the Bank of  

England, or  i t  m ight  not , but  i t  cer tainly would not  be so much 

added to that  balance; and inspect ion o f  that  bank’s balance would 

not  enable the Bank o f  England to determine even in the vaguest  

manner what  the ent ire sum was for  which i t  m ight  be asked at  any 

moment. N or  would the inspect ion o f  the bankers’ balances as a
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whole lead to any certain and sure conclusions. Something might  

be inferred from  them, but  not  anything certain. Those balances are 

no doubt  in a state o f  constant  fluctuat ion; and very possibly during 

the t ime that  the German money was coming in some other might  

be going out. A n y sudden increase in the bankers’ balances would 

be a probable indicat ion o f  new foreign money, but  new foreign 

money m ight  come in wi thout  causing an increase, since some other 

and contemporaneous cause might  effect  a counteract ing decrease.

Th is is the first , and the plainest w ay in which the German Govern 

ment could take, and did take, money from  this count ry; and in which 

i t  m ight  have broken the Bank of  England i f  i t  had liked. The Ger 

man Government  had money here and took i t  away, which is very 

easy to understand. But  the Government  also possessed a far  greater 

power, o f  a somewhat more complex kind. I t  was the owner of 

many debts from  England. A  large par t  o f  the ‘indemnity’ was 

paid by France to Germ any in bi lk  on England, and the German 

Government , as those bills became due, acquired an unprecedented 

command over the market. A s each bil l  arr ived at  maturity, the 

Germ an Government  could, i f  i t  chose, take the proceeds abroad; 

and i t  could do so in bullion, as for  coinage purposes i t  wanted 

bullion. Th is would at  fi rst  naturally cause a reduct ion in the 

bankers’ balances; at  least that  would be its tendency. Supposing 

the German Governm ent  to hold bi l l  A , a good bil l, the banker at 

whose bank bil l  A  was payable would have to pay i t ; and that  would 

reduce his balance; and as the sum so paid would go to Germ any, 

i t  would not  appear to the credi t  of  any other banker: the aggregate 

of  the bankers’ balances would thus be reduced. But  this reduct ion 

would not  be permanent. A  banker who has to pay 100,000/ . cannot 

afford to reduce his balance at  the Bank of  England 100,000/ .; sup

pose that  his liabilit ies are 2,000,000/ ., and that  as a rule he finds i t  

necessary to keep at  the Bank one-tenth o f  these liabilit ies, or 200,000/ ., 

the payment  o f  100,000/ . would reduce his reserve to 100,000/ .; but  

his l iabil it ies would be st i l l  1,900,000/ ., and therefore to keep up his 

tenth he would have 90,000/ . to find. H is process for  finding i t  is 

this: he calls in, say, a loan to the bi l l -broken; and i f  no equal addi 

t ional money is contemporaneously carr ied to these brokers (which 

in the case o f  a large wi thdrawal of foreign money is not  probable), 

they must reduce their business and discount  less. But  the effect  

o f  this is to throw addit ional business on the Bank o f  England. T h ey 

hold the ult imate reserve o f  the count ry, and they must discount  out  

of i t  i f  no one else w i l l : i f  t hey declined to do so there would be panic
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and collapse. As soon, therefore, as the wi thdrawal o f  the German 

money reduces the bankers' balances, there is a new demand on the 

Bank for  fresh discounts to make up those balances. Th e drain on 

the Bank is twofold: first , the banking reserve is reduced b y exporta

t ion o f  the German money, which reduces the means of the Bank of  

England; and then out  o f  those reduced means the Bank o f  England 

has to make greater advances.

Th e same result  m ay be arrived at  more easily. Supposing any 

foreign Government  or person to have any sort  o f  securit ies which 

he can pledge in the market , that  operat ion gives it , or him, a credi t  

on some banker, and enables it , or him, to take money from  the bank

ing reserve at  the Bank of  England, and from  the bankers’ balances; 

and to replace the bankers’ balances at  their inevitable minimum, the 

Bank of  England must lend. Every sudden demand on the count ry 

causes, in proport ion to its magnitude, this peculiar effect . And this 

is the reason w h y the Bank of England ought , I  think, to deal most 

caut iously and del icately wi th their banking deposits. T h ey are the 

symbol o f  an indefinite l iabi l i t y: by means of  them, as we see, an 

amount o f  money so great  that  i t  is impossible to assign a l imit  to i t  

might  be abstracted from  the Bank of England. As the Bank of Eng

land lends money to keep up the bankers’ balances, at  their usual 

amount, and as by means of  that  usual amount whatever sum for 

eigners can get  credi t  for  m ay be taken from  us, i t  is not  possible to 

assign a superior l imit  (t o use the scient i fic word) to the demands 

which by means of the bankers’ balances m ay be made upon the Bank 

of  England.

The result  comes round to the simple point , on which this book 

is a commentary: the Bank of England, by the effect  o f  a Jong his

t ory, holds the ult imate cash reserve o f  the count ry; whatever cash 

the count ry has to pay comes out  of that  reserve, and therefore the 

Bank of England has to pay it . And i t  is as the Bankers’ Bank that  

the Bank of  England has to pay it , for  i t  is b y being so that i t  be

comes the keeper o f  the final cash reserve.

Some persons have been so much impressed w ith such considera

t ions as these, that  they have contended that  the Bank o f  England 

ought  never to lend the ‘bankers’ balances’ at  all, that  they ought  to 

keep them intact, and as an unused deposit . I  am not  sure, indeed, 

that  I  have seen that  extreme form  of the opinion in print , but  I  have 

often heard i t  in Lombard Street , from persons very influent ial and 

very qualified to judge; even in print  I  have seen close approxima

t ions to it . But  I  am satisfied that  the laying down such a ‘hard and
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fast ’ rule would be ver y dangerous; in very important  and very 

changeable business r igid rules are apt  to be often dangerous. In a 

panic, as has been said, the bankers’ balances great ly augment. I t  is 

t rue the Bank o f  England has to lend the money by which they are 

fi l led. Th e banker calls in his m oney from  the bi l l-broker, ceases to 

re-discount  for  that  broker, or  borrows on securit ies, or sells secu

ri t ies; and in one or other of these ways he causes a new demand 

for  money which can on ly at  such t imes be met  from  the Bank of 

England. Ever y one else is in want  too. But  without  inquiring into 

the origin o f  the increase at  panics, the amount o f  the bankers’ deposits 

in fact  increases ver y rapidly; an immense amount o f  unused money 

is at  such moments often poured b y them into the Bank o f  England. 

And nothing can more surely aggravate the panic than to forbid the 

Bank o f  England to lend that  money. Just  when money is most 

scarce you happen to have an unusually large fund of  this part icular 

species o f  money, and you  should lend i t  as fast  as you can at  such 

moments, for  i t  is ready lending which cures panics, and non-lending 

or  n iggardly lending which aggravates them.

A t  other t imes, par t icular ly at  the quarterly payment  o f  the divi 

dends, an absolute rule which laid down that  the bankers’ balances 

were never to be lent, would be product ive o f  great  inconvenience. 

A  large sum is just  then paid from  the Governm ent  balance to the 

bankers’ balances, and i f  you permit ted the Bank to lend i t  whi le i t  

was st i l l  in the hands of  the Governm ent , but  forbad them to lend 

i t  when i t  came into the hands o f  the bankers, a great  t i l t  upwards 

in the value o f  m oney would be the consequence, for  a most impor 

tant  amount o f  i t  would suddenly have become ineffect ive.

But  the idea that  the bankers’ balances ought  never to be lent  is 

on ly a natural aggravat ion of  the truth that  these balances ought  to be 

used w i th  extreme caut ion; that  as they entail a l iabi l i t y pecul iar ly 

great  and singular ly difficult  to foresee, they ought  never to be used 

like a common deposit .

I t  fol lows from  what  has been said that  there are always possible 

and very heavy demands on the Bank o f  England which are not  

shown in the account  o f  the Banking department at  all: these demands 

m ay be greatest  when the liabil it ies shown by that  account  are 

smallest, and lowest  when those liabil it ies are largest . I f , for  example, 

the Germ an Governm ent  brings bills or  other good securit ies to this 

market , obtains m oney w i th them, and removes that  money from  the 

market  in bull ion, that  m oney may, i f  the Germ an Government  

choose, be taken w hol ly from  the Bank o f  England. I f  the wants 

o f  the Germ an Governm ent  be urgent , and i f  the amount o f  gold
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‘arr ivals/  that  is, the gold coming here from  the mining countries, 

be but  small, that  gold w i l l  be taken from  the Bank of England, for  

there is no other large store in the count ry. Th e German Govern 

ment is on ly a conspicuous example o f  a foreign power which hap

pens lately to have had an unusual command o f  good securit ies, and 

an unusually cont inuous wish to use them in England. A n y foreign 

state hereafter which wants cash w i l l  be l ikely to come here for  i t ; 

so long as the Bank o f  France should cont inue not  to pay in specie, 

a foreign state which wants i t  must o f  necessity come to London for  

it . And no indicat ion o f  the l ikelihood or  unlikelihood o f  that  want  

can be found in the books o f  the Bank o f  England.

W hat  is almost a revolut ion in the pol icy of  the Bank o f  England 

necessari ly fol lows: no certain or  fixed proport ion o f  its liabilit ies 

can in the present t imes be laid down as that  which the Bank ought  

to keep in reserve. Th e old not ion that  one-third, or any other such 

fract ion, is in all cases enough, must be abandoned. The probable 

demands upon the Bank are so various in amount, and so l it t le dis

closed by the figures o f  the account , that  no simple and easy calcula

t ion is a sufficient guide. A  definite proport ion o f  the liabilit ies might  

often be too small for  the reserve, and sometimes too great . Th e 

forces o f  the enemy being variable, those o f  the defence cannot  al 

ways be the same.

I  admit  that  this conclusion is very inconvenient. In past t imes 

i t  has been a great  aid to the Bank and to the publ ic to be able to 

decide on the proper pol icy o f  the Bank from  a mere inspect ion 

o f  its account. In that  w ay the Bank knew easi ly what  to do and 

the public knew easi ly what  to foresee. But , unhappily, the rule 

which is most simple is not  always the rule which is most to be rel ied 

upon. Th e pract ical difficult ies o f  l i fe often cannot  be met b y very 

simple rules; those dangers being complex and many, the rules for  

encountering them cannot  wel l  be single or  simple. A  uniform 

remedy for  m any diseases often ends by ki l l ing the pat ient.

Another simple rule often laid down for  the management o f  the 

Bank of  England must now be abandoned also. I t  has been said that 

the Bank of  England should look  to the market  rate, and make its 

own rate conform  to that . Th is rule was, indeed, always erroneous. 

The first  duty o f  the Bank o f  England was to protect  the ult imate 

cash o f  the count ry, and to raise the rate o f  interest  so as to protect  it . 

But  this rule was never so erroneous as now, because the number of 

sudden demands upon that  reserve was never form er ly so great . The 

market  rate o f  Lombard St reet  is not  influenced by those demands. 

That  rate is determined b y the amount o f  deposits in the hands o f
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bi l l -brokers and bankers, and the amount o f  good bills and acceptable 

securit ies offered at  the moment. Th e probable efflux of  bullion from  

the Bank scarcely affects i t  at  al l; even the real  efflux affects i t  but  

l i t t le; i f  the open market  did not  believe that  the Bank rate would 

be altered in consequence o f  such effluxes the market  rate would not  

rise. I f  the Bank choose to let  its bull ion go unheeded, and is seen 

to be going so to choose, the value o f  money in Lombard St reet  w i l l  

remain unaltered. Th e more numerous the demands on the Bank 

for  bullion, and the more variable thei r magnitude, the more danger 

ous is the rule that  the Bank rate o f  discount should conform to the 

market  rate. In form er quiet  t imes the influence, or the part ial influ

ence, o f  that  rule has often produced grave disasters. In the present 

difficult  t imes an adherence to i t  is a recipe for  making a large number 

o f  panics.

A  more dist inct  view  of  abstract  principle must be taken before 

w e can fix on the amount o f  the reserve which the Bank of  England 

ought  to keep. W h y should a bank keep any reserve? Because it  

m ay be called on to pay certain l iabilit ies at  once and in a moment. 

W h y does any bank publish an account? In order to sat isfy the public 

that  i t  possesses cash—or available securit ies—enough to meet its 

liabilit ies. Th e object  o f  publishing the account  of  the banking 

department o f  the Bank o f  England is to let  the nat ion see how the 

nat ional reserve o f  cash stands, to assure the public that  there is 

enough and more than enough to meet not  on ly all probable calls, 

but  all calls o f  which there can be a chance o f  reasonable apprehension. 

And there is no doubt  that  the publicat ion o f  the Bank account  gives 

more stabi l i ty to the m oney market  than any other kind of precaut ion 

would give. Some persons, indeed, feared that  the opposite result  

would happen; they feared that  the constant publicat ion o f  the inces

sant changes in the reserve would t er r i fy and harass the public mind. 

A n  old banker once told me: ‘Si r , I  was on Lord Al thorp’s commit 

tee which decided on the publicat ion o f  the Bank account , and I 

voted against  it . I  thought  i t  would fr ighten people. But  I am bound 

to own that  the commit tee was r ight  and I  was wrong, for  that  pub

l icat ion has given the money market  a greater sense o f  securi ty than 

anything else which has happened in m y t ime.’ Th e diffusion o f  con 

fidence through Lombard St reet  and the wor ld is the object  o f  the 

publicat ion o f  the Bank accounts and o f  the Bank reserve.

But  that  object  is not  attained i f  the amount of  that  reserve when 

so published is not  enough to t ranquil l ise people. A  panic is sure to 

be caused i f  that  reserve is, from  whatever cause, exceedingly low. 

A t  every moment there is a certain minimum which I  w i l l  cal l the
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‘apprehension minimum,* below which the reserve cannot  fal l  w i th 

out  great  r isk o f  diffused fear ; and b y  this I  do not  mean absolute 

panic, but  on ly a vague fr ight  and t imorousness which spreads i t sel f 

instant ly, and as i f  b y magic, over the publ ic mind. Such seasons 

o f  incipient  alarm are exceedingly dangerous, because they beget  the 

calamit ies they dread. W hat  is most feared at  such moments of  

suscept ibi l i ty is the destruct ion o f  credi t ; and i f  any grave fai lure or  

bad event  happens at  such moments, the publ ic fan cy seizes on it , 

there is a general run, and credi t  is suspended. T h e Bank reserve 

then never ought  to be diminished below the ‘apprehension point .’ 

And this is as much as to say, that  i t  never ought  very closely to ap

proach that  point ; since, i f  i t  gets very near, some accident  m ay easi ly 

bring i t  down to that  point  and cause the evi l  that  is feared.

There is no ‘royal  road’ to the amount o f  the ‘apprehension mini 

mum’ : no abstract  argument, and no mathematical computat ion w i l l  

teach i t  to us. And we cannot  expect  that  they should. Credit  is an 

opinion generated b y circumstances and varying w i th  those circum 

stances. Th e state o f  credi t  at  any part icular t ime is a matter of  fact  

on ly to be ascertained like other matters of  fact ; i t  can on ly be known 

by t r ial and inquiry. And in the same w ay, nothing but  experience 

can tel l us what  amount o f  ‘reserve’ w i l l  create a diffused confidence; 

on such a subject  there is no w ay o f  ar r iving at  a just  conclusion 

except  b y incessant ly watching the publ ic mind, and seeing at  each 

juncture how i t  is affected.

O f course in such a matter the cardinal rule to be observed is, that  

errors o f  excess are innocuous but errors o f  defect  are destruct ive. 

Too much reserve on ly means a small loss o f  profi t , but  too small a 

reserve m ay mean ‘ruin.’ Credi t  m ay be at  once shaken, and i f  some 

terr i fying accident  happen to supervene, there may be a run on the 

Banking department that  m ay be too much for  i t , as in 1857 and 1866, 

and m ay make i t  unable to pay its w ay wi thout  assistance—as i t  was 

in those years.

And the observance of this maxim is the more necessary because 

die ‘apprehension minimum’ is not  always the same. On the cont rary, 

in t imes when the publ ic has recent ly seen the Bank of  England ex

posed to remarkable demands, i t  is l ikely to expect  that  such demands 

m ay come again. Conspicuous and recent  events educate it , so to 

speak; i t  expects that  much w i l l  be demanded when much has of 

late often been demanded, and that l i t t le w i l l  be so, when in general 

but  l it t le has been so. A  bank l ike the Bank o f  England must always, 

therefore, be on the watch for  a rise, i f  I  m ay so express it , in die 

apprehension minimum; i t  must provide an adequate fund not  on ly
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to al lay the misgivings of  to-day, but  also to al lay what  m ay be the 

st i l l  greater misgivings o f  to-morrow. And the on ly pract ical mode 

of  obtaining this object  is to keep the actual reserve always in advance 

o f  the minimum ‘apprehension’ reserve.

And this involves something much more. A s the actual reserve is 

never to be less, and is always, i f  possible, to exceed by a reasonable 

amount the ‘minimum’ apprehension reserve, i t  must when the Bank 

is quiet  and taking no precaut ions very considerably exceed that  mini 

mum. A l l  the precaut ions o f  the Bank take t ime to operate. Th e 

principal precaut ion is a rise in the rate o f  discount, and such a rise 

cer tainly does at t ract  m oney from  the Cont inent  and from  all the 

wor ld much faster than could have been ant icipated. But  i t  does not 

act  instantaneously; even the r ight  rate, the ult imately at t ract ive rate, 

requires an interval  for  its act ion, and before the money can come 

here. And the r ight  rate is often not  discovered for  some t ime. I t  

requires several ‘moves,’ as the phrase goes, several augmentat ions of 

the rate of discount by the Bank, before the real ly effectual rate is 

reached, and in the mean t ime bull ion is ebbing aw ay and the ‘re

serve’ is diminishing. Unless, therefore, in t imes wi thout  precaut ion 

the actual reserve exceed the ‘apprehension minimum’ by at  least 

the amount which m ay be taken aw ay in the inevitable interval, and 

before the available precaut ions begin to operate, the rule prescribed 

w i l l  be infr inged, and the actual reserve w i l l  be less than the ‘appre

hension’ minimum. In t ime the precaut ions taken m ay at t ract  gold 

and raise the reserve to the needful amount, but  in the interim the 

evils m ay happen against  which the rule was devised, diffused appre

hension m ay arise, and then any unlucky accident  m ay cause many 

calamit ies.

I  m ay be asked, ‘W hat  does all this reasoning in pract ice come to? 

A t  the present moment how much reserve do you say the Bank of  

England should keep? state your  recommendat ion clear ly ( I  know 

i t  w i l l  be said) i f  you wish to have i t  at tended to.’ And I  w i l l  answer 

the quest ion plainly, though in so doing there is a great  r isk that  the 

principles I  advocate m ay be in some degree injured through some 

mistake I  may make in applying them.

I  should say that  at  the present t ime the mind o f  the monetary 

wor ld would become feverish and fear ful  i f  the reserve in the Bank 

ing department o f  the Bank o f  England went  below 10,000,00ol. 
Est imated b y the idea o f  old t imes, b y  the idea even o f  ten years ago, 

that  sum, I  know, sounds ext remely large. M y own nerves were edu

cated to smaller figures, because I  was t rained in t imes when the 

demands on us were less, when neither was so much reserve wanted
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nor did the public expect  so much. But  I  judge from such observa

t ions as I  can make o f  the present state o f  men’s minds, that  in fact , 

and whether just i fiably or  not, the important  and intell igent par t  o f  

the publ ic which watches the Bank reserve becomes anxious and dis

sat isfied i f  that  reserve fal ls below 10,000,000/ . Th at  sum, therefore, 

I  cal l  the ‘apprehension minimum’ for  the present t imes. Circum 

stances m ay change and m ay make i t  less or more, but  according to 

the most careful  est imate I  can make, that  is what  I  should cal l  i t  now.

I t  w i l l  be said that  this estimate is arbi t rary and these figures are 

conjectures. I  reply that  I  on ly submit  them for  the judgment o f  

others. Th e main quest ion is one of fact—Does not  the publ ic mind 

begin to be anxious and t imorous just  where I  have placed the appre

hension point? and the deduct ions from  that  are comparat ively sim

ple quest ions of  mixed fact  and reasoning. Th e final appeal in such 

cases necessari ly is to those who are conversant  w i th  and who closely 

watch the facts.

I  shall perhaps be told also that  a body l ike the Court  o f  the D irec

tors o f  the Bank o f  England cannot act  on estimates l ike these: that  

such a body must have a plain rule and keep to it . I  say in reply, 

that  i f  the correct  fram ing o f  such estimates is necessary for  the good 

guidance of  the Bank, we must make a governing body which can 

cor rect ly frame such estimates. W e must not  suffer from  a danger 

ous pol icy because we have inherited an imperfect  form  of adminis

t rat ion. I  have before explained in what  manner the government  

o f  the Bank of England should, I  consider, be strengthened, and that  

government  so strengthened would, I  believe, be altogether competent  

to a wise pol icy.

Then  I  should say, put t ing the foregoing reasoning into figures, 

that  the Bank ought  never to keep less than 11,000,000/ . or  11,500,000/ ., 

since experience shows that  a mill ion, or  a mil l ion and a half, m ay 

be taken from  us at  any t ime. I  should regard this as the pract ical 

minimum at  which, rough ly o f  course, the Bank should aim, and 

which i t  should t r y never to be below. And, in order not to be below 

11,500,000/ ., the Bank must begin to take precaut ions when the re

serve is between 14,000,000/ . and 15,000,000/ .; fo r  experience shows 

that  between 2,000,000/ . and 3,000,000/ . may, probably enough, be 

wi thdrawn from  the Bank store before the r ight  rate o f  interest  is 

found which w i l l  at t ract  money from  abroad, and before that  rate 

has had t ime to at t ract  i t . W hen the reserve is between 14,000,000/ . 

and 15,000,000/ ., and when it  begins to be diminished by foreign de

mand, the Bank of  England should, I  think, begin to act , and to raise 

the rate o f  interest.
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CHAPTE R XIII.

Conclusion.

I  k n o w  i t  w i l l  be said that  in  this w o r k  I  have poin ted out  a deep 

m alady, and on l y  suggested a super ficial  rem edy. I have t ed iously 

insisted that  the natural  system  o f  bank ing is t hat  o f  m an y banks 

keepin g t hei r  ow n  cash reserve, w i t h  the penal t y o f  fai lu re before 

them  i f  t h ey n eglect  i t . I  have show n that  our  system  is that  o f  a 

single bank  keepin g the w hole reserve under  no effectual  pen al t y o f  

fai lu re. A n d  yet  I  propose t o retain  that  system , and on ly at tem pt  

t o m end and pal l iate i t .

I  can  on ly r ep ly  that  I  propose t o retain  th is system  because I  am 

qui t e sure t hat  i t  is o f  no m anner o f  use proposing t o al t er  i t . A  sys

tem  o f  cred i t  w h ich  has slow ly gr ow n  up as years w en t  on, w h ich  

has sui ted i t sel f  t o the course o f  business, w h ich  has forced  i t sel f  on 

the habits o f  m en, w i l l  n ot  be al tered because theor ists d isapprove 

o f  i t , o r  because books are w r i t t en  against  i t . You  m igh t  as w el l , or  

bet t er , t r y  t o al t er  the En gl ish  m on archy and subst i tute a republ ic, 

as t o al t er  t he present  const i t ut ion o f  the En gl ish  m on ey m arket , 

founded on  the Ban k  o f  England, and subst i tute fo r  i t  a system  in 

w h ich  each bank  shal l  keep i t s ow n  reserve. T h er e is no force to be 

found adequate t o so vast  a reconst ruct ion , and so vast  a dest ruct ion , 

and t h erefore i t  is useless proposing them .

N o  one w h o has n ot  lon g considered the subject  can have a not ion 

h ow  m uch th is dependence on the Bank  o f  En glan d  is fixed in our  

nat ional habits. I  have given  so m any i l lust rat ions in this book  that  

I fear  I m ust  have exhausted m y reader ’s pat ience, but  I w i l l  r isk  gi ving 

another. I  suppose alm ost  everyon e th inks that  our  system  o f  savings’ 

banks is sound and good. A lm ost  everyone w ou ld  be surpr ised to 

hear that  t here is any possible ob ject ion  t o i t . Yet  see w h at  i t  am ounts 

to. B y  the last  return  the savings’ banks—the old  and the Post  O ffice 

t oget her—contain  about  60,000,000/ . o f  deposit s, and against  th is t h ey 

hold in  the funds secur i t ies o f  the best  k ind. Bu t  t h ey hold no cash 

w hat ever . T h ey  have o f  course the pet t y cash about  the var ious 

branches necessary fo r  d ai ly w or k . Bu t  o f  cash in ul t im ate reserve— 

cash in  reserve against  a pan ic—the savings’ banks have n ot  a sixpence. 

Th ese banks depend on  being able in  a pan ic t o real ise t hei r  secur i t ies. 

Bu t  i t  has been show n over  and over  again, t hat  in a pan ic such secu 

r i t ies can on ly be real ised b y  the help o f  the Bank  o f  England—that
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i t  is on ly the Ban k  w i t h  the ul t im ate cash reserve w h ich  has at  such 

m om ents an y n ew  m on ey, or  an y pow er  t o lend and act . I f  in  a 

general  pan ic t here w er e a run  on  t he savings* banks, those banks 

cou ld  not  sel l  100,000/ . o f  Consols w i t h ou t  the help o f  t he Bank  o f  

En glan d ; n ot  hold ing them selves a cash reserve fo r  t im es o f  pan ic, 

t h ey are en t i r ely dependent  on the one Ban k  w h ich  does hold that  

reserve.

T h is is on ly  a single addi t ional  instance beyon d the innum erable 

ones given , w h ich  show s h ow  deep ly our  system  o f  bank ing is fixed 

in  our  w ays o f  t h ink ing. T h e Govern m en t  keeps the m on ey o f  t he 

poor  upon i t , and t he nat ion fu l l y  approves o f  t hei r  doing so. N o  

one hears a syl lab le o f  object ion . A n d  ever y  pract ical  man—ever y 

man w h o k n ow s the scene o f  act ion—w i l l  agree that  our  system  o f  

bank ing, based on a single reserve in  t he Ban k  o f  England, cannot  be 

al tered, or  a system  o f  m an y banks, each keeping i t s ow n  reserve, 

be subst i tuted fo r  i t . N ot h in g bu t  a revolu t ion  w ou ld  effect  i t , and 

there is noth ing t o cause a revolu t ion .

T h is being so, t here is noth ing fo r  i t  bu t  t o  m ake the best  o f  our  

bank ing system , and t o  w or k  i t  in  the best  w ay  that  i t  is capable of. 

W e can  on ly use pal l iat ives, and the poin t  is t o get  t he best  pal l iat ive 

w e can. I  have endeavoured t o sh ow  w h y  i t  seems t o m e that  the 

pal l iat ives w h ich  I  have suggested are t he best  that  are at  ou r  disposal.

I  have explained w h y  the Fren ch  plan w i l l  not  sui t  our  En gl ish  

w or ld . T h e d i rect  appointm ent  o f  t he Go ver n o r  and D epu t y- 

Gover n or  o f  the Bank  o f  En glan d  b y  the execu t ive Governm en t  

w ou ld  not  lessen our  evi ls or  help our  di fficul t ies. I  fear  i t  w ou ld  

rather  m ake both  w orse. Bu t  possibly i t  m ay be suggested that  I  

ough t  t o explain  w h y  t he A m er ican  system , or  some m odi ficat ion , 

w ou ld  not  or  m igh t  not  be sui table t o us. T h e Am er ican  law  says 

t hat  each nat ional bank  shal l  have a fixed propor t ion  o f  cash t o i t s 

l iabi l i t ies ( t here are t w o classes o f  banks, and t w o d i fferen t  p ropor 

t ions; but  t hat  is not  t o the present  purpose) , and i t  ascertains b y  in 

spectors, w h o inspect  at  t hei r  ow n  t imes, w het h er  the requi red am ount  

o f  cash is in  the bank  or  not . I t  m ay be asked, cou ld  noth ing l ike this 

be at tem pted in England? cou ld not  i t , o r  some m odi ficat ion , help us 

out  o f  our  di fficul t ies? A s far  as the A m er ican  bank ing system  is 

one o f  m any reserves, I  have said w h y  I  t h ink  i t  is o f  no use consider 

ing w het her  w e should adopt  i t  o r  not . W e cannot  adopt  i t  i f  w e 

w ou ld. T h e one-reserve system  is fixed upon us. T h e on ly pract ical  

im i tat ion o f  t he Am er ican  system  w ou ld  be t o enact  t hat  the Bank 

i n g depar tm ent  o f  the Ban k  o f  England should alw ays keep a fixed
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propor t ion—say one-th i rd o f  i t s l iabi l i t ies—in  reserve. Bu t , as w e have 

seen befor e, a f ixed propor t i on  o f  t he l iabi l i t ies, even  w h en  that  

propor t ion  is vo lun t ar i ly chosen b y  the d i rectors, and not  im posed 

b y  law , is n ot  the proper  standard fo r  a bank  reserve. L iabi l i t ies m ay 

be im m inent  or  distant , and a f ixed ru le w h ich  im poses t he same 

reserve fo r  bot h  w i l l  som et im es er r  b y  excess, and som et im es b y  

defect . I t  w i l l  w aste profi t s b y  over -provi sion  against  ord in ary dan 

ger , and yet  i t  m ay n ot  alw ays save the bank ; fo r  th is provision  is 

oft en  l i k ely enough t o  be insufficient  against  rare and unusual dangers. 

Bu t  bad as is th is syst em  w h en  volun t ar i l y chosen, i t  becom es far  

w orse w hen  legal l y and com pu lsor i ly im posed. I n  a sensi t ive state 

o f  t he En gl ish  m on ey m arket  the near  approach  t o  the legal  l im i t  o f  

reserve w ou ld  be a sure incen t ive t o pan ic; i f  one-t h i rd w er e fixed 

b y  law , the m om ent  the banks w er e close t o one-th i rd, alarm  w ou ld  

begin , and w ou ld  run  l ike m agic. A n d  the fear  w ou ld  be w or se be

cause i t  w ou ld  not  be un founded—at  least , not  w h ol l y. I f  yo u  say 

t hat  t he Bank  shal l  alw ays hold one-th i rd o f  i t s l iabi l i t ies as a reserve, 

you  say in  fact  t hat  t h is one-th i rd shal l  alw ays be useless, fo r  out  o f  

i t  t he Bank  cannot  m ake advances, cannot  give ext ra help, cannot  do 

w h at  w e have seen the holders o f  the ul t im ate reserve ough t  t o do and 

m ust  do. T h er e is no help fo r  us in  the A m er ican  syst em ; i t s ver y  

essence and pr in cip le are fau l t y.

W e m ust  t herefore, I  t h ink , have recourse t o feeble and hum ble 

pal l iat ives such as I  have suggested. W i t h  good sense, good  judg

m ent , and good  care, I  have no doubt  t hat  t h ey m ay be enough. Bu t  

I  have w r i t t en  in  vain  i f  I  requ i re t o say n ow  that  the problem  is 

del icate, t hat  the solu t ion  is var y in g and di ff icu l t , and that  t he resul t  

is inest im able t o  us al l .
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Note A. 
Liabilities and Cash Reserve of the Chief 

Banking Systems.
T h e fo l l ow i n g i s a com par ison  o f  t he l iab i l i t i es t o  t he pub l i c, and o f  

t he cash  r eserve, o f  t h e ban k in g syst em s o f  t he U n i t ed  K in gd om , Fr an ce, 

Ger m an y, and t he U n i t ed  States. Fo r  t he U n i t ed  K i n gd om  t he f igu r es 

are t he m ost  d efect i ve, as t h ey on l y  i nclude t he deposi t s o f  t he Ban k  o f  

En glan d , and o f  t he L on d on  jo in t  st ock  banks, and t he ban k ing r eserve o f  

t he Ban k  o f  En glan d , w h ich  is t he on ly  cash  avai lab le against  these l iab i l i 

t ies is also t he on ly  cash  r eser ve against  t he sim i lar  l iabi l i t i es o f  t he Lon d on  

pr i vat e banks, the p rovin cial  En gl i sh  banks, and t he Scot ch  and I r i sh  banks. 

I n  t he case o f  En glan d , t h erefor e, t h e m ethod o f  com par ison  exh ibi t s a 

lar ger  p r opor t i on  o f  cash t o  l iabi l i t i es t han  w h at  r eal l y  exists.

( i )  En g l i sh  Ba n k in g .

Liabilities. £
Deposits of  Bank o f  England, less est imated Join t

Stock  Bank balances, at  Decem ber 31, 1872 . . 29,000,000 

Deposits o f  London Join t  Stock  Banks at  Decem ber 31,

1872 (see ‘Economist ,’ February 8, 1873) . . 91,000,000

Tot al  l i ab i l i t i es......................................120,000,000

Reserve of Cash. £

Banking Reserve in Bank o f  England . . . .  13,500,000

M ak in g p ropor t i on  o f  cash  r eser ve t o l i ab i l i t i es t o  t he pub l i c abou t  11*2 

per  cen t .

(2) Ba n k  o f  Fr a n c e (Febr u a r y , 1873).

Liabilities. £

C i r c u l a t i o n ............................................................ 110,000,000

D ep o si t s....................................................................15,000,000

T ot al  l iab i l i t i es......................................125,000,000

Reserve of Cash.

Coin  and bull ion in h a n d ......................................32,000,000

M ak in g p r opor t i on  o f  cash r eserve t o l iabi l i t ies t o  t he pub l i c about  25 

per  cen t .
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(3) Ban k s o f  Ger m a n y  ( Ja n u a r y , 1873).

164 APPENDIX.

Liabilities. £
C i r c u l a t i o n ............................................................ 63,000,000

D ep o si t s....................................................................8,000,000

Acceptances and I n d o r sem en t s.............................. 17,000,000

Tot al  l i ab i l i t i es......................................88,000,000

Reserve of Cash. £
Cash in h a n d ............................................................ 41,000,000

M aking proport ion o f cash reserve to l iabilit ies to the public about 47 

per cent.

(4) N at io n a l  Ban k s o f  U n i t ed  St a t es (Oc t o ber  3,1872) .

Liabilities. H
C i r c u l a t i o n ............................................................ 67,000,000
Deposits ............................................................ 145,000,000

Tot al  l iab i l i t i es......................................212,000,000

Reserve of Cash. £
Coin and legal tenders in h a n d .............................. 26,000,000

M aking proport ion o f  cash reserve to l iabil it ies to the public about  12*3 

per cent. su m m ary .

Liabi l i t ies to the 
public. Cash held.

Proport ion 
of  cash to 
l iabi l i t ies 
per cent.

Bank o f  England and ]  

London Join t  Stock  f 

Banks .j  
Bank o f  France .

Banks o f  Germ any 

Nat ional Banks o f  ) 

United States . . .(

L

120.000.000

125.000.000 

88,000,000

212.000.000

I

13,500,000

32,000,000

41.000.000

26.000.000

11* 2

250

4 70

12*3

Note B. 

Extract from Evidence Given by Mr. Alderman 
Salomons before House of Commons Select Com

mittee in 1858.
1146. Chairman.'] T h e effect  upon yourselves o f  the pressure in N o 

vem ber was, I  presume, to induce you to increase your  reserve in your  own 

hands, and also to increase your  deposits with the Bank o f  England?—Yes,
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t hat  w as so; bu t  I  w ish  t o  t el l  t he Com m it t ee t h at  t h at  w as don e alm ost  

en t i r el y b y  al l ow in g t he b i l l s o f  exch an ge w h ich  w e held  t o  m at ur e, and 

n ot  b y  rai sing an y m on ey, o r  cu r t ai l i n g ou r  accom m odat ion  t o  ou r  cus

t om ers. Perh aps i t  m ay be in t erest i ng t o  t he Com m i t t ee t o  k n ow  t hat  on  

t he n t h  o f  N o vem b er  w e held  d i scoun ted b i l ls f o r  b r ok er s t o  t he am oun t  

o f  5,623,000/ . O u t  o f  t hose bi l ls, 2,800,000/ . m at u r ed  bet w een  t h e n t h  o f  

N ovem b er  and the 4t h  o f  D ecem ber , and 2,000,000/ . m ore bet w een  t he 4th  

o f  D ecem ber  and the 31st . So  t hat  abou t  5,000,000/ . o f  b i l l s m at ured  

bet w een  t he n t h  o f  N ovem b er  and the 31st  o f  D ecem ber ; con sequen t l y 

w e w er e pr epared , m er ely  b y  t he m at u r in g o f  ou r  b i l l s o f  exchan ge, f o r  

an y dem ands t h at  m igh t  possib ly com e upon  us.

n  47. I  underst and yo u  t o  say t hat  yo u  d id  n ot  w i t h d r aw  yo u r  usual 

accom m odat ion  f r om  yo u r  ow n  cust om ers, bu t  t hat  yo u  ceased t o  have in  

deposi t  w i t h  t he b i l l -b r ok er s so large a sum  o f  m on ey as yo u  had befor e? 

—N o t  exacd y  t h at ; t h e b i l l s w h i ch  w e had  d i scoun t ed  w er e al low ed t o 

m at ure, and w e d i scoun t ed  less; w e k ep t  a lar ge r eserve o f  cash.

1148 . T h at  is t o  say, yo u  w i t h d r ew  f r om  t he com m er cial  w o r ld  a par t  

o f  t h at  accom m odat ion  w h ich  yo u  had p r ev iou sly gi ven , and at  t he sam e 

t im e yo u  increased  yo u r  deposi t s w i t h  t he Ban k  o f  En glan d ?—Yes, our  

deposi t s w i t h  t he Ban k  o f  En glan d  w er e increased. W e d id  n ot  ot h er w ise 

w i t h d r aw  accom m odat ion .

1149 . M r . Weguelin.'] H ad  yo u  an y m on ey at  cal l  w i t h  t he b i l l -  

b r ok er s?—A  sm al l  am oun t ; per haps abou t  500,000/ . o r  less, w h ich  w e d id  

n ot  cal l  in .

1150 . Chairman.]  W h at  I  un derst and yo u  t o  say is, t h at  t he ef fect  o f  

t he com m ercial  p ressure upon  yo u  w as t o  i nduce yo u  upon  t h e w h ole t o 

w i t h d r aw  f r om  com m erce an  am oun t  o f  accom m odat ion  w h ich  in  ot her  

t im es yo u  had gi ven , and at  t he sam e t im e t o  i ncrease yo u r  deposi t s w i t h  

t he Ban k  o f  En glan d ?—So far  o n l y  as ceasing t o  d i scoun t  w i t h  st rangers, 

persons n ot  h avin g cu r ren t  accoun t s w i t h  us.

1151.  O r  t o  gi ve t h e sam e am oun t  t o  t he b i l l - b r ok er ?—Fo r  a w h i le, 

instead o f  d i scoun t ing f o r  b r ok er s and st r an ger s, w e al l ow ed  ou r  b i l ls t o  

m at ure, and r em ain ed  qu iescen t  w i t h  a v i ew  t o enable us t o  m eet  an y 

dem and t hat  m igh t  be m ade on  ourselves.

1152.  Excep t  w h at  yo u  fel t  bound t o yo u r  ow n  cust om ers t o  con t inue 

t o gi ve, yo u  ceased t o m ake advan ces?—Q u i t e so; perhaps I  m igh t  say at  

t he sam e t im e, t hat  besides a large balance w h ich  w e k ep t  at  t he Ban k  o f  

En glan d , w h ich  o f  cou rse w as as avai lable as in  ou r  ow n  t i l l s, w e increased 

ou r  notes i n  ou r  t i l l s at  t he head of fi ce and at  al l  t he branches.

1153.  I  suppose at  t hat  t im e large sales o f  pub l i c secur i t i es w er e m ade 

b y  t he L on d on  jo in t  st ock  banks, w h ich  secur i t i es w er e purchased  b y  t he 

pu b l i c?—I t  is understood  t hat  som e jo in t  st ock  and ot h er  banks sold , bu t  

1 bel i eve i t  is qu i t e cer t ain  t hat  t he pub l i c purchased  lar gel y , because t h ey 

alw ays purchase w h en  d ie fun ds fal l .

1154. A r e yo u  p r epared  t o  gi ve t he Com m i t t ee an y opin ion  o f  yo u r  

ow n  as t o  t he ef fect , one w ay  o r  t he ot h er , w h ich  t he system  o f  t he jo in t  

st ock  banks m ay h ave p r od uced  w i t h  r egar d  t o aggravat in g o r  d im in ish ing 

t he com m ercial  pressure i n  t he autum n o f  l ast  y ea r ?- I  shou ld  state, gen 

er al l y , t hat  t he jo in t  st ock  banks, as w el l  as al l  o t h er  banks, i n  Lon d on , b y
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col lect ing money from  those who had i t  t o spare, must o f  necessity have 
assisted, and could not  do otherwise than assist commerce, both then and 
at  all other times.

1155. Yo u  say t hat  yo u r  d iscoun t s, ei t h er  at  yo u r  ow n  cou n t er  or  

t h r ough  d ie b i l l -br ok ers, ar e or d in ar i l y  v e i y  l arge, bu t  t hat  at  t he t im e o f  

sever est  pressu r e yo u  con t r act ed  t hem  so far  as yo u  t h ough t  w as just  t o 

yo u r  ow n  im m ediat e cust om er s?—Yes; bu t  t he cap i t al  w as st i l l  t h ere, be

cause i t  w as at  t he Ban k  o f  En glan d , and i t  w as capable o f  bein g used fo r  

shor t  per iods; i f  w e d id  n ot  w an t  i t , ot her s m igh t  n ave used i t .

1156. M r . Weguelin.] In  fact , i t  was used by the Bank o f  England?— 

Undoubtedly; I  should suppose so; there is no quest ion about  it .
1157. You, o f  course, fel t  quite certain that  your  deposits in the Bank 

o f  England might  be had upon demand?—W e hiad no doubt  about  it .
1158. You did not  take into considerat ion the effect  o f  the law  of  1844, 

which might  have placed the Banking Department  o f the Bank o f  England 

in such a posit ion as not  to be able to meet  the demands o f  i ts depositors? 
—I  must say that  that  never gave us the smallest  concern.

1159. You  therefore considered that, i f  the t ime should arr ive, the 
Governm ent  would interfere w i th  some measure as they had previously 
done to enable the Bank to meet  the demands upon it?—W e should always 
have thought  that  i f  the Bank o f  England had stopped payment , al l  tne 
machinery o f Governm ent  would have stopped w i th  i t , and we never 

could have believed that  so form idable a calam ity would have arisen i f  the 
Governm ent  could have prevented it .

1160. Chairman.'] T h e n ot ion  o f  t he con ver t i b i l i t y o f  t he n ote being 

in  d an ger  n ever  crossed  yo u r  m ind?—N ev er  f o r  a m om en t ; n ot h in g o f  t he 

k ind.

116 1. M r . Weguelin.} I  refer  not  to the convert ibi l i t y o f  the note, but  

to the state o f  the Banking Department  o f  the Bank o f  England?—I f  we had 

thought  that  there was any doubt  whatever about  i t , we should have taken 
our  bank-notes and put  them in our  own st rong chest. W e could never 

for  a moment believe an event  o f that  kind as l ikely to happen.
1162. Therefore you think that  the measure taken by the Governm ent , 

o f issuing a let ter authorising the Bank o f England to increase their issues 
o f notes upon securit ies, was what  was general ly expected by the commer 

cial  wor ld, and what  in future the commercial wor ld would look to in such 

a conjunct ion o f circumstances?—W e looked for  some measure of that 

nature. That , no doubt , was the most  obvious one. W e had great  doubts 

whether i t  would come when i t  did, unt i l the very last moment.
1163. H ave you ever contemplated the possibi l i t y o f  the Bank refusing 

to advance, under circumstances similar to those which existed in N ovem 
ber, 1857, upon good banking securit ies?—O f course I  have, and i t  is a 
very difficult  quest ion to answer as to what  its effect  might  be; but  the 

not ion appears to me to be so thoroughly ingrained in the minds of the 

commercial wor ld, that  whenever you  have good secur i ty i t  ought  to be 

convert ible at  the Bank in some shape or  w ay, that  I  have ver y great  doubt  

indeed whether the Bank can ever take a posit ion to refuse to assist persons 

who have good commercial securit ies to offer.

1164. M r . Cayley.] W h en  yo u  say t h at  yo u  h ave com e t o  som e f resh
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arrangement w i th  regard to your  al lowance o f  interest  upon deposits, do 
you speak o f  yourselves as the London and W estm inster Bank, or  o f  some 

of  the other banks in combinat ion with yourselves?—I  think all  the banks 
have come to an understanding that  i t  is not  desirable, either fo r  their 

proprietors or  for  the publ ic, to fol low  closely at  al l  t imes the alterat ions of 

the Bank. I  believe i t  is understood amongst them al l  that  they do not 
intend fol lowing that  course in future.

1165. Is that  from  a feel ing that  i t  is rather dangerous under part icular 
circumstances?—I  cannot  admit  as to its being dangerous, but  there can 

be no doubt  o f  this, that  there is a not ion in the publ ic mind which we 
ought  not  t o contend against, that  when you offer  a high rate o f interest  

for  money, you rather do i t  because you want  the person’s money, than 
because you are obeying the market  rate; and I  think i t  is desirable that  
we should show that  i f  persons wish to employ their money, and want  an 
excessive rate, t hey m ay take i t  away and em ploy i t  themselves.

1166. You  think that  there is now a general understanding amongst the 

banks which you  have ment ioned, to act  upon a di fferent  principle from  

that  on which they acted during last October and Novem ber?—I  think I 

m ay say that  I  know that  to be the case.

1167. W as not  i t  the fact  that  this system of  giving so high a rate of 

interest  upon money at  cal l  commenced very much with the establishment 
o f some banks during the last  year  or  two, which, instead of demanding 10 

days’ or  a month’s not ice, were w i l l ing to al low interest  upon on ly three 

days’ not ice; did not  that  system begin about  two years ago?—I  do not 

think i t  began wi th  the new banks; I  think i t  began with one o f  the older 

banks; I  know that  as regards m y own bank, that  w e were forced into it ; 

I  forgot  to say, that  w i th  regard to ourselves in taking money on deposit , 

the part ies must leave the money a month, or  they lose interest. W e do 

not  take money from  any depositor at  interest  unless upon the understand • 
ing and condit ion that  i t  remains a month with us; he m ay withdraw it  

wi th in the month, but  then he forfei t s interest ; i t  w i l l  not  car ry interest  
unless i t  is w ith us a month, and then i t  is removable on demand without  

not ice.
1168. Is i t  or  is i t  not  a fact  that  some of the banks pay interest  upon 

their current  accounts?—Yes, I  think most o f the new banks do so; and the 

Union Bank o f  London does it .
1169. A t  a smaller rate than upon their deposits, I  presume?—I  think at 

a smaller rate, but  I  believe i t  is a fixed rate on the minimum balance for  

some period, either six months or  one month, I  do not  exact ly know the 

period. I  think I  ought  to add (and 1 believe i t  is the case w i th  al l  the 
banks) that  the London and W estm inster Bank, from  the day o f i ts fi rst  

inst itut ion unt il the present  day, has never re-discounted a bil l. N o bil l  
has ever left  our bank unless i t  has been for  payment .

1170. Is not  that  general ly the case w ith the London joint  stock banks? 

—I  bel ieve i t  is the case.
1171. M r. Weguelin.] But  you sometimes lend money upon bil ls 

deposited w i th  you  by bi l l -brokers?—Yes.

1172. And you  occasional ly call  in that  money and re-del iver those 

secur i t ies?-Yes; but  that  we do to a very small extent .Digitized for FRASER 
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1173. Is not  that  equivalent  to a re-discount  o f bi l ls?—N o; the discount 
o f  a bi l l  and the lending m oney on bi l ls are very di fferent  things. W hen 

w e discount  a bi l l , that  bi l l  becomes our propert y; i t  is in our cont rol, and 

w e keep i t  and lock i t  up unt i l  i t  fal ls due; but  when brokers come to us 

and want  to borrow, say 50,000/ . on a deposit  o f  bi l ls, and we let  them 

have the money and afterwards return those bil ls to them and we get  back 
our money, surely that  is not  a re-discount .

1174. W hen you want  to employ your  money for  a short  period, do 

you  not  frequent ly take bil ls o f long date, and advance upon them?—But  
that  is not  a re-discount  on our part . V er y  often brokers in borrowing 
money send in bi l ls o f  long date, and afterwards we cal l  in that  loan; but  

that  is no more a re-discount  than lending money upon consols and call ing 
in that  money again. I t  is not  an advance of  ours; w e do not  seek i t ; they 

come to us and borrow  our money, and give us a secur i ty; when w e want  

our  money we call fo r  that  money, and return their secur i ty. Surely that 

is not  a re-discount .
1175. M r. Han key.'] Is there not  this clear dist inct ion between return 

ing a bi l l  on which you have made an advance and discount ing a bi l l , that 
i f  you have discounted a bi l l  your  l iabi l i t y cont inues upon the bi l l  unt i l that 

bi l l  has come to matur i ty?—Yes.
1176. In  the other case you have no further l iabi l i t y whatever?—Cer 

tainly.
1177. Should you not  consider that  a very important  dist inct ion?—I 

think i t  is an important  dist inct ion. Tak e this case: suppose a par t y comes 

to us and borrows 50,000/ ., and w e lend i t  him, and when the loan becomes 

due we take our m oney back again. Surely that  is not  a discount on our 

part .
1178. Is there not  this dist inct ion, that  i f  you re-discount  you may go 

on pledging the l iabi l i t y o f  your  bank to an almost unlimited amount, 
whereas in the other case you  on ly get  back that  money which you have 

lent?—Undoubtedly.

1179. M r. Cayley.} T h e late Chancel lor o f the Exchequer stated be
fore the adjournment , in a speech in the H ouse o f Commons, that  during 
the M onday, Tuesday, W ednesday, and Thursday o f  the panic, the Bank 
was almost, i f  not  ent irely, the on ly body that  discounted commercial bil ls; 

how can you reconcile that  wi th what  you have said, that  you gave as 

much accommodat ion as usual to your  customers?—I am not  responsible 

for  what  the Chancel lor o f  the Exchequer said; I  am responsible for  what  
I  am now stat ing as to the course o f  our bank, that  our advances to our 

customers on the 31st  o f December were nearly 500,000/ . higher than they 

were on the 31st  o f  October. W i t h  regard to our  not  discount ing for  

other part ies, i t  was in consequence o f the discredit  which prevailed, that 
i t  was necessary we should hold a port ion o f  our deposits in order that 

t hey should be available in case persons called for  them; a certain number 

o f  persons did so; in the month o f Novem ber we had a reduct ion o f  our 

deposits, and i f  we had gone on discount ing for  brokers we should have 

had to go into the market  ourselves to raise money on our Government  

securit ies, but  we avoided that  by not  discount ing, and leaving our money 
at  the Bank o f  England.
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1180. Then  you did not  discount as much as usual for  your  customers 
during that per iod?—Yes, we did, and more.

118 1. But  not  to st rangers?—N ot  to st rangers; I  make a dist inct ion be

tween our transact ions with our customers, who o f course expect  us to 

give accommodat ion, and discounts for  brokers, which is ent irely volun 

tary, depending upon our having money to employ.

1182. H ow  would it  have been i f  the let ter had not  issued at  the last 

moment?—Th at  is a quest ion which I  can hardly answer.

1183. W hat  do you mean by that  general expression o f  yours?—I t  is 
impossible to predicate what  m ay happen in t ime o f panic and alarm. A  
great  alarm prevailed certain ly amongst the commercial wor ld, and it  
could never have been alleviated, except  by some ext raordinary means of 

rel ief. W e might  probably have been m the state in which H am burg was, 
where they have no bank-notes in circulat ion.

1184. M r. Spooner.]  W hat  did you mean by the expression, ‘the last  
moment ’? You said that  the let ter came out  at  the last moment; the last  

moment o f  what?—It  was late in the day; i t  was a day o f  great  distress. 

For  two days there was a great  deal of anxiety, and everybody expected 

that  there would be some rel ief; and i t  was when expectat ion, I  suppose, 
was h ighly excited that  the let ter came, and i t  gave rel ief.

1185. Cannot  you tel l  us what  your  opinion would have been, i f  that  

last moment had happened to have elapsed, and the let ter had not  come?— 
I t  is very difficult  to say; i t  is too much to say that  i t  could not  have been 

got  over. There can be no doubt  whatever that  what  created the di fficulty 
existed out  o f  London, and not  in i t ; and therefore i t  is much more difficult  

fo r  me to give an opinion. I  believe that the banking interest , both private 
and joint  stock, was in a per fect ly sound condit ion, and able to bear any 

strain which might  have been brought  upon i t  in London.

1186. M r. Hankey.]  Can you give the Commit tee any idea as to what  

proport ion o f  deposits you consider general ly desirable to keep in reserve? 

—You must be very much guided by circumstances. In  t imes o f alarm, 
when there are fai lures, o f course al l  bankers st rengthen their reserves; 

our reserve then is larger. In t imes o f ordinary business we find, both as 
regards our deposits at  interest  as wel l  as those which are not  at  interest, 

that  there is a constant circulat ion; that  the receipts o f  money very near ly 

meet the payments.
1187. You probably keep at  all t imes a certain amount o f  your  deposits 

total ly unemployed; in reserve?—Yes.

1188. In a normal state o f  commercial affairs, is there any fixed pro

port ion, or  can you give the Commit tee any idea o f  what  you would 
consider about a fai r  and desirable proport ion which should be so 
kept  unemployed?—I  think the best idea which I  can give upon that  

subject  is to give our annual statement, or  balance sheet, fo r  the 31st  of 

December.
1189. Does that  show what  amount o f  unemployed money you had on 

that  day?—Yes. I  w i l l  put  in a statement, which perhaps w i l l  be the best 

means o f meet ing the quest ion, showing the cash in hand on the 30th of 

June and the 31st  of December in every year, as shown by our published 

accounts, together with our money at  call and our Governm ent  securit ies;Digitized for FRASER 
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that  w i l l  be perhaps the best and most  convenient  w ay o f  giving the in 
format ion you  desire to have. (See Table below.)

1190. D o you  consider that  when your  deposits are mater ial ly on the 
increase i t  is necessary to keep a larger amount o f  money in reserve than 

you  would keep at  other t imes?—I m ay say that, as a general rule, our 

reserve would always bear some proport ion to our deposits.

Total Lodgments with London and Westminster Bank; also Amount of 
Cash in Hand, Moneys with Bill-Brokers at Call, and Government  
Securit ies held by the Bank.

D A TE. Deposits. Cash in 
H and.

M oney at  
Cafl.

Government
Securi t ies T O TA L .

I I L I
31 Decem ber 1845 3,59 0,014 563,072 628,500 *,039.745 2,23 *.3 *7W W

1846 3,280,864 634.575 423,060 938,7* 7 *,996.352
n n

1847 2.733*753 721,325 350,10 8 79**899 1,863,332

30  June 1848 3,* 70»**8 588,871 159.724 * ,295.047 2,043,642

31 Decem ber »
3,089,659 645468 176,824 1,18 9 ,213 2,0 11,50 5

30 June 1849 3,392,857 552,642 246494 964,800 * ,763*936
31 Decem ber

»
3,680,623 686,761 263,577 973.69* 1,224,029

30 June 1850 3,821,022 654,649 258,177 972,055 1,884,881

31 Decem ber f t
3,969,648 566,039 334,982 1,089,794 1,9 9 0,815

30 June 18 51 44*4»*79 6 9 1,719 424.*95 1,0 54 ,0 18 2,169,932

31 Decem ber
I t

4,677,298 653,946 378,337 * ,054,018 2,080,301

30  June 18 52 5»245. i 35 861,778 206,687 1,0 54 ,0 18 2,1224 8 3

3 1 Decem ber
t>

5,581,70 6 855.057 397.087 *,**9477 2,37* * 621

30  June 1853 6 ,219 ,8 17 904,252 499467 1,218,852 2,622,571

3 1 Decem ber »
6,259,540 791,699 677,392 14 68,9 02 2,937*993

30  June 18 54 6,89 2470 827,397 9*7.557 *4574*5 3,202,369

31 Decem ber n
7. 177.244 694.309 486400 *45*,074 2,6 31,783

30  June >855 8,166 ,553 722,243 483,890 *,754,074 2,960,207

31 Decem ber 8.744.095 847,856 45**575 *,949,074 3.248*505
30 June 1856 11,170 ,0 10 906,876 601,800 1,9 80489 34 8 9 ,16 5

31 Decem ber
n

114 38 4 6 1 1,119,591 432,000 2,922,625 4 4 74 ,216

30 June 18 57 13,9 13.0 58 967,078 687,730 3.353**79 5,007,987

31 Decem ber »
13,889,021 2,226 4 4 1 1,115.8 8 3 3*582,797 6 ,9 25,121

119 1. D o you employ your  money in the discount ing o f  bi l ls for  other 

persons than your  own customers?—Discount  brokers.
1192. O n ly to discount  brokers?—Yes.
1193. N ot  to st rangers who are in the habit  o f  br inging you in bills; 

commercial houses?—I  should say general ly not . W e nave one or  two 

houses for  whom  w e discount who have not  accounts with us as bankers, 

but  general ly w e do not  discount  except  for  our customers or  for  bi l l- 

brokers.
1194. D o you consider that  any advantage can arise to the publ ic by the 

Bank o f England advancing to a greater extent  than can be consideredDigitized for FRASER 
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st r ict ly prudent  on the soundest pr inciple of banking, under the idea o f 

their affording aid to the commercial wor ld?—A s I  said before, as long as 
there are good bil ls in  circulat ion, that  is, bi l ls about which there would be 

no doubt  of their being paid at  m aturi ty, there should be some means by 

which those bil ls could be discounted.
1195. And do you  think that  i t  is part  o f  the funct ions o f  the Bank of 

England to discount a bi l l  fo r  anybody, m erely because the par t y holding 

the bi l l  wishes to convert  i t  into cash?—A s I  said before, the Bank of  En g

land w i l l  have great  di fficulty in get t ing r id o f  that  inconvenient  idea 
which there is in  the mind of the public, that  the Bank of  England is some
thing more than an ordinary join t  stock bank. 1 think i t  must depend very 

much upon circumstances whether you can or  cannot  refuse the discount 

o f  good bil ls which are offered to you.

Note C. 

Statement of Circulation and Deposits of the 
Bank of Dundee at Intervals of Ten Years 

between 1764 and 1864.

Year . Circulat ion. Deposits.*

I £
176 4 30.395 —

*774 27»670 —

1784 56,34* —

*794 50,254 48,809

1804 54»096 157,8 21

18 14 46,627 445,066

18 24 29,675 343,948

18 34 26467 563,202

1844 27,504 535,253

18 54 40.774 705,222

1864 4 1,118 684,898

•  T h e Bank did not  begin to receive deposits unt i l 1792, in which year  they 

amounted to 35,944/ .Digitized for FRASER 
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Note D. 

Meeting of the Proprietors of the Bank of 
England.

September 13, 1866.

(From  ‘EconomistSeptember 22, 1866.)

A  Gen er al  Cou r t  o f  t he Ban k  o f  En glan d  w as held  at  t he Ban k  at  t w elve 

o ’clo ck  on  t he 13t h  instant , f o r  t he pu r pose o f  declar in g a d i viden d  f o r  the 

past  h al f-year .

M r . Lau n celo t  H o l lan d , t he Go ver n o r  o f  t h e Ban k , w h o  presided upon  

the occasion , addressed t he p r op r iet or s as fo l l o w s:—T h i s is one o f  the 

qu ar t er l y general  cou r t s appoin t ed  b y  ou r  ch ar t er , and i t  is also one o f  ou r  

h al f - year l y  gen er al  cou r t s, held  un der  ou r  bye- law s, f o r  t he pu rpose o f  

declar ing a d i viden d. Fr om  a st at em en t  w h ich  I  hold  in  m y hand i t  ap 

pears t hat  t he n et  p ro f i t s o f  t he Ban k  f o r  t he h al f - year  en d in g on  t he 31st  

o f  A u gu st  last  am oun t ed t o  970,014/ . 175. 10d.\  m ak ing t he am oun t  o f  the 

r est  on  t hat  d ay, 3,981,783/ . 18*. 1 id.; and af t er  p r ovid in g f o r  a d i viden d 

at  t he r at e o f  61. 10s. per  cen t , t he rest  w i l l  stand at  3,035,838/ . 18*. 11 d. 
T h e cou r t  o f  d i r ect or s, t h er efor e, p r opose t hat  a h al f - year l y  d i viden d  o f  

in t erest  and pr of i t s, t o  t he am oun t  o f  61. 10s. per  cen t , w i t h ou t  deduct ion  

on  accoun t  o f  i ncom e t ax, shal l  be m ade on  the 10t h  o f  O ct ober  next . T h at  

is t he pr oposal  I  have n ow  t o  lay befor e t he gen er al  cou r t ; bu t  as im por t an t  

even t s h ave occu r r ed  since w e last  m et , I  t h in k  i t  r i gh t  I  shou ld  b r ief l y  

ad ver t  t o  t hem  upon  t h i s occasion . A  gr eat  st rain  has w i t h in  t he last  few  

m on ths been  pu t  upon  t he resou rces o f  t h i s house, and o f  t he w h ole ban k 

i n g com m un i t y o f  Lon d on ; and I  t h in k  I  am  en t i t led  t o  say t hat  n ot  on ly 

t h is house bu t  t he en t i r e ban k in g b o d y acqu i t t ed  them selves m ost  h on our 

ab l y and cr ed i t ab ly t h rou gh ou t  t hat  v er y  t r y i n g per iod . Ban k in g is a 

v er y  pecu l iar  business, and i t  depends so m uch  upon  cred i t  t hat  t he least  

b last  o f  suspicion  is su ff icien t  t o  sw eep aw ay, as i t  w er e, t he harvest  o f  a 

w h o le year . Bu t  t h e m anner  i n  w h ich  t he ban k ing establ ishm ents gen 

er al l y o f  Lon d on  m et  t he dem ands m ade upon  t hem  d u r in g t he great er  

por t i on  o f  t he past  h al f - year  af ford s a m ost  sat i sfact ory p r oo f  o f  t he sound 

ness o f  the pr in cip les on  w h ich  t h ei r  business is con duct ed . T h i s house 

exer t ed  i t sel f  t o  t he u t m ost —and exer ted  i t sel f  m ost  su ccessfu l l y—to m eet  

t he cr isis. W e d id  n ot  f l i n ch  f r om  ou r  post . W h en  the st orm  cam e upon  

us, on  t he m or n in g on  w h ich  i t  becam e k n ow n  t hat  t he house o f  O veren d  

and Co. had fai led , w e w er e in  as sound and h eal t h y a posi t i on  as an y 

ban k ing establ ishm en t  cou ld  h o ld ; and on  t hat  d ay and t h r ough ou t  the 

succeed in g w eek , w e m ade advan ces w h ich  w ou ld  h ar d ly be credi t ed . I  

do n ot  bel i eve t hat  an y one w ou ld  h ave t hough t  o f  p r ed ict i n g, even  at  

the shor t est  per iod  befor eh and , t he great ness o f  t hose advances. I t  w as not  

unnat ural  t hat  i n  t h is state o f  t h ings a cer tain  degr ee o f  alarm  should haveDigitized for FRASER 
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t ak en  possession  o f  t he pu b l i c m in d , and t hat  t hose w h o  r equ i red  accom 

m odat ion  f r om  t he Ban k  shou ld  have gon e t o  t he Ch an cel lo r  o f  t he E x 

ch equer  and request ed  t he Gover n m en t  t o  em pow er  us t o  issue not es 

beyon d  t h e st at u t or y am oun t , i f  w e shou ld  t h in k  t h at  such  a m easure w as 

desi rable. Bu t  w e had t o  act  befor e w e cou ld  r eceive an y such  pow er , and 

befor e t he Ch an cel lo r  o f  t he Exch eq u er  w as per haps ou t  o f  h is bed w e 

had advan ced  on e-h al f  o f  ou r  r eserves, w h ich  w er e cer t ain l y t hus reduced  

t o  an  am oun t  w h ich  w e cou ld  n ot  w i t n ess w i t h ou t  r egr et . Bu t  w e cou ld  

n ot  f l i n ch  f r om  the d u t y w h ich  w e con ceived  w as im posed upon  us o f  

suppor t i n g the ban k in g com m un i t y, and I  am  n ot  aw ar e t hat  an y legi t im at e 

app l icat i on  f o r  assistance m ade t o  t h i s house w as r efused . Ev er y  gen t le

m an  w h o cam e here w i t h  adequat e secu r i t y w as l i ber al l y deal t  w i t h , and 

i f  accom m odat ion  cou ld  n ot  be af for ded  t o  t he fu l l  ext en t  w h ich  w as 

dem anded, no one w h o  o f fer ed  p roper  secu r i t y fai l ed  t o  obt ain  r el i ef  

f r om  th is house. I  h ave per haps gon e a l i t t l e m ore in t o detai ls t han  is 

cu st om ar y upon  these occasions, bu t  t he t im es have been  un usual l y i n t er 

est ing, and I  t h ough t  i t  desi rable t o  say t h is m uch  in  ju st i f icat i on  o f  t he 

cou rse adopt ed  b y  t h i s house o f  r un n ing i t s balances d ow n  t o  a poin t  w h ich  

som e gen dem en  m ay con sider  dangerous. L ook in g back , h ow ever , upon  

r ecen t  even t s, I  can n ot  t ak e an y blam e t o  t h is cou r t  f o r  n ot  h avin g been  

pr epar ed  f o r  such  a t orn ad o as t h at  w h ich  bu r st  upon  us on  t he i  i t h  o f  

M ay ; and I  hope t he cou r t  o f  p r op r iet or s w i l l  feel  t hat  t h ei r  d i rect ors act ed 

p r op er l y  upon  t h at  occasion , and t hat  t h ey  d id  t h ei r  best  t o  m eet  a v er y  

ext r aor d i n ar y st at e o f  ci rcum st ances. I  h ave n ow  o n l y  t o  m ove t hat  a 

d i viden d  be d eclar ed  at  t h e r at e o f  61. 10s. per  cen t  f o r  t he past  h al f -year .

M r . H yam  said t hat  befor e t he quest ion  w as pu t  he w ished  t o o f fer  a 

f ew  obser vat ion s t o  the cou r t . H e bel i eved  t hat  the statem ent  o f  accoun t s 

w h ich  had just  been  laid  befor e t hem  w as p er fect l y  sat i sfact or y. H e also 

t h ough t  t h at  t he d i r ect or s had done t h ei r  best  t o  assist  t he com m ercial  

classes t h r ough ou t  t he late m on et ar y cr i si s; bu t  i t  appeared  t o h im  at  t he 

sam e t im e t hat  t h ey  w er e in  fau l t  in  not  h avin g appl i ed  at  an  ear l i er  per iod  

t o t he Ch an cel lo r  o f  t he Exch eq u er  fo r  a suspension  o f  t he Ban k  A ct . I t  

w as w el l  k n ow n  t h at  t he dem and on  the Ban k  w as m at er ial l y lessened in  

the ear l i er  par t  o f  t he d ay, i n  con sequen ce o f  a r u m ou r  w h ich  had been 

ext en sively ci r cu lat ed  t hat  perm ission  t o over st ep t he l im i t s laid  d ow n  in  

the A c t  had been  gr an t ed . T h at  concession , h ow ever , had on ly  been  m ade 

af t er  t he m ost  u r gen t  r epresen tat i on s had been  addressed t o  t he Ch an cel 

l o r  o f  t he Exch eq u er  at  a lat e h ou r  in  t he n igh t , and i f  i t  had t hen  been 

r efused  he fel t  persuaded t hat  t he state o f  af fai r s w ou ld  have been  m uch  

w or se on  t he Sat u r d ay t han  i t  had been on  the Fr id ay . T h e fact  w as t hat  

t he A c t  o f  1844 w as t o t al l y  unsu i t ed  t o  t he presen t  r equ i rem en t s o f  t he 

cou n t r y, w h i ch  since t hat  per iod  had t r i p led  o r  quadr up led  i t s com m erce; 

and he w as so r r y  t o  k n ow  t hat  t he m easure seem ed t o  m eet  w i t h  t he ap 

p r oval  o f  m an y o f  t h ei r  d i rectors. A n y  one w h o  r ead  the speeches m ade 

in  t he cou rse o f  t he d iscussion  on  M r . W at k in s’ m ot ion  m ust  see t h at  t he 

sub ject  cal l ed  f o r  fu r t h er  i n q u i r y ; and he t rust ed  t hat  t he dem and f o r  t hat  

i n q u i r y w ou ld  yet  be con ceded.

M r . Jon es said he en t i r el y d issented f r om  the view s w i t h  r espect  t o  t he 

Ban k  A c t  en t er t ained b y  t he hon . p r op r iet or  w h o  had just  addressed t heDigitized for FRASER 
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court . In  his opinion the main cause o f  the recent  monetary crisis was 
that , whi le w e nad bought  275,000,000/ . wor th  o f  foreign produce in the 

year  1865, the value of our exports had on ly been 165,000,000/ ., so that  we 

had a balance against  us to the amount o f 110,000,000/ . H e believed that 

the Bank acted w isely in resist ing every at tempt to increase the paper 

currency, and he fel t  convinced that  the work ing classes would be the 

people least  l ikely to benefi t  by the r ise in pr ices which would take place 
under such a change.

M r . M oxon said he should be glad to know what  was the amount of 
bad debts made by the Bank during the past  hal f-year. I t  was stated very 

confident ly out  o f  doors that  during that  per iod die directors had between
3,000,000/ . and 4,000,000/ . o f  bi l ls returned to them.

T h e Governor  o f  the Bank.—M ay I  ask what  is your  author i ty fo r  that 
statement? W e are rather amused at  hearing i t , and we have never been 

able to t race any rum our o f  the kind to an authent ic source.

M r. M oxon cont inued—W hether the bad debts were large or  small, he 
thought  i t  was desirable that  t hey should all know what  was their actual 
amount. T h ey had been told at  their last  meet ing that  the Bank held a 
great  m any rai lway debentures; and he should l ike to know whether any 

o f those debentures came from  rai lway companies that  had since been un
able to meet  their obligat ions. H e understood that  a port ion of their 
propert y was locked up in advances made on account  o f the Tham es 

Embankment , and in other ways which did not  leave the money available 

for  general banking and commercial purposes; and i f  that  were so, he 

should express his disapproval o f  such a pol icy. There was another im 

portant  point  to which he wished to advert . H e was anxious to know 

what  was the aggregate balance of the joint  stock banks in the Bank of 

England. H e feared that  some t ime or  other the joint  stock banks would 

be in a posit ion to command perhaps the stoppage o f  the Bank o f  England. 
I f  that  were not  so, the sooner the publ ic were fu l ly informed upon the 

point  the bet ter. But  i f  ten or  twelve joint  stock banks had large balances 

in the Bank o f  England, and i f  the Bank balances were to run very low, 

people would natural ly begin to suspect that  the joint  stock banks had 
more power over  the Bank of England than they ought  to have. H e 

wished further to ask whether the directors had o f  late taken into con 

siderat ion the expediency o f paying interest  on deposits. H e believed 

that  under their present  mode o f  carrying on their business they were 
foregoing large profi ts which they m ight  receive with advantage to them 

selves and to the publ ic; and he would recommend that  they should un

dertake the custody of securit ies after the system adopted by the Bank of 
France. In  conclusion, he proposed to move three resolut ions, for  the 

purpose o f  providing, fi rst , that  a l ist  o f  all the propr ietors o f Bank stock 

should be printed, with a separate ent ry o f the names of all those persons 

not  ent ided to vote from  the smallness o f  their stock, or  from  the short 

ness o f  t ime during which they held i t ; secondly, that  a copy o f  the 

charter of the Bank, wi th the rules, orders, and bye-laws passed for  the 

good government  o f  their corporat ion, should be printed for  the use of 

the shareholders; and th i rdly, that  auditors should be appointed to make 

detailed audits o f their accounts.Digitized for FRASER 
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M r. Gerstenberg recommended that  the directors should take some step 

for  the purpose o f  prevent ing the spread o f  such erroneous not ions as that  

which lately prevai led on the Cont inent , that  the Bank was about  to 
suspend specie payments.

M r. W . Body said he wished to see the directors taking into their con 
siderat ion the expediency o f  al lowing interest  on deposits.

M r . Alderman Salomons said he wished to take that  opportuni ty o f 
stat ing that  he believed nothing could be more sat isfactory to the man
agers and shareholders o f  joint  stock banks than the test imony which the 

Governor  o f  the Bank o f England had that  day borne to the sound and 
honourable manner in which their business was conducted. I t  was mani 
fest ly desirable that  the joint  stock banks and the banking interest  gen 
eral ly should w ork  in harmony with the Bank o f  England; and he sincerely 

thanked the Governor  o f  the Bank for  the k indly manner in which he had 

alluded to the mode in which the joint  stock banks had met  the late mone
t ary crisis.

T h e Governor  o f the Bank said—Before put t ing the quest ion for  the 

declarat ion o f  a dividend, I  wish to refer  to one or  two points that  have 

been raised by the gent lemen who have addressed the court  on this oc

casion. T h e most prominent  topic brought  under our not ice is the ex
pediency o f  al lowing interest  on deposits; and upon that  point  I  must say 

that  I  believe a more dangerous innovat ion could not be made in the prac

t ice o f  the Bank o f England. T h e downfal l  o f  Overend and Gurney, and 

o f  many other houses, must be t raced to the pol icy which they adopted of 

paying interest  on deposits at  call , whi le they were themselves tempted to 

invest  the m oney so received in speculat ions in Ireland or  in Am er ica, or  at  

the bot tom of  the sea, where it  was not  available when a moment o f  pres
sure arr ived.

M r. Body said he did not  mean deposits on call.

T h e Governor  o f  the Bank o f England cont inued—Th at  is only a matter 

of detail ; the main quest ion is whether we ought  to pav interest on de
posits, and o f  such pol icy I  must express m y ent ire disapproval. M r. 

M oxon has referred to the amount of our debts, but , as I  stated when I 
took the l iber t y of interrupt ing him, w e could never t race the origin o f  

any rumour wnich prevailed upon that  subject . A s far  as i t  can be said to 
have ever existed i t  had its or igin most probably in the vast  amount ad

vanced by the Bank. I t  must, however, be remembered that we did not 
make our advances without  ample securi ty, and the best proof o f  that  is 
the m arvel lously small amount o f  bad debts which we contracted. I t  has 

never been a feature o f  the Bank to state what  was the precise amount of 

those debts; but  I  believe that  i f  I were to ment ion it  upon the present 

occasion, i t  would be found to be so inconsiderable that  I  should hardly 
obtain credence for  the announcement I  should have to make. I  am con 
vinced that  our present  dividend has been as honest ly and as hardly earned 

as any that  we nave ever realised; but  i t  has been obtained by means of 

great  vigi lance and great  anxiety on the part  o f each and all o f  your  

directors; and I w i l l  add that I believe you would on ly diminish their sense 

o f responsibil i ty, and int roduce confusion into the management o f  your  

business, i f  you were to t ransfer to auditors the making up o f  your  acDigitized for FRASER 
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counts. I f  you r  directors deserve your  confidence t hey are surely capable 

o f  per form ing that  duty, and i f  t hey do not  deserve i t  you  ought  not  to 

cont inue them in their present  office. W i t h  regard to the supposed 

lock-up o f  our capital, I  must observe that, wi th 14,000,000/ . on our hands, 

we must necessari ly invest  i t  in a var iet y o f  securit ies; but  there is no 

ground for  imagining that  our money is locked up and is not  available for  

the purpose o f  making commercial advances. W e advanced in the space 
o f  three months the sum of  45,000,000/ .; and what  more than that  do you 
want? I t  has been recommended that  w e should take charge o f  securit ies; 

but  we have found i t  necessary to refuse al l  securit ies except  those o f  our 

customers; and I  believe the custody o f  securit ies is becoming a growing 
evil . W i t h  regard to rai lway debentures, I  do not  believe we have one of 
a doubt ful character. W e nave no debentures except  those o f  first-class 

rai lway companies and companies which w e know are act ing within their 

Par l iam entaiy l imits. H aving alluded to those subjects, I  w i l l  now put  the 

mot ion for  the declarat ion o f  the dividend.
T h e m ot ion  w as accor d in gly pu t  and un an im ously adopt ed.

T h e chairman then announced that  that  resolut ion should be confirmed 
by bal lot  on Tuesday next , inasmuch as the Bank could not, under the 
provisions o f  its A ct  o f Parliament, declare otherwise than in that  form  a 

dividend higher than that  which i t  had dist ributed during the preceding 

half-year.
T h e t h r ee resolu t ions pr oposed  b y  M r . M oxon  w er e t hen  r ead ; bu t  

t h ey  w er e n ot  pu t  t o  t he m eet in g, inasm uch as t h ey fou n d  n o seconders.

M r. Alderm an Salomons said that  their Governor  had observed that  he 

thought  the payment  o f  interests on deposits was object ionable; and 

everyone must see that  such a pract ice ought  not  to be adopted by the 

Bank o f  England. But  he took i t  for  granted that  the Governor  did not 

mean that  his statement should apply to joint  stock banks which he had 

himself told them had conducted their business so credi tably and so suc

cessful ly.
T h e Governor  o f  the Bank said that  what  he stated was that  such a 

system would be dangerous for  the Bank o f England, and dangerous i f  

carr ied into effect  in the w ay contemplated by M r. M oxon.

M r. P. N . Laur ie said he understood the Governor  o f the Bank to say 
that  i t  would be dangerous to take deposits on cal l , and in that  opinion he 

concurred.
M r . Alderm an Salomons said that  he, too, was o f  the same opinion.

On the mot ion o f M r . Alderm an Salomons, seconded by M r. Body, a 

vote o f  thanks was passed to the Governor  and the directors for  their able 

and successful management o f  the Bank during the past hal f-year, and the 
proceedings then terminated.
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