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ADVERTISEMENT. 

THE first intention in writing the following pages, was 
40 animadvert on some opinions relating to the principles 
of political economy, which had met with a very gene- 
ral circulation, through the medium of several well-written 
panqphlets on the depreciation of the currency. 

I t  beaame irksome, however, and seemed but an invidious 
task, to select from works that possessed generally a very 
high degree of merit, a few particular passages, merely to 
dwell upon their errors; and the author therefore determined 
to arrange his own thoughts upon the subject, in an order 
that might admit of his incidentally commenting upon such 
opinions of other writers, as appeared to be in opposition to 
hi own. 

I t  will perhaps be but too apparent that these remarks 
upon the principles of exchange have been written and sent 
to the press, with more haste than is altogether consistent 
with the respect due to the public; and the author would 
willingly have delayed the publication till he had an oppor- 
tunity of revising and correcting the style : but the cir- 
cumstances of the present moment seem so peculiarly suited 
to a Treatise of this nature, that he has not been deterred by 
personal considerations, from communicating his opinions to 
the public, on a subject which has long occupied his at- 
tention. 

In the esecution of his plan, his endeavour has been, to 



iv ADVERTISEMENT. 

hold a middle course between such a conciseness as might 
be incompatible with perspicuity, and that degree of super- 
fluous illustration whicll might appear to insult the under- 
standing of his readers. 

H e  is not without hopes that he may escape being classed 
with those " who, while'they imagined that they themselves 
a had made important discoveries, uniformly found that 
" no discoveries had been made by their predecessors ;" for 
the author neither pretends to discoveries liimself, nor de- 
nies that merit to others. If the following observations 
have any claim upon the public attention, it can arise solely 
from the attempt to discriminate, more accurately than has 
hitherto been done, the operatidn of causes that have been 
long known, and frequently discussed ; hut which have not 
met with so distinct and detailed a consideration as the 
author deem6 essential to a due comprehension of the 
subject. 

OBSERVATIONS, 

8Fc. 81c. Nc. 

INTRODUCTION. 

THE principles which regulate the excbangu 
will be investigated in the simplest manner, by an  
arrangement that may lead the mind gradually 
from the separate consideration of the individual 
causes by which it is influenced, to the more com- 
plicated results that arise from their combined 
operation. 

The  effects of the exchaiige are first practicaily 
fklt, when the intercourse between foreign nations 
has rendered it necessary to make a remittance 
from one country to another. 

The  usual mode of making a remittance, either 
for the discharge of debts previously existing, or 
for the purpose of investing it in foreign produce, 
is to purchase atid transmit, to the person to whom 
the remittance is to be made, a foreign bill of 
errchange. 



A foreign biil of excl~ange is an order addressed 
to some person residing abroad, directing him to 
pay a determinate quantity of foreign currency 
to the person in whose favor it is drawn. The  

quantity, therefore, to be paid, is fixed by the 
sum specified in the bill ; but the amount of Bri- 
tish currency to be given here, for the purchase 
of the bill, is by no means fixed, but is con- 

tinually varying, from causes which it is the object 
of this essay to explain. 

When the market price of foreign bills is high, 
the exchange is said to be unfavorable, because 
a larger sum will be required for discharging a 
given amouilt of foreign payments. When the 

market price is low, the exchange is said to be 
fitvorable, because the dischal-ge of tlte same 
amount OF foreign payments will be effected by  
n smaller quantity of British currency. What- 

ever therefore affects the price of a foreign bill, 
will a'lTwt the state of the exchange. 

NOW the price of bills will depend, in the same 
manner as that of any other commotlity, upon two 
causes : 

'First, on their abundance or scarcity in the 
market, compared with the demand for t h m ;  
and secondly, on the value of tile currency in 
which they are to be paid, compared with the va- 

lue of that with which they are bought. 
Tf there be a certain quantity of fo: eisu b;l!s in 

the markct, and at the sanle lillic n great demand 
$or nialiing foreign paymcuts or investments, the 
liolders of bills will soot1 fcel the effect of the com,ie- 
titiou far their purchase, ant1 will refuse to part K it11 
them, except an additioilal price be given as a pre- 
niiuni. Tf, oil the contrary, there l ~ e  an abundant 

supply of bills in the marlict, ant1 not much de- 
mancl for forcigii payn~ent or investment, there 
will be more persons inclined to dispose of bills, 
than tliere are persons clesirous of purchasil~g 
tbem; and the holders, who wish to convert them 
into cash, will not be able to sell, except at a clis- 

count; so that this variation in the market price 
might take place, thougll tlie value of the cur- 
rency of thc respective countries continued abso- 
lutely unchanged. 

Supposing, liowever, the quantity of bills in the 
market sufficient exactly to snp:~\ly the demand, 
and that there are no more persons wisl~ing to sell 
than there are persons wa!ltil~g to purchase them, 
so tbat'any alteration in tllcir price, from this cause, 
is prcclutied; pet as thc cllrrcncy of all countries 
is sul)jcct to continual fluctuations in its value, the 
quantity of British currency to be given for a de- 
terminate quantity of foreign currency, at any 
period of time, will depend upon the comparative 
value of each. A11 English guinea may be worth, 
sometimes, a certa~n number of guilders, florins, 



or piastres, and a t  others a veFy different number, 
depending either upon alterations in the value of 
the guinea, or of the guilder, florin, or piastre. The 
moment that these alterations take place, the in- 
formation is communicated from one part of the 
mercantile community to the other, and the prick 
of foreign bills is regulated accordingly. 

The  rate of the computed exchange, then, will 
vary from two causes, totally distinct from each 
other. The  first, arising from the abundance or 
acarcity of bills in the market, is the foundation 
of what may be called the real exchange, which 
depends upon the hayments a country has to 
make, compared with those it has to receive, 
ancl has 110 reference to the state of the cur- 
rency. 

The  second, arising from alterations in the value 
of the currency, is the foundation of what may be 
called the nomi?zal exchange, which bas no refer- 
ence whatever to the state of debt and credit of 
the country. And as the effecfs, which the real 
and nominal exchange have upon the general 
dealings and commerce of the country, are as dis- 
tinct as their causes, the natural mode of investi- 
gating the subject will be to follow theorder which 
this division points out ; and after tracing the ape- 
 ati ion of the real and 7zomi1zul exchange indepen- 
dently of each other, to consider t hd r  combined 
effect, in treating upon the computed exchange. 

OF THr; REAL EXCHANGE. 

IN order that the collsideration of the r e d  lix- 
change may be kept perfectly distinct from that of 
the nominal, let it be supposed, during the review 
of this subject, that the Coin of any two coun- 
tries that have intercourse with each other is 
in a perfect, state, as to purity and weight; and 
that the proportion which the quantity of cur- 
rency bears to the conimodities to be circclatecl 
by it in the respective countries, continues un- 
changed, so as to exclude any alteration in its 
value. 

In  the commercial dealings which take place 
between any two nations, the surplus produce of 
the one will be exchanged for the surplus pl-oduce 
ofthe other. When neither of them imports from 
the other to a greater amount than it exports to the 
same country, the debt3 and credits of each will 
balance ; and there will be no diflicu!ty in mak- 
ing remittances l'ro~n one to the otiltxr, tvitliout 
the actual transfer of Bullion or mone- : for as tlie 
Rills drawn by the inercl~aat.; esporting produce 
would exactly eqnal, in amount, the Bills drarvrl 
on the mercllants imprjrtina pro.lucc, tllcii. m u t u d  



debts and credits would be easily liquidated by 
the transfer of Bills of Exchange ; and as the sup- 
ply of Bills would be equal to the demand for them, 
they would neither bear a premitim, nor be at a 
discount, and the real Exchange would be said to 
be at par. 

A t  any particular period of time, however, it 
may happen that a nation may have importea to 
a greater amount than it has exported, and cwnse- 
quently have more payments to make than to re- 
ceive. If at that time payment were demanded, 
the balance due from the debtor country cmlU 
only be liquidated by the transfer of money or 
Bullion ; and the merchant, rather than incur the 
expense of the freight insurance and commission 
attending its conveyance, will be indtlced to give 
more for a Bill of Exchange, than the sum for 
which it is drawn. A competition will be there- 
by created among the purchasers of Bills upoltr 
the creditor country, and they will bear a 
mium in proportion to the demand. I n  that coun- 
try, on the contrary, there will be more persono 
holding, than there are persons wanting Bills, and 
the excess'above the demand can ol~ly be convert- 
ed into Coin or Bullion by sending them to the. 
piace upon which they are drawn. But this Bul- 
lion or Coin cannot be conveyed to the creditor, 
without his paying the expense of its transit ; and 
the holder of a Bill in the creditor ccuntry, 

if he be desirous of converting it into money, will 
be content to receive something less than its 
an~ount. There will therefore be in the creditor 
country a competition to sell, and Bills will be at 
a discount in proportion to the supply. The pre- 
mium in one country will corresporitl with the dis- 
count in the other. 

Whatever, therefore, affects the proportion be- 
tween the payments to be made, and those to be 
received, will alter the state of the real Exchange. 

This proportion varies principally from the 
following circumstances : first, from the effects of 
favorable or unfavorable seasons creating, a dif- 
ference in the customary supply of tlte annual pro- 
duce af the land : secondly, from the alter. d t' ;oils 
which take place in  the a1noul;t of the foreign cx- 
pellditure of a country, arising either frotn the ex- 
penses of foreign establishments ant1 expeditions, 
subsidies to foreign powew, or remittances to ab 
sentee proprietors. 

The population of the colintries that have com- 
mercial il~tercorlrse with each other, thoagh i t  may 
vary considerably in long periods of rime, is not 
suqject to ally siidtlen ch,zl.rges from year to year; 
the u7ants, thercforcc, for a~ t~ lua l  consumption may 
be considered as nearly coastant; but the snpplv 
of those wants del)c~ldiil; principallv 011 the an- 
nual produce of the laud, will vary to a very great 
extent. If in any particular country there s!>oud,l 



be a failure in a commodity which is also the com- 
inon growth of the neighbouring countries, the de- 
ficiency will be supplied, in a greater or less de- 
gree, by an increased importation ; and where the 
failure takes place in an article of the first necessity, 
as for instance, in corn, which forms the principal 
part of the food of the people, the importation will 
be augmented nearly in proportion. to tbe extent 
of the deficiency. The  average amount of,annual 
imports will in these eases be exceeded, and the 
ordinary proportion of payments between. the 
country and foreign nations proportionably a c  
fected ; and though the effects of the'failure of a 
corn crop, from its magnitude, and its being an 
article of the first necessity, are most apparent, an  
alteration similar in kind, but not in degree, will 
be induced by a failure in the produce of any 
commodity to the use of which a country has been 
long habituated. I n  an article of mere inxury. the 
deficiency of its produce, by occasioning ah in- 
crease of its price, may contract the consumption, 
and thus cause the value of the quantityexported 
or imported to be in a certain degree uniform ; yet 
it may be easily conceived that a combioatioo of 
circumstances would, even in commodities of less 
necessity than corn, lead to an unllsaal export or 
import, and therefore materially affect the state of 
debt and credit of a country. 

'The second circumstance, which has been stated 

as affecting the payments and receipts of a coua- 
try, is the variation in the amount of its foreign es- 
pennitwe, under which head may be included, the 
charge of maintaining its foreign esl;ablishments, 
civil and military, subsidies to foreign powers, and 
the remittances to absentee proprietors ; the last of 
which it may be suficient merely to mention, since 
they must bear so-very small a proportion to the 
sum total of the foreign expenditure of a great na- 
tion, that any variations in their amount would 
scarcely have a perceptible effect upon the general 
state of its payments and recei;ats. On  the con- 
trary, the subsidies to foreign powers, and the ex- 
pense of maintaining the civ~l and military- esta- 
blishments abroad, may vary, in times of war, to 
an enormous extent. 

Now this expenditure may be supplied either 
by the export of Bullion or Specie ; by purchasin~ 
foreign Bills in the home market, and sending 
them to the place where the money is wanted ; or 
by authorising the agents abroad to draw Bills upon 
the governnient, and discount them at the place 
where they are d~.awn, upon the best terms that the 
Bill-market will allow. 

By the export of Bullion or Specie the expenrli- 
ture would be at once defi-ayeil, without creating 
any debt asainst the couutry, and therefore with- 
out producing ally effect upon the real Exchange ; 
but there are vai.ious reasons why this mode has 



not been generally adopted. In the first place, 
the qurtlltity of Bullion or Specie in a country 
tvhich has no mines of it$ own, is exceeclingly li- 
mited, and the total amount that can be spared or 
procured for exportation will bear a very small 
proportion to the foreign expenditure arising from 
protracted warfare. f n  &e next place, there 
must dways be a certain expense ~f insurance alld 
freight attending its transport ; and whenever, 
therefore, foreign Bills can be pr~cured at a less 
premium than the amount of that expense, or Bills 
on the government abroad can be negotiated at a 
less discount, the vehicle of Bills will necessarily k 
preferred to that of Specie or Bullion. 

The foreign expenditure of this country, as ap. 
pears by the account presented to the Committee 
of Secrecy by Mr. Long, in 1797, was principally 
paid by the draft of Bills from the Continent upon 
England. A debt is thus created against the 
country equal to the amount of the Bills drawn 
upon the government, which must exist, in a 
greater or less degree, till the whole of those Bills 
are liquidated by the remittance of value of some 
kind or other. Whatever, therefore, be the pro- 
portion between the payments to be made, ancl 
those to be received, at any period of time, arising 
from the ordinary commercial dealings; whatever 
be the quantity of Bills in the home or foreign 
market, which are, in the ei idences of that 

proportion ; the &reign expenditure of government 
must derange the eatura! state of tlle balance, and 
p~oduce an alteration proportional to its amount*, 
If  the Bills be drawn from abroad, they will in- 
crease the quantity of British Bills in the foreig~, 
Bill market, and lower their value from their abuu- 
dance. If the foreign Bills be purchased at home 
for the purpose of remittance, the competition of 
government will immediately raise their price, aqd 
increase their scarcity. Whether the real Ex- 
change, therefore, at the time of the expenditure 
taking place, be favorable or unfavorable, it 
will always be the less favorable, or the more un, 
fivorable, in consequence of that expenditure. 

We have hitherto been considering the demand 
for foreign Bills, as origisating wholly in the ne- 
cessity of liquidating balances arisiqg frorn trans- 
actions that had already taken place; but there is 
another cause of demaud, which springs from the 
desire of entering upon new cotnmerg!i~l specnla- 

4 See the examination of Mr. Huskisson before tbc Commit- 
tee for enquiry into the policy conduct of the Expeditiop 
to the Scheldt ; whre  he states the difficulty ~f making the re- 
mittances to Austria without lowering the Exct~al;lge, which 
was already from Id to 20 p r  cent. against this country. 

See also Nr. Moore's Nnrxsti5e of the Campaign in Spain, and 
the difficulty of ncgociating Billi there, for i;ie supply of the, 
arm7 in that coul~try. 



iions, whenever the relative prices in the home 
and foreign markets are such, as to afford thepro- 
spect of an adeqhate profit. Tf the current real 
prices abroad are low, compared with those in the 
home market, there will be an increased demand 
for foreign Bills, for the purpose of making foreign 
investments ; and the extent of this denland will 
be in proportion to the probable amount of the 
profits to be derived, and the unemployed capital 
that will admit of being diverted into that channel. 
As  soon as a foreign price-current .is received, it is 
compared with the price-currents at home, and the 
conduct of the merchant is regulated accordi~gly. 
I f  commoditie9' abroad be relatively cheap, there 
will be more purchasers than usual of foreign 
Bills ; if they be relatively dear, there will be 
fewer purchasers than usual ; and thus whatever be 
the real Exchange under any given balance of 
payment to be made; .andTpayment to be received, 
the arrival of a foreign price-current, or an alter- 
ation in the home price-current, will have an in- 
stantaneous effect upon the foreign Bill market ; 
and the weekly, and sometimes daily, fll~ctuations 
in the course d the real Exchauge, are attributable 
principally to the variations in this species of de- 
mand. 

I t  must not be inferred, however, that because 
the prices of commodities cause a fluctuatipn in 
the course of the real Exc~~ange, tnat cne~c~ore, t l~e 

real Exchange causes a fluctuation in the prices 
af commodities. The prices of commodities in 
the home market (upon the supposition to whicll 
we constantly adhere, that the value of the cur- 
rmcies thronghout the mercantile republic remains 
unaltered) cannot depend upon the ilumber of 
foreign Bills in the same market, but upon the 
abundance or scarcity of the commodities them- 
selves, compared wit11 the real demand for them, 
that is, the wants of consumers ; and it is es~ential 
that this peculiar feature of the real Exchange 
should not escape the reader's attention, siirce it 
forms one of the leading distinctions between the 
r d ,  and the nominal Exchange, and is the cause 
of the great difference of their effects upon the 
generd exports and imports of the country. 

I t  may, then, be stated senerally, that, w h m  
ever there is a balance of debt against a country, 
wising, either from an excess of imports over ex- 
ports, a large foreign expenditure of governmm~, 
or the remittance of foreign subsidies; whenever, 
in short, there is a demand for foreign payment, or 
foreign investment, tho price af foreign Bills will 
rise, and may bear a premium; and the price of 
Bills drawn oo fhe c o ~ t r y  from abroad win fall, 
and be at a correspndi~lg discount; and, on the 
contrary, when there is a balance of debt d-le to 

Q a country, and a diminution of dcmand forbreign 
- payment or breign investment, the price of Bilid 



drawn from abroad will increase, and may bear n 
premium; and the price of foreign Bills will fall 
in the home market, anti may he at a discount. 

What  effects the real Exchange has upon the 
general exports and imports of the country, it will 
now 5e  proper to enquire. 

The  mcrchant is regulated in the conduct of 
his business, by t i  comparison of the prices which 
commodities bear in the home, and foreign market; 
his attention is directed to the prices current, ac- 
counts of 11~11ich are constantIy published, and im- 
mediately communicated by his correspondents 
abroad. I f  he finds that the price of any commo- 
dity abroad is so much higher than the price of 
the same comlnodity in the home market, that its 

sale abroad will pay the espences of fi.cight and 
insurance, and at the same time leave liim an 

adequate profit for liis trouble, he will immedi- 
ately purchase and export the commodity in ques- 
tion. As sbon as the bill of lading 113s been re- 
ceived by his correspondent to whom the goods are 
consigned, he will draw his Bill apon him for 
the amount ; and if the real Exchntige be at 1):w, 
will have 110 difficulty in procuring money equal 
to the value specified in the Bill, by negotiatingtit 
in  the market at home. But if the real E~change 
should not be at  par, it is evident that his calcula- 
tion upon the profit lie is likely to derive from the 

export, must include tlie prcn~iom, or diqcount. 

which he will receive, or ljily, in the disposal of 
his Bill. I f  the Exchange is unfa~orable, or, 'ill 
othcr words, if the payments to be made are 
greater than those to be received, forcign Bills will 
bear a premium; and consequently, the addi- 
tional sum which he will receive on the dis- 
posal of' his Rill, will enable hiill to export with 
profit, :bough the difference of prices of the com- 
modity at  home and abroad were such, as .cr.ould 
not allow him to export, uith the real Exchange 
at par. The inore unfavorable the real Exchange, 
the less might be the difference of prices that would 
induce him to esport; so that an unfavorable state 
of the real Exchange will operate as a bounty upoil 
exportation, to the amount of the premium, which 
he will receive upon his foreign Bill. 

The  same calclllatian upon the state of the real 
Eschai~ge will be necessary, if the difference of 
prices a t  home and abroad sllould lead him to im- 
port. 13ut whatever be tlie state of the real Ex- 
change, it will affect the importiug merchant, and 
the exporting merchant, in r directly opposite 
m a n ~ ~ e r :  for the importing merchant must pay 
for the goods he imports, either by purchasing a 
foreign Bill to remit to his correspondent abroad, 
for which, if the  real Exchange be unfavorable, lie 

must pay a premium; or, if his correspondent 
abroad is autlrorised by tlie importing mercliant to 
'{raw a Bill upon him for t b  payment of the gcods 



consigned, as that Bill cannot be converted into 
money without a loss, he must draw for such an ad- 
ditional sum above the invoice price of t l ~ e  goods, 
as will counterbalance the discourlt to be allowed 
in negotiating his Bill in the foreign market.--- 
This additional sum, therefore, paid by the import- 
ing merchant in the premium of the foreign Bill, or 
drawn for by the correspondent to make up the 
loss on the discount, will be so much deducted 
from his profit. Unless, then, the difference of 
prices at home and abroad be such as to admit of 
this deduction, the merchant must cease to import; 
so that an unfavorable real Exchange will operate 
as a duty upon importation, in proportion to the 
premium on a foreign Bill, or the corresponding 
discount on the Bill drawn from, abroad ; and in 
the same manner it is easy to see, that a favorable 
real Exchange will operate as a duty upon ex- 
portation, and will afford a bounty upon import- 
ation. 

An unfavorable real Exchange will, therefore, 
have the effect of forcing the exports of a country; 
because, during its unfavorable state, the merchant. 
can afford to sell at a lower price to the foreign 
consumer, and this diminution of price will na- 
turally lead to an increased consumption. I t  will 
contract imports, because the importing merchant 
must sell foreign produce at a higher rate to the 
home consumer, to draw back the duty inlposed 

upon him by the unfavorable state of the 7-ecll Ex- 
chauge, and consequently the high price will dimi- 
l~ish the home consumption. 

I t  is evident that during an unfavorable state of 
the real Exchange, the bounty received by the 
exporting merchant does not depend upon the na- 
ture of the commodity he exports. Whatever 
kind of goods 11e sends allroad, it gives him the 
power of drawing upon the person to whom he 
consigns them, to the amount of their value ; and 
upon this Bill lie receives the premium that the 
market affords. H e  will of course select those 
commodities for exportation, which, besides the 
premium afforded by his Bill, will give him the 
greatest profit, by the difference of price abroad 
and at home. Of all the commodities, which are 
the objects of request among trading nations, 
there is none perllnps that is subject to so little 
variatioi~ in its real price, as Bullion. The  an- 
nual quantity produced from the mines is very 
nearly constant,---its distribution, from the facility 
with wllich it is transported, is exceedingly uni- 
form,---and its value, and consequently its real 
price, throi i~l~out  Europe at least, must be consi- 
dered as  nearly the same. Unless, then, tlle bounty 
afforded by the unfavorable state of the real Ex- 
change, were greater thao the expenses a t t e n d i ~ ~ ~  
the transit of Bullion, it would be of a11 others the 



conimodity * least likely to be selected by the ex- 
porting merchant: but that same uniformity of 
value and of price, which would prevent its being 
exported before the premium on a foreign Bill ex- 
ceeded the expenses of the transit of Bullion, 
would be the very cause, why, as soon as the pre- 
Miurn had reached that point, it would immedi- 
ately be chosen as one of the most eligible for ex- 
portation. 

The  export and import of Bullion are generally 
conducted by a class of the community reniark- 
able for their shrewdness, and the slnall profits 
upon which they transact their busiliess ; and as 
soon as the premium on a foreign Bill exceeds, by 

very small amount, the expenses of the transit of 
Bullion, tlre certainty of the profit compensates in 
some degree for its smallness, and the opportunity, 
tvhen it occurs, is seldom neglected. Tlie adverse 

debt will then begin to be paid, by the Bullioll 
merchants exporting to take advantaSe of t1.e pre- 
mium; and the competition will be such, that the 
renl exchange will be very rapidly brought down, 

* Mr. Thornton, appal.ently from not being aware of the 
mode inwhich the export of ordinmy produce was increased by 
an unfavorable real Exchange, seems to iinqine that the 
greater part of the adverse balance inust necessarily be paid in 
Bullion. (pp. 131 to 134.) 

so as no longer to afford a profit upon the export of 
this article. The exporters of consrlmable pro- 
duce will during this period co-operate with the 
Bullion merchants ; and when the latter haye 
ceased to derive a profit, the former will still cw- 
tinue their operations, till the unfavorable Ex, 
change is reduced to par, or, in other words, till 
the exports have been such, as to counterbaIalice 
the adverse debt, and render the quantity of 

foreign Rills in the market equal to the de- 
mand. 

From this statement it is obvious, that the na- 
tural limit to the amount of the real Exchange is 
the expense of the transit, of Bullion; and long 
before it has arrived at that point, the export of 
ordinary produce will be forced, and its import 
restrained ; so that the real Exchange can scarce. 
ly begin to deviate from par, without cdling into 
action a principle that will correct its deviation. 
I t  q a y  oscillate a little on the one side, or t j ~ c  

other, from its point of rest, but can hardly admit 
of remaining either permanently favorable, or per- 
manently unfavor;llle, to a aatiun, in the ordinary 
course of its transactions *. 

* This observation must he understopd to apply to the gene- 
4 balance that subsists betneen gny one pation, and the whole 
of those wit11 a I.ich it has cominercial intel.course ; it being el;- 



I t  must not be inferred, however, because the 
expense of the transit of Bullion is the limit of the 
reul Exchange, that it is therefore a fixed limit, 
and capable of being estimated at a certain per- 
centage on the price of a foreign Bill : for wlwn 
the real Exchange has caused a transit of Bullion 
to any considerable degree, it will at length create 
a difference in the market price of Bullion itself. 
This article will become scarce in the country 
from which it is sent, and abundant in that into 
which it is flowing. Its price will rise in the 

former, and fall in thelaccer. T h e  exporter, tlrere- 

fore, will then ltave to calculate the difference of 
prices in the home and foreign ma&& ; and i f  in 
the first instance the PI-ofit were out just suf f icmt  
to induce him to export, it is clear that alter the 
change has taken place, the %portation of Rul- 
lion, under the same rate ofExchange, will ceaae. 

Mr. Boyd, in his evidence &fore the Secret 
Cammittee of the House of Lords, in 1797, re- 
specting the mode of remiwing the Imperial Ivan 
to Vienna, states, 'c that he thought the rernit- 
<' tances by Bills of Exvhange were not quite 
'' so favorable as those i ~ t  Billlion ; but, if he had 

dent that where a nation trades with more than one couu- ry, 111e 
reul Exchange may be comt~ntly favorable with one, yrolkled 
it be constantly unfavorable with mother. 

stuck exclusively to Bullion, the price of this 
cc article would have risen so high here, and 
6 c  probably sunk so low at Hambro', that in- 
'' stead of a good, it would have become a bad 
c6  remittance." The  Iimit therefore of the real 
Exchange can only be fixed at a certain rate, 
upon the supposition that the price of Bullion 
is the same in the home and the forcign market; 
for when the real price of Bullion abroad is less 
than it is at home, the transit of BuUion will not 

' take place, unless the rate of Exchange be sufi- 
ciently high, not oi~ly to pay the expenses of 
transit, but also to campensate for the loss attend- a 

ing the difference of home and foreign prices. 
When, o e  the contfary, the price of Bullion 
abroad is higher than in the home market, it is 
equally evident that Bullion will be exported, when 
the real Exchange is less than the expenses of t1)e 
transit of Bullion. 

And thus it is that a very srqal! part of the p ~ y -  
rnent of an unfavorable balance is effected by the 
transit of Bullion, since its transit c a ~ l  scarcely 
beg:.. to take plgce, yithout rendering it a more 
unprofitable article of export than ordinary con- 

s~mab le  commodities. For the former cannot, 
generally speaking, be considered as a commodity 
the co~~sumptiot! of which will be aupmented by a 
diminished price, its use being confined to the 
wealthy few, who are not 1ikeIy to encrease the 



quantity of their plate, or indulge themselves more 
freely in the purchase of orname~ltal manufactures, 
from the temporary variations in the market price 
of Bullioo: but it is not so nrith ordinary produce. 
The  great mass of mankind will always endeavour 
to purchase their comforts at the lowest possible 
rate. If by means of an unfavorable Exchange 
our merchants can supply the nations of the Con- 
tinent with British manufactures, cheaper than 
when the Exchange is at par, our manufactures 
will be bought and consumed; and in proportion 
to the degree in which the Exchange is unfavorable, 
in tlie same proportion, shall we be enabled to enter 
more easily into a competition with the manufa'c- 
turers abroad, even in their own market. 

A possible case may, nevertlleless, be supposed, 
where the governmknt may, from political causes, 
be induced to continue a scale of warfare, demand- 
ing a larger foreign expenditure than can be sup- 
plied by a proportional excess of exports over im- 
ports; and, consequently, if the quantity of Bul- 
lion in the country were extremcly litnitcd, the 
real Exchange might, notwithstanrlin=; the usual 
causes that check and prevent its fluctuations, 
deviate so much from par, and create so great a, 

drain of Bullion, as to raise its market p i c e  above 
its niint price. 

I t  is certain that ih? Bullion merchants woultl 
in lllot case, rather than pay tlie advanced ~ l~ar l ie t  

price, endeavour to collect the current Coin for 
the purpose of exportation. A pound of gold 
at tlie English mint is coined into forty-four 
guiueas and a half, or 46Z. 14s. 6d. * By exchang- 
ing, then, bank-notes at the Bank, for coin, they 
can always procure a pound of gold for 461. 14s. 6d. 
in notes; and so long as thLy have this power of 
purchasing gold at  the mint price, at the Bank, 
they will not give a higher market price else- 
where. If the payer, therefore, be convertible 
into Coin at the option of the holder, the Bullion 
lnerchants will be constantly pouring in their 
notes upon the Bank, to be exchanged for Coin, 
which will be exportecl t as fast as it can be pro- 
cured ; and thus a drain upon the Bank wilI be 

* Throughout this pamphlet, the Author, in speaking of 
%ullion, has confined his obscr.vations to  Gold Bullion only; 
first, because the Gold Coin is now the only one in which a le- 
gal payment can be li~ade for debts ahore 25 1 in amount ; and, 
secondly, because he has derived conside~*ahle assistance from, 
and had frequent &casion to r d e t  to, MI,. Mushet's valuable 

Tables of the Exchange between London and Hambro', since the 
year 1760, in which the price of Gold Bullion only is noted. 

t It is true the laws have affixed most severe penalties t o  the 
melting 01. exporting the current Coin of tlie realm > but these 
penalties have always been found ilisl~ficiellt for its protection, 
the Coin ha1 ing uniformly disappen~,ed, whenel er ei tlier of the 
above practices has been attended u ith am ntlcqmte profit. 



ta a greater or less extent, in propor- 
tion to the amount of foreign payment that must 
be discharged ; before the real Exchange is sna -  
ciently elevated to prevent any profit upon the ex- 
port of Bullion. As loilg as this drain continues, 
the Bank will be compelled to purchase Bullion, 
and to coin, for the purpose of supplying the de- 
mand occasioiled by the return of its notes'; 
and as the purchase must' be made at the then 
inarket price, it is evident that in whatever degree 
that shall exceed the mint price, the Bank must 
sustain a loss proportional to the difference; and 
that a continuance of the drain, uhder such cir- 
cumstances, might eventually lead to its ruin. 

I t  was upon this ground that the Directors of the 
Bank, in the year 1795, remonstrated in so urgent 
a manner against. any further loans to the Em- 
peror; lest the drains, which those loans occa- 
sioned, should prove fatal to that establishment. 
I n  a letter from the Directors to Mr. Pitt, dated 
October 8, 1795, after observing upon the con- 
tinual drain that the Ioan to tlie Emperor had uc- 
casioned ; they proceed to state, " that the present 

price of gold being from 41. 3s. to 41. 4s. per 
& c  ounce, and our guineas being to be purchased 
(' at 3I. l7r. 101d., clearly demonstrates the 
(' grounds of our ~F>RI.S, it being only neces5ary to 
" state these facts to the Chancellor of the Es- 

tt chequer *." Now those very facts ought to have 
led Mr. Pitt to suspect, that the drain upon the 
Bank, at that time, arose from some other cause 
than the loans to the Emperor; for it has been 

sheu-II how impossible it is, that the Bul- 
lion merchant shonld for any length of time con- 
tinue the export of Bullion, without increasing 
the quantity abroad, and lowering its price so 
much, that it would no longer afford a profitable 
speculation. Mr. Pitt should have recollected, 
that for the last twcnty-one years from 1774, 
when the reformation in the gold Coin took place, 
thoagh the compz~ted Exchange bet wcen Hambro' 
and London had frequently been so unfavorable to 
London, as far t o  exceed the expenses of the 
transit of Bullioll, tlie quantity required for ex- 
port had been so easily supplied, either from the 
spare Bullion, or from the export of the Coin, that 
the market price of bullion had never exceeded the 
mint price, except only for about six nlonths, at 
tlre time of the peace of Versailles, in the year 
1783 ; and then orlly by about 3 ~ .  21d. in IOOZ., 

not much more than 4J th part. Now as during a 
great  at-t of that period, the country was engaged 
in active warfare, which rvould cause, from the 
variatiolls in the amount of tllc foreign expcndi- 
turc, occasional demands for large forcigll pay- 
\ 

" P. 152, gw:,t Committee of the 11ou.c of I-oras, 1;9;. 



inents, one would have expected, that such an ex- 
cessive increase of the market price above the mint 
price, as was asserted by the Bank Directors to 
have taken place, amounting to 71. 4s. 5:d. per 
cent. being forty-five times greater than any vari- 
ation that had occurred in the former war, would 
have led him to receive their remonstrances with 
considerable suspicion. 

If, in addition to this, he had called to mind 
that the excess of the market price above the mint 
price, could be accounted for, and might have 
taken place, though no loan to the Emperor had 
been in a course of remittance ; that the excess of 
the market price of Bullion over the mint price had 
existed to a very great extent, attended with a 
drain upon the Bank, prior to the year 1774, when 
the gold currency was degraded below its stand- 
ard weight ; that the drain, under such circum- 
stances, woiild have equally existed, though there 
had been no demand for the exportation of Bullion, 
(as will be fully explained, in the Section upon the 
Nominal Exchange ;) it seems unaccountable that 
he should so easily have yielded to the representa- 
tions of the Directors; ant1 it is t l ~ c  more to be 
lamented, since the impressions he then received, 
seem to have had considerable influence in pro- 
ducing the fatal measure of permanent restriction 
on Ban!; p:tyments, ~vliich began in the year 1797, 
on!y fourteen months afttlr illis pelvlod. 

But assuming it to be the fact, that the foreign ex, 
penditure at  that period was greater than on qny 
former occasion, and that the realcause of the drain 
was that assigned by the Bank Directors, still they 
had the means of prevention within their own 
power ; for it will be shewn, in the next Section, 
on the nominal Exchange, that when the currency 
of a country consists partly of Paper, and partly of 
Coin, and that the former bears a large proportion 
to the latter, the Bank can at all times contract 
the issue of its notes, and produce a considera- 
ble diminution in the total amount of the currency. 
By this means the nominal prices of commodities, 
and amongst the rest, that of Bullion, will be 
lowered. As soon, therefore, as a reduction has 
thus been effected in the price of Bullion below its 
mint price, the drain upon the Bank will at once be 
stopped ; since it will no longer be the interest of 
the Bullion merchant to purchase gold at  the mint 
price, by exchanging notes at  the Bank, when 
he can procure it at a cheaper rate in the market. 
The  Bank Directors were so well an-are of this 
mode of counteracting the effects of a drajn upon 
them, that they had recourse to it at the very pe- 
riod of making their remonstrances ; and the mar- 
ket price of Bullion, which had been 9s. 7d. per 
cent. below its mint price, in the beginning of th.. 
year 1795, ancl which probably might never have 
been raised, had not the Bank, at  this period, ex- 



tended its paper from 1 1 to 13 1 millions, was, by 
the subsequent contraction of it to 9;  millions, 
again reduced, before the rniddle of the year 1796, 
to 9s. 7d .  below the nlillt price. Unfortunately 
too for the country, this same counteracting priri- 
ciple was resorted to, when tlie drain took place iu 
the beginning of the year 1797, arising, not Cron~ 
a demand for bullion for the purpose of export- 
ation, nor from an excess in its market price 
above the mint price, neither of which existed 
at the time*; but solely from the alarm occa- 
sioned by tlie fears of invasion;---a drain tl1a.k 
will a1 ways occur under similar circumstances, and 
which will be aggravated, rather than relie~ed, by 
a contraction of paper. 

I t  should be carefully remembered, that the 'pro- 
fit from the export of Bullion in consequence af 
an unfavorable real Exchange, does not arise from 
Bullioa selling fox a higher price in .the foreigu 
than in tlie home market, nor from any scarcity af 
Bullion .abroad occasioning an extraordinary de- 
mand for i t ;  but solely from bhe desntkn,l for 

* In January 1797, the comnputed Excha~ise but\rdcn Ha11lbt.o' 
.and London was 51. 4s. per cent. in fax our of I ~ n d o n ,  and dur- 
ing the year rose to 13 per cent ; it never being, at an) part uf 
the year, less than 31. 2s. in favour of Imndon. 'I'he market 
p i c e  of Bullion, at the same period, was nexer abole i t a  i l l i~it  

foreign bills; for the purpose of making foreign 
being so great, that the premium upon 

them exceeds the expenses of the transit; of bul- 
lioll; and, consequently, the transit will take place 
an& afford a protit to the exporter, though the 
price of bullion be precisely the same abroad as it 
is at home. 

Wllen such a quantity of bullion has been export- 
ed 2s  to raise its market price above t h ~  mint price, 
the coin beidg obtainable at the mint price, will be 
exported in preference to bnllion; iiat in conse- 
quence of any depreciation in the value of the 
coin, for it will purchase the same quantity of 
ordinary produce after the rise of the price of 
bullion as before ; nor because it is more valuable 
abroad tliztn it is here, for it will not purchase more 
in the foreign than the home market ; but it will 
be exported, for the same reason that the bullion 
is exported, to take advantage of the premium on 
foreign bills, arid will be sent, though the price of 
bullion lie precisely the same in the continental 
market as the English mint price. 

After what has been stated, it will be sufioielnt- 
jy apparent, upon what a false foundation the old 
notioils respecting the advantages of a favorable 
balance of trade are built, and how futile all at- 
tempts must be to procure :and detain bullion, be- 
yond the quantity that is actually wanted for con- 
sumption. The transit of bullion from .t Iligh or 



low r i d  exchange is an unnatural transit, not 
wising fmm the yants of the country into which 
it'flows, but depending solely on the profits which 
a temporary pressure for foreign payments affords 
t o  the ballion merchants on the sale of foreign 
bills; and as soon as the cause that has produced 
the temnorary influx subsides, (an event that will 
sooner or later necessarily take place, by the im- 
port of such ordinary produce as is wanted for the 
parposps of consumptiun, and increased enjoyment 
of the people,) the superfluous and u n ~ s e d  quantity 
of bullion that has been acc~~mulated, will flow 
back from the country where its abundance has 
renJered its real price low, to those nations from 
which it had been unnaturally sent, and where its 
scarcity will have rendered its real price high. 

Mlich of the cot~fusion that attends this question 
would have been avoided, had the dealers in bills 
of exchange, and the dealers in bullion, (that is, 
the persons who export or import bullion for the 
supply of consumers,) been two distinct classes of 
merchants. I t  wo~ild then have been seen that the 
profits 6f the dealer in bills of exchange flowed 
through very different channels from those of the 
deal r in bullion. I f  at  any time the course"of 
exchange were srich as to a h r d  a profit to the 
bill merchant by the sale of foreign bills, he would 
export that bullion which had been imported for 
the w of the manufkcturer, and would continue 

to export till it no longer afforded a profit. The  

bullion dealer would then begin to re-import, in 
consequence of the difference of prices in the h ~ m e  
and foreign markets, the bullion that t l ~ e  bill 

merchant had sent away, in consequence of the 
high premium on foreign bills. Whatever de- 

rangement the bill merchants might occasion in 
the quantity of bullion that would be otherwise 
naturally distributed among the different countries 
according to their wants, would be remedied by 
the operations of the bullion merchants, who 
would find their advantage in restoring the equili- 
brium that the bill merchants had destroyed. 

The dealer in bills of exchange mould have 
employment, when there was the least difference 
between the prices of bullion in the home and 
foreign market, and the real exchange at t!le 
the greatest deviation from par. 

The  bullion dealer would be most engaged, 
when there was the greatest difference in these 
prices, and the ?meal exchange at its least deviation 
from par. 

Had this distinction been attended to by Lord 
King, he would never hare entertained such erro- 
neous opiriions respecting thc exports of silver fronz 
this country to India, nor have considered tlleln 
as indications of an exchange constantly in favor of 
England against the Continent; for he woultl hare 
SeFn, that the export of b~llioa is uot rcgwlated 



merely by the speculations of the dealers in bi~lb 
of exchange, but is effected, like that of ally other 
eommodity, when there is such a difference in its 
real prices at  any two places, as will afford a pro- 
fit on its transit; an  occurrence that will frequently 
take place, even with an exchange at par. 

OF THE NOhlIN.4L EXCHANGE. 

THE market price of a foreign bill has been 
stated to depend upon two circumstances :-first, 
on the scarcity of tills in the mqrket compared 
with the demand for them; and secondly, on the 
value of the coin or currency in which they are 
to be paid, compared with the value of the coin 
or currency with which they are Itought. 

T h e  first of these, as connected wit11 tlie red 
exchange, formed the sub.ject of the foregokug 
Section; we shall now proceed :u txtlnliile the 
nature and effects of the second, on whicll depel~d.  
the alterations of the ?lnminal exchange; and as 
in  treating of the r e d  exc11ai1;~r \i e ellclf:ar~ui-cc: to 

keep the subject as distinct as possible from tile 
question of the nomilzal exchange, by supposing 
no alteration to take place in the value of the cur- 
renciesin the respective countries ; so in tracing the 

of the nominal exchange, we shall suppose 
the state of the real exchange to remain unaltered ; 
or the mutual dealings and intercourse between the 
nations composing the great mercantile republic to 
be such, that the price of foreign bills is not af- 
fected b y  any variation in their abundance OF 

scarcity, but that the supply of them is constantly 
suficient to answer the real demand. 
I11 this case the variations in their price can 

arise only from changes in the comparative value of 
the currencies in which they are paid, and those 
with which they are bought. 

I t  will not be necessary, therefore, to enter into 
any enquiry respecting those changes which have 
taken place from the discovery of the A m e r i c a ~  
mines, or which have arisen from any cause that 
would atfttct all currencies in an equal degree; 
since the object is not to compare the value of 

currencies now, with what they were at any for- 
mer period, but to estimate the local alterations 
that hare taken place in the currency of one 
country, without a corresponding alteration is. 
that of others. 

The currency of every nation is subject to con- 



tinual fluctuations in its value, principally from 
three circumstances. 

First, An alteration in the quality and standard 
purity of the metal of which the coin is formed. 

Secondly, An  alteration in the quantity of the 
metal contained in coin of the same denomination. . 

Thirdly, An  alteration in the total amount of 
the currency of a country, ~vithout a correspond- 
ing alteration in the commodities to be circulated 
by it. 

The  first of these is now seldom resorted to in 
a civilized country, even under the most pressing 
necessities of the government. 

The  second has been freqriently adopted by 
princes and soverei~n states, who through a mis: 
taken policy have imagined that they derived a 
benefit from diminishing the quantity of metd  
contained in their coins. The English pound cvn- 
tained, in the time of Edward the First, a pound 
of silver. The  French livre contained a pound 
weight of silver, in the time of Charlemagne. The 
English pound contains, at  present, only one 
third, and the French one 66th part of their ori- 
ginal value *; but 1 believe, except in Turkey, 
there is no instance of this practice being cotunte- 
nanced by any of the modern governments. 'I'he 

a Smith's Wealth of Nation., rol, i. p.39. 

currencies, however, of nlost aatiops, even 
where the governments llave been desirous of main- 
t;aining them in a state of the utmost possible per- 
fection, have been much diminished in value by 
being worn from use, and clipt or otherwise de- 
graded by the illicit practices of tile people. T o  
avoid the confusion t l~a t  would follow from the 
c~ns t an t  fluctuatior~s in the value of currencies, 
merchants have adopted a mode by which they en- 
deavour to estimate the extent of these fluctua- 
tions; and for this purpose, have ascertained with 
tolerable accuracy, in what quantities of coin of 
the mint standard in dif'ferent countries, an equal 
weight of gold or silver of the same standard fine- 
ness is contained. Thus it has been determined, 
that a pound sterling of the English mint contains 
the same weight of silver, of a certain fineness, as 
33 schillings 8 grotes * of the Hambro' banco- 

* From the evidence before the Secret Committee of tile 
House of L ords, in the year 1797, it appears that there is a dif- 
ference i n  the mode of estimating the par of Exchange with 
Ih\nbl.o' ; the house of Goldslnid considering 33. 8 and hlr. 
Boyd's 34 .8 .  as the par of Exchange. The difference seems to 
have arisen, from the former estimating the par accortling to  
thestandard of Hanlbro' bnnco money; the latter, according to 
the actual currcncy of Hambro' which appears to be Inore than 
3 per cent. below the standard of the banco money. Upon this 
suppoaitioq therc is less difficulty in reconciling the apparent 
contradiction, that 3  schillings above the par, has the same 



manep; and ,is speaking of the exchange d t h  
Mmbro', XS. 8. is in the technical language oC 
merchants said to be the par of ekchanp. In 
the same manner the par of exchange with France 
is fixed at 94, because 24. livres of 8he mint &and+ 
ard of France contain the same weight of silver, of+ 
a certain fineness, as the pound sterling: of tihe* 
English mint. 

By means of this rule, the merchants of one 
country would never be at  a loss to estimate what 
qaeatity of their own money would be equivalent 
to a, specific sum 06 foreign money, so far as re- 
garded the weight of metal, provided the cains of 
the respective countries contai~wd the due weigh& 
of their respective mints. But in some countries 
the coins are more, in others less worn, and clipt or 
utherwise degraded below the mint standard. When 
tliese alterations have taken place, it would be ne- 
cessary either to establish a new par of exchange, 

effect, one way, upon the transit of gold, that 4 grotes below 
par has the other ; a fact that was stated by Mr. Goldsmid's 
partner, but which he was unable satibfactorily to explain. 

If the Hambro' currency were so much degraded below.tlre 
h n c o  money, that 35 schillings 4 grotes currency were worth 
no more than 33 schiliings 8 grotes banco money, there would 
be a nominal Exchange of 1 schilling 8 grotes against Hambro', 
for every pound sterling ; and if the par is estimated at 33. 8; 

4 grotes below that sum, and 3 schi1lir.g above it, would be 
equally distant from the real par of 36 schillings 4 grotes. 

to p i d e  merchants in their money transactions, 

or, is OQW the general usage, pot to' alter the 
par of exchange, bu t  to mark the fluctuation of 
the currency, by considering it as so much above 
or below the established par. I n  King William's 

time, before the reformation of the silver coin, 
(sdver being then the metal in which the pnyn~eilts 
of the country were legally made,) the current coin 
was rather more than 25 per cent. below its stand- 
ard value. The  established par, however, was not 
altered, but the exchange was said to be 25 per 
cent; against England *. Before the reformation 
of our gold coin in 1774, the guinea contained so 
much less than its standard weight, that it was de- 
grackd 9, or 3 per cent. when compared wit11 the 
French coin atLthe same period ; and the exchange 
between England and France was then computed 
to be 2 or S per cent. against this country ;---upon 
the reformation of the gold coin, the exchange 
rose to par. The  'Turkish government, in the 
course of the last forty years, has made three great 
alterations in its coin. Before these frauds were 
committed, the TnrLish piastre contained nearly 
as much silver as the English half crown ; and in 
excl~aage, the par was estimated a t  S piastres to 
the pound sterling. Tllc consequence of these 

* Smith's Wealth of Nations, arol. ii. 1). 216. 



repeated adulterations has been, the redu~tion of 
the silver i n  the piastre to one half, and a fill in the 
exchange of 100 per cent., bil!s on London hav- 
ing bee11 bought in Turkey, in 1803, at the rateof 
16 piastres for every pound sterlingf. Wow though 
it is not absolutely conclusive, that these alterations 
in the cornpuled exchange were entirely owiag to the 
fluctuations in the value of coin, because the real 
exchange a t  the time might not be constant ; yet  
the correspondence of tlie diEerence of exchange, 
with the acknowledged degradation of the coin, 
renders it  more than probable, that the fall of the 
cornpuled exchange arose from au alteration in the 
nomitzal exchange only. 

I t  is unnecessary to enter further into the detail 
of the consequences that arise from the degrada- 
tion of the coin below its mint staildard. As soon 
as that desradation (which never can remain long 
concealed) is discovered, the inconveniencies that 
u~ould otherwise attend the commercial intercourse 
are obviated by a corresponding alteration in the 
compzltecl exchange; and though during the con- 
tinuance of the degradation, the nominal exchange 
will remain permanently unfavorable 20 the coun- 
try in which it prevails, it will be immediately re- 
stored to par, by a reformation of the circulating 

* Foster, on Commercial Exchange, p: 93, 

medium. w e  will therefore, in the remanling 
part of this enquiry into the nature a d  effects of 
the nominal exchange, suppose, that tbg cupren- 

ties are not degraded below their mint sta~dwds, 
and confine our observations tu the third w@se, 
wIlich has been stated to affect the value of carren- 

viz. the ratio, which the total amount of the 
currency in one country bears to the commodities 
t o  becircuIated by it, compared with the ratio that 
the currencies of other countries bear to the corn- 
modities which they are ~espct ively employed to 
circulate. I t  is the fluctvation from this cause, 
which at present principally a&cts the nominal 
exchange. 

Had the c~rrencies wfcommemia3 states been con- 
fined to the precious m-b only, it is scarcely 
possible that any increase of currency, more than 
was d e n ~ a i ~ l e d  by the wants of increasing wealth, 
could have taken place in countries that had no 
mines of their own. As the metals of which the 
coin was composed must have been purchased a t  
their value, no possible motive can be conceived, 
%bat would induce the holder of bullion to convert 
i t  into coin, unless there was a real demand for it. 
TI= circulating medium of modern times no longer 
consists of the metals only, aln~ost all nations liar- 
ills adop'ted, on a ~ r e a t e r  or less scale, the use uf 
paper. currency, issued, generally, under the s:,nc- 
tion of government, by corporate bodies or b a ~ k s ,  



who are respoilsible for the payment of it in specie 
on demaud. As  the profits of these corporate 
bodies or banks are in proportion to the quantity 
of the paper they can permanently keep in circu- 
lation, there can be no doubt, that every eEort 
consistent with prudence, will be made t o  aug- 
ment that quantity. But it is impossible that such 
an illcrease can take place in the quantity of ally 
conlmodity that is given in exchange for others, 
whose quantity is not augmented in the same pro- 
portion, without affecting their comparative value. 
I f  the currency of a country is increased, while 
the commodities to be circulated by it remain the 
same, the currency will be diminished in value 
with respect to the commodities, and it will re- 
quire a larger proportion of the forrber to purchase 
a, given quantity of the latter; or, in other words, 
prices will rise. If we were in the habit of consi- 
dering money as purchased by commodities, instead 
of commodities being purchased by money, the 
diminution in the value of money from its abund- 
ance, would be immediately apparent. " Mr. 

Thornton admit,. ill tllc lilosl explicit manner, 
cC that if the qii;t!a; ;iy of circnlatiug medianl is 
Cc permanently a1lgl;i i~tptl, witlroot a correspond- 
( <  illo augmentation ot' illtcrllal trade, a rise will 

3 .  
6 c  unavoidably take place in tlle price of ex- 
<< c l~an~eab lc  nrticlcs. Tndeed this is a principle 

c 6  up011 ~ \ l l i c  l i  all the writctrs on Colilmescc , botlt 

ct practical and speculative, are agreed : they 'have. 
dc tllought it so undeniable as to require no par- 
<c ticular illustration, and have rather asstlmed 
(6 it as an obvious truth, than as a proposition 

that depended on inference. Upon this idea is 

cc founded Mr. Hume's well-known argument 
cc against banks, and it is equally implied in Dr. 

Smith's confutation of that objectio~~ ; it forms 
( c  the foundation of those presuq~tions from which 
dc Mr. Boyd has lately inferred an improper in- 
<< crease of Bank of England paper; and it is im- 
cc  plicitly admitted, likewise, by hlr. Thornton, 
sc one great object of nlhose book is to persuade the 
" public that there has been no such increase*." 
Without entering, therefore, into an unnecessary 
argument, I shall, for the present, assume as 
admitted, that the increase of currency, while the 
commodities to be circulated remain the sanlc, 
will be attendecl with all increase of nominal 
prices, and a corresl>ondent depreciation in tile 
value of money. 

Now it is impossible, when the currency of a 
country has been thus depreciated, that the same 
amount of it should purcit::~~ the same sum of 
foreign money as before its cle~ireciation. A 
foreign bill, or an order fur payment of a 

* Eclinb. Review, v. i. p. 178. 



given 5um of foreign money abroad, will not be 
d d ,  unless for such an increased amount of the 
depreciated currency, as ~ 1 1 1  coutlterbalanre the 
dimunition of its value. Foreign bills will, there: 
fore, bear a premium, in proportiou to the deprer 
ciation. 

I n  the same manner a bill on the country wl~ere 
the currency is depreciated will be bought abroad, 
where money retains its value, for a much less 
nominal sum than the amount for which it is 
drawn ; or, in other words, will be at  a discount, 
Suppose, for instaucc, that the coins being in the 
utmost state of perfection in England and France, 
and the real exchange at par, the augmentation 
of the total amount of the currency in Englqnd 
were such as to raise prices here, to double their 
firmer amount, it would require, in that case, 
twice the sum to purchase the same commodity in 
England that would be required in France. The 
same nominal sum would, therefore, be only of 
half the value:--24 livres in France would pur- 
chase an order for the payment of 21. sterling in 
England, and the nominal exchange, would be 
100 per cent. against England. 

An augnientation of currency that affects price., 
cannot take place without a corresponding altera- 
tion in the nominal exchange. Merchants, from 
the average sale of the produce which they re- 
ceive aud remit, and from the uninterruptcil cor- 

respondence which they hold with each other, ex- 
pressly for the communication of the prices cur- 
rent, have not much dificulty in disti~~guishinp 
those fluctuations M hich are owing to the partial 
abundance or scarcity of a few articles, from that 
general increase of price which denoted a Hepreei- 
ation of currency;---or should they, from want of 
experience, be tempted to engage in comniercial 
speculations, from a difference of prices not de- 
pending upon the real demand, but arising merely 
from an over-issue or contraction of curreucy, the 
loss upon their returns mould infallibly teach them 
more caution it1 future. 

After the pdr of -ekchau'ge, therefore, has been 
establiihed, an alteration in the  value of currency, 
whether it arise; 'frolin a debasement of the coin be- 
low its standard, a diniihution of weight below the . - 
mint regulation, oe depreciation of its value from 
relative over-issue, kill alike affect the price of a 
foreign bill, and be made evident by an unfavor- 
able nonti7zal exchange. 

I t  now remains to trace the operation of the 
~zorni?zal eschange on the several exports and irrp 
ports of the country. 

?C'hen foreign bills bear a premium from an. un- 
fkvorable no~ni~zul exchange, it appears advan- 
tageous, upon a superficial view of the subject, to 
export produce, in consequence of the profit ark- 
illg from the sale of the bill, which the merchant 



w u l d  be authorised to draw upon his correspondent 
abroad. But a very little consideration will shew 
that tlwre is, in this respect a striking dil'ference 
between the real and the nomi7zal exchange. 

It; is true that the merchant will obtain a pre- 
mium upoil his bill, but it is this premium which 

aione enables him to export. The same cause 
that has given rise to this premium, has increased 
the nominal prices of the articles, which he buys, 
for the purpose of exportation, in the home mar- 
ket; whatever he gains upon the bill, he loses in 
the purchase of his goods. The  merchant, there- 
fore, must calculate what is the difference at home 
and abroad, iii tl-re real prices of commodities, b y  
which I mean the prices at which those commo- 
dities would be bought and sold, if no deprecia- 
tion of currency existed. If those .prices are 
such, as to admit of a profit, the merchant 
will continue to export, whether the ?zominal ex- 
change be favorable or unfavorable ;---that cir- 
cumstance can make no difference whatever in 
his tran~actions. 

Suppose, for instance, the currencies of Ham- 
bro' alid London being in their due proportions, 
and therefore the ?zominal exchange; at par, that 
sugar, wl~ich from its abundance in London sold at  
501. per hogshead, from its scarcity at Hambro' 
would sell a t  1001. The merchant, in this case, 
would immediately export. Vpon the sale of his 

,~p, he would draw a bill upon his corre- 
p&ent abroad for 1001. which he could at  
once convert: into cash, by  selling it in the bill- 
rnarHet at home, deriving from this transaction 
a profit of 50L, fi-om which he would have to 
deduct the expenses of freight, insurance, com- 

mission, &c. Now suppose no alteration in 
the scarcity or abundance of sugar in London 
and Hambro', and that the same transaction 
were to talje place, after the currency in Eng- 
land had been so much increased that the 
prices were doubled, and' consequently, the no- 
minal exchange 100 per cent. in favor of l%mbro9. 
The hogsheadF of sugar would then cost 1QOt. 
leaving, apparently, no prbfit whatever to the ex- 
porter. H e  would, however, as before, draw his 
bill on his correspohd'ent for 1001. ; and as foreign 
bills would'bear a premium of 1001. per cent. he 
would sell tkis bill in the English market for 2001. 
and thus der~ve a profit from the transaction 
amounting to 100 depre'ciated pounds, or 501: 
estimated in und'epreciated cuiarency ; deducting, 
as in the former instance, the expenses of freighf, 
insurance, commission, &c*. 

* The reader will observe how much the nominal income- 
and apparent profits, of the mercbnt are incr~a-4 hv the de- 
preciation $the curtmcy. 



The case would be precisely similar, mttfrrtis 
mzctandis, with the importing merchant. The  un- 
favorable nonlinal exchange would appear to occa- 
sion a loss amounting to the premium on a foreign 
bill, which he must give in order to pay his cor- 
respondent abroad. But if the difference of real 
prices in the home and foreign markets were such 
as to admit of a profit upon the importation of 
produce, the merchant would colltinue to import, 
notwithstanding the premium; for that would be 
rep-d to him in the advanced nomitzal price at  
which the imported produce would be sold in the 
home market. 

Suppose, for instance, the currencies of Hambro' 
and L n d o n  being in their due proportions, and 
therefore the azominal exchange at par, that linen 
which can be bought at Hawbro' for 501. will sell 
here At 1001. The importer jrntqediately orders 
his .correspondent abroad to   end the linen, for the 
payment of which he purchases at  501. a foreign 
biU , i ~  the Euglisll market, and on the sale ,of the 
consignment for 1001. he will derive a yrufit 
amounting to the difference between 501. ;;\nd tlie 
expenses attending the import. 

Now, suppose the same transaction to take place, 
without any alteration in the scarcity or abund- 
.ance of ,linen at EIambro' and London, but that 
the currency of Engianct Ins been so augmented, 
as to be Jeprcciated to half its value. T h e  ?lo- 

excliange will then be 100 per cent. against 
Englend, and the importer will not be able to 
purchase a 501. foreign bill for less than 1001. But 
as the pprices of commddities here will hare risen 
in the same proportion as the money has been de- 
preciated, he will sell his linen to the English 
consumer for 2001. and will, as before, clerive a 
profit amounting to the din-'erence between 1001. 
depreciated money, or 501. estimated in undepre- 
kiated motley, and the expenses attending the 
import. 

The same instances might be put in the case of 
a favorable exchange ; and it would be seen in the 
same manner, that ~onzi?~al prices and the nominal 
exchange being alike dependent upon the depre- 
ciation of currency, whatever apparent advantage 
.might be derived from the former, would be coun- 
terbalaliced by a loss on the latter, and zlice 
cars&. 

For the very same reasons that the ?lominu1 ex- 
chapge produces no alteration in the imports or 
the exports of ordinary produce, it can have no 
effect on the export or import of bullion. Nothing 
can be more evident, than that bullion must be 
,sbbject to the same variation in its prices from an 
alteration in the value of currelicy as any other 
commodity. If the value of currency is dimi- 

a lance, nislled, the prices of all comn'lodities must , d - 



and that of bullion among the rest *. How tben is 
the profit of the merchant, from the export of 
bullion, to arise ? Is it not evident that upon an 
unfavorable nominal exchange, whatever premium 
lie may gain upon his bill, as much will be lost in 
the advanced price which he must pay for the 
bullion ?---Yet all writers upon the subject of poli- 
tical economy, that I have met \t-itl~, seem to be 
persuaded, that when the rate of exchange ha% 
deviated frorn par beyond the expenses of the 
transit of bullion, bullion will immediately pass; 
a i ~ d  the error has arisei~, from not suficientlv dis- 
tinguishing the effects of a real, and a nominal ex- 
change. This false opinion seems .to have been 
strongly impressed upon all the merchants and Bank 
Directors who were exandined before the Secrek 
Committee of the Houscs of Lords and Commons, 
in the year 1797; nor does hlr. Pitt himself ap- 
pear to have been exempt from ~ t s  influence. Mr. 
Bosanquet expressly declares his opinion '' that the 
" favorable state of the exchange afforded a pros- 

* " Bullion is a commodity, and nothing bur a commditv, 
'< and it rises and falls on thesame principle as all other corn- 
" modities. It becomes, like them, dear in proportion as the 
" circulating ine2iur11 for which it i s  exchanged is rendered 
" cheap ; and dienp in proportion as the circulatiw medium 
" is rendered dear."---(Thornton, Paper Credit, p. 202.) 

c.pect of ,purchasing foreign gold, and mttihg h h  
'6 rnillt a t  wark," (p. 3.9. Corn. H. of Lords, & 

NOW it is absolutely impassible that a 
e x c l r ~ ~ p ,  ariiing from depreciation of c u ~ a c y ,  
m n  h v e  any effect upon the export w import teLf 
puUion. Far supposing the ~ m r n l ~ ~ a l  exohawe at 

P ar, the real prices of b ~ d i o n  in Z I O J I ~  a,wiI 
Hambro' precisely the same, it is clear he re  &d 
&e no motixe to export bullioil, but that, ~b 
wntrary, it would be akmled  with tk wtaia 
l ~ s s  of the expenses of transit. Every thing el=, 
$bell, remaining the same, let tlw cm-reawy i-p 

-&gland b.e a~lgmeukd so that the prices of corn- 
xpo&ties shall rise $ per c a t .  and bdllion d c o ~ r r s e  
~ 0 3 1 $  tbe rest; tlle depreciation d the currency 
will imrneiliately be iudicated by an unfaworabk 
yppainaj exchange of 4 per cent. Is it posible 
t,& t l ~e  bullnn merchant can be deluded wiLh 
t)g ideaP that be caLl derive ally benefit from a 
p c m m  of 4 per cent. won his bill, w h n  be 
p l l ~ ~ h w e s  b.allion here at  an advanced price, and 
Wls ik at Hambro' 4 per cent. lower ? Docs he gst 
. b e  as rnrtch from the difference of l:riccs, oca-  
@pled b.y the depreciation, as 11e gains by k 
B~WQQ on his bill, occaskned by the same &- 
p~eciqtipn ; apd ~~onsequently subject himself t~.ail 
me expenses attending the transit, in the same 
manner as when the nomi~zal excliange is at par?  

FN t l \ ~  same re=, there WWW be no =Ivan- 



tdge derived from the import of bullion if the no- 
tninal exchange were favorable. Suppose it were 
4 per cent. in favor of this country;---it is evident 
that mofley here would be 4 per cent. more valu- 
able than at Hambro'; prices, therefore, viould be 
4 per cent, lower, and foreign bills in the English 
market would be a t  4 per cent. discount. Under 
those circumstances, if foreign bills were put- 
chased to be invested in bullion at Hambro', and 
the bltllion were sent here, would it not be sold in 
the English market at  4 per cent. less than WAS 
given for it a t  Hambro'? thus destroying every 
advantage derived from the ~tominal exchange, and 
subjecting the importer to the same loss, as in 
the former instances. Is it then ta be wondered 
at, that with such opihions as the Bank Directors 
seem to have entertained, they shol~ld be so totally 
a t  a loss to reconcile the facts with their false theory 
respecting the export and import of bullion ? Dur- 
ing the course of the year 1796, for eleven months 
previous to the Bank restriction, the exchafige had 
been, wit11 only two exceptions, favorable ; and at the 
end of February 1797, was so high as considerably 
to  exceed the expenses of the transit of bullion; yet 
whenMr. Raikes, on the 13th March, was exahhied 
before the Secret Committee of the House of Com- 

+ Secret Committee of the House of Commons, p. 23 

mans, he acknowledged, that measures had bee11 
taken by the Bank to prvcure a sopply of bullion, 
but without effect, as it c ~ u l d  not be imported 
except a t  a considerable lpss. Or) the 14th, 
Mr. Bosanquet stated to the same Committee, 

that the influx of bullior) is occasioned by a 
favorable exchange; that the e ~ c h a ~ g e  bad not 
been unfavorable for many months; and, when 
asked whether the importation hpd been such 
as it ought to have been, considering the state 
of the exchange, replied*, '' I am pot able 

to answer these kind of questions." The  fact 
is, that the nomi~zal e ~ c h a n g e  might for years con- 
tique in favour of a country, and ?lot cause a 
siqgle ounce of bullion to flow into it, or havc any 
eflect upon tl$e general state of exports and im- 
pqrts, which would proceed iq their usual course, 
regulated only by the wants of consumers, and 
the supply of commqdities t. 

I t  is in vain therefore to look for any remedy for 
3 high nominal excllange from pny alteratior~ in the 

* Secret Cornmiit- of the House of Commons, p. 28. 
p It is pot to be inferred, that becayse the nominal exchange 

no effect on the gene~al exports and imports, that therefore 
fbe country sustains no injury ; the contra~y of w)~ich nil1 be 
*ewn, in treating of the foreign expenditure of govermnent, 
? ~ d  the unequal pressure that the deprgiatiw occasions on the 
s@emnt olasses of the commu~ity. 



expo~ t s  and i m p f l s  of a country. 7Vh& it d s m -  
from a degaded%tate of the coin, R new coinage 
immediately restores it to par;---when it a ~ i s a  
from the augmentaticrn or contraction of currency, 
the ~es?,wation of the currency to a due proportion 
wit11 the commodities to be circulated by it, will 
be the $me and only remedy. 

In what manner this restoration of the curmncv 
to its level is e@ected, it will now be pruper to 
enqrrire. 

In all countpies the weight of bullion contiined 
in an~~ppecific quantity of coin issued at the minf 
is determined by law. A t  the English mint?, a 
pamd weight of goIda is coined i n t o  44 f guineas, 
whieh, at 91s. the gtlinea, is equal to 46L 14s. 6 2  
or 38. 17s. 1O:d. 'per outice. This is said to be 
the mint price of gold in England, or the quantity 
of coin which t h e  mint returns for standard goId 
bullion. An  ounce of gold, th~refore, so lu>irg as 

it m a i w  hh theshapesfcoin, can never be worth 
more thstl.81. 17s. 10;d. because tvhlle it *etains 
that form, it cannot be legally tendered in  pa! - 
ment for more than that sum. As soon tlierefi): t: 
as an over-issue of currency has raised the pritcs 
of dl mmmodities, and that of bl~llion alnollg tlic 
rest, the tveight of gold contailled in any specific . 

quantity of coin will sell fbr a higher ttomiiral L a- 

lue in bullion, than i t  \vill [-ass for in the form of 
eein, Qr, a$ it is usnaily expressed, themarket price 

of bullion will exceed the &int price, and there 
will be a profit attending the conversion of coin 
illto bullion propertionate to blw differelice of fha 
rnminal value. Accordingly, the  conversion itn- 

takes place, requiring very litkls: greater 
excess of the market price above the mint price,, 
t l~an  will pay for the tire that is to melt the ccaia. 
The operation is so simplez a d  requires so little 
apparatus, that it may be petformed with the utk 
most secresy, and no penalties of the law, or vi- 
gilance of the officers oE the  mint or h n k Y  have 
ever been found adequate to its prevention. 

T o  account for this, thelte is no necessity for 
supposing a demand for bullioil abroad. It is: the 
conversion, that prevents the currency froin  eve^ 

exceeding the due proportion that is wanted, f ~ r  
the purposes of circulation : for it can * n&er ex- 
aeed that proporkion, without augmenting the no- 
minal price of bullion, and affordiag, as loag as 
there is a superfiuotts qunntity, a profit to the 
melkr. 

I t  is true that the same conversion may take 

* l'he reader will apply the proper limitation to this general 
assertion, which is not ineant to contey theidea that the effect 
will be instantaneous, or. that it may not be counteracted by other 
causes, but that the over-issue of currency will have this tend 
ency, and that ultiniately the nominal price of bullion m i l l  be 
taised above its natural price, in proportion to the over - i- azue. 



place, by exporting the coin to any foreign coua- 
try, where it will be estimated according to its 
weight in bullion, and pass for its intrinsic value i 
and probably this circumstance has led so many 
writers to assign the capability of tho transit of 
coin, as the reason why currency convertible into 
coin can never be depreciated by excess. Butsit. 
is evident that, of the two modes of convcrsiw, 
that by melting will be preferred, since it will .be 
unattended by any expenses of transit. If the 
market price of bullion in Landon were 4 per cent. 
above its mint price, in consequence of the depw- 
ciation of currency, while at Hambra' ther? w a  
no depreciation whatever, 100 guiaeas wnveyed 
to the latter place would purohase the same value 
in commodities that 104 guineas would d ~ i a  Lon- 
don ; but as the expense of sending thein would 
amount to 3 per cent. *, there would be a profit 
to  the exporter of one guinea only; whereas the 
100 guineas, melted in London, woi~ld immedi- 
ately sell in the market for 1091. 4s., leaving a 
clear ~ r o f i t  of four guineas by the operation. I t  
is absurd, then, to suppose that any man would 
expose himself to the penalties of the law, by ex- 
porting coin for a profit of 1 per cent.. when with- 

* The expense, as stated by Mr. Eliason, is 31. '12s. lld. per 
cent..---Evidence Secret Committee House of lo rds ,  1797, p. 96. 

gut subjecting himself to severer penalties, he 
by melting it, secure a profit of 4 per cent. 

I t  is the melting, therefore, in consequence of 
the high market price at  home, and not the export 
in consequence of a high nomilzal exchange, that 
will cause the disappearance of the coin. I t  is 
true, that after the melting has proceeded for 
some length of' time, (unless indeed the melted 
coin be purchased for the purpose of being re- 
coined,) there will be a gradual accumulation of 
bullion beyond what may be wanted for consnmp- 
tion; and this abundauce may render the com- 
modity so cheap, that the bullion merchant may 
find his advantage in exporting it, in conseqllence 
of the difference of the real prices in the home 
a d  foreign markets. But this exportation is the 
effect of the melting, and not the cause of it. I t  
is not a demand for the exportation of bullion that 
has caused the melting of the coin ; but the coin 
being melted, to take advantage of the high no- 
minal price of bullion, has lowered its real price so 
much, as to afford a profit upon its exportation. 
I t  is by no means necessary, however, that the 
bullion produced by the melting should ,be ex- 
ported, since there may be a greater demand for 
bullion at home, for the purposes of manufacture, 
than there is abroad. The melter will always de- 
rive his profit by selling the melted coin .at the 
high market price, whiclk the bullion merchant 



will be equdlly ready to give, whether he sell - td 
the hdne rnandacturer, or the f'eip--d~ther,t, 
rtt the time, he Pe effecting the import or the ex- 
port of bullion. 

A want of att@ntion.ts fhis dktia&.tiun, 30 esd 
sentially necessary towards a j-ust eoneeptisn o&he 
principle, which repilates the quafutity of .&at- 

rency and the increase of prices, has led 4s m e  
very erroneous opinicins respecting wha* is called 
the universal level of currency : f& it has been 
maintained by many writers Qpon political eco- 
nomy, and implied by almost all, that s ~ i e  
leaves the country where Et Ce'dqecisted iticeon- 
sequence of the inferioritySsh&s value to the c@r- 
rency of other countries.* ';+that if .the ouwemies d 

* 'I?& e w r  pemades Mr. Wheatley's W ~ r k  on the Theow ~f 
Money and Principles of Commerce. He was well aware of the 
'fakt, that specie is freqnently expoFted in eonsequence of an un- 
-&orableexchange ; but as he does not admit of any aHsmfim 
in the exchange, from the abu-ce w scqrciv of f - ~  m, 
(which is tfie real cape of the eqport ~f specig, when it d ~ s  
tqke place,) he attributed the effect, to t1)e difference iq the vp- 
lue of currencies ; and thence infcrr.ed, that the export of coin 
was the remedy for its dep~eciation---a ~ t r i ~ w i ~ ~ l e ,  that lwd8 at 
ance.to the conclusion, that prices might he indefiqitely avg- 
p%terl, if the currencies of .all nctic~ls nere pr~por t ie~11y 
increased. 

Mr. Ricardo and Mr. Mushet have fallen into the same emor, 
Mpecung the export of specie, and do not spell1 td be awaie, 
that the alteration in prices, from over-issue o~ c o n t M o n  of 

were depreciated io an equal pro- 
portion, there wotllcl be no advantage attending 
the export; and that upon the supposition of the 
currency being proportionally increased through- 
out the world, prices might be universally and in- 
definitely augmented; whereas the export has no 
relation whatever to the value of currencies in other 
c~untries, but arises entirely from the relative va- 
lue ofgold in the form of cob, and in the form 'of 
bullion. 

The coin of this country, when sent abroad, 
passes only for its intrinsic value, acc~rding to its 
weight, and it will not be sent abroad from an un- 
favorable aominal exchange, unless its value in 
tihe shape of bullion is greater than its value in the 
form of coin. But the real value of bulkion on the 
Continent is no more affected by the depreciation 
of the curreacy there, than it is here. If there be 
a profit up011 the expert of coin from this country 
at a time when the currency is depreciated Isere* 
whd is wk deppecisted upon the Cmtinent, tlxve 
would be the same profit, if the currency a£ the 
Continent were depreciated dm; for the market 

currency, has no effect upon -he tlsports. and imports of ardi 
nary produce ; since they uniformly describe cornlnqdities as 

flowing from the nominally cheap, to the nominally dear mar- 
k&, without adve~ting to the connteracffng rffect.9 of the nw 
nlinrrl wfcb~ge. 



price dfbullion; at  ahich our exported coin would 
then be sold abroad, would'be so much higher iru 
proportion to the depreciation of the foreign cur- 
rency. 'Suppose that the currency at London and 
f-Iambro' being in their due proportions, and the 
bmeizdl exchange at par, the real price of bullioh 
corresponds in both places with the English miha 
price. Let the currency at London be depreciated 
by over-issue 4 per cent. ; the market price of bul- 
lion at London would then exceed the mint price 
4 per .cent., and the nominal exchange would b& 
unfavorable to the same amount. Under those 
circumstances, a merchant exporting 1001.'~ worth 
of specie  XI Hambro', and drawing a bill upon his 
correspondent, would gain 1 per cent. by eQie 
transaction : for the specie, on its arrival at  Harn~ 
bro' where the market price of bullion, according t e  
the hypothesis, corresponds with the English mint 
pt-ice, would .sell in the bullion market for 1ME. 
The Eaglisk merchant would therefore draw for 
4001. ; and, foreign bills bearing a premium, would 
sell his bill in the English bill market for 104EA 
which, after deducting 3 per cent. for the expen* 
of transit, would leave him a profit of I I .  per cerifL 
Now suppose the currency at Hambl-o' to be also 
depreciated to the amount of 4 per cent.; the n& 
~n ina l  exchange will then be at par, but the market 
price of bullion at Hambro' will exceed the Eng- 
hsh mint price 4 per cent. The 1001."~ w o ~ h  d' 

willsell at Hambro' for 1041.; the mere 
chant will therefore draw npon his correspondent 
for 1041., and the exchange being at par, will 
procure 1041. for his bill in the Englisll bill market ; 
and deducting 3 per cent. for the expenses of 
transit, he will obtain a profit of 11. per cent. as 
before. 

I t  has been already demonstrated that bullioq 
will not be exported under an unfavorable nominal 
exchange, merely in consequence of that ex- 
change; and the reason why specie is exported 
under the same circumstances, is, that the coin, 
while it remains here, passes for less t l~an  its worth, 
end that abroad it passes for its real value ;---in this 
country it forms a part ofthe currency, and partakes 
of the deprecii\tion,---abroad, it passes as bullion, 
gnd is relieved from the depreciation. But it is 
quite clear that even in the export of specie, there 
would be no profit whatever, unless its deprecia- 
tion were greater than the expenses attending its 
.rexport; and therefore were there no other remedy 
for a depreciated currency than the export of spe- 
~ i e ,  the mminal exchange might for any. length of 
time continue unfavorable, to an extent somewhat 
less than the expenses of the transit of bullion. 
But  the fdct is, that no such continuance of all 
unfavorable exchange, even to that extent, can 
hke place, so long as the currency is capable of 
b i a g  converted into bullion; for as so or^ as idhe 



aeyreclatlon rs evinced by an elevation of the mar.- 
ket, price of bullion above the mint price, that m- 
ment the conversion of the superfluous currency 
commences ; wad it depends upon the comparative 
d~mand  for bullion, in this country, and the ck. 
m n d .  linon the continent, whether t l ~  melitec 
specie be exported or not. 

It must be admitted, that, as soon as  the de~rp-  
ciatior1 has exceeded the exloenses of the +I-ansit cif 
specie, and thus afforded an  option as rn the mode 
of converting it into bullioi~, the foreign m~rchant,  
by buying abroad the bdls upon England, wnich 
will necessarily be ak a discount. and ordering his 
correspondent to whom ha sends the bills, to invegt 
them in, English specie, will be enabled to procure 
bullioli at the English mint price. Sn long 
as he can dispose of the bullion at that price 
abroad, he will derive a profit equal to the ex+ 
cess of the discount a t  which he has bought the 
English bills, above the expenses of the transit of 
specie. But it having been already shewn, that 
the prolit on melting always exceeds the profit on 
exporting, by the amount of the expenses attend- 
ing the export, i t  can never be believed that a 
merchant would collect the current coin,. and by 
exporting it, subject himself tos the penalties of the 
Ian?, for the sake of obliging his foreign corre- 
spondent, and enabling him to acquire a profit of 
1 per cent., when by melting the same coin, he 

,igllt himgelf, with less risk, obtain a profit of I 
per cent. 

M i a ,  if the l~inninal exchgnge were reqdered 
favorable, b per cent. by a forced contraption of 
the currency, and the price of bullion were low- 
ered with that of other commodities, so as to ha 
4 p e ~  rent. below the mint price ; would any mer- 
ch& purchase foreign bills at a discount of 4 per 
teat., agd s e d  them to Hambro' to be invested in 
foreign coin, fop the sake of gaining 1 per cem. 
upop i& b p o r t ,  when, by employing the same 
capit$ in the purchase of bullion in the home 
m~rket, a d  converting it into coin at the mintt 
Be w d d  derive a profit of 4 per cent. ? 

The only case in which a superior advqntye 
would be obtained from the export of specie; rather 
than from the conversion of coininto bullion, or from 
the import of specie rather than the conversion of 
bullion into coin, would b.e, when the over-issue 
OF coatraCtion of the currency had created a pre- 
mium or discount of 4 per cent. on foreign bills, 
wiahollt producing alteration of 1 per cent. ig 
tlte market price of bulliop. gu t  it has been d- 
ready shewn, that the nomirlal price of bullion is 
raised Qr lowered in the same kanner as that of . , 

other commgdities, to which it would otherwise ng 
lollger bear its natural rdqtive value. Such an 
occurrence, tllaefore, if possible. can be bat temp 
PQrary, and does not agect the general argument. 

I 



Where the currency consists partly of coin, and 
partly of paper convertible at option into coin, i t  
is for tlie same reason absolutely impossible that it 
can continue permanently in a state of depreciation : 
for should the Bank be so imprudent as to issue 
notes beyond the demands of increasing wealth, 
as soon as the augmentation of prices, and a con- 
sequent unfavorable nominal exchange, denoted 
the depreciation of the currency, the market price 
of bullion would exceed iis rnint price, and all that 
portion of the circulating medium which couId be 
converted into bullion would begin to disappear: 
The paper of the Bank would be returned to be 
exchanged for coin, which would be immediately 
melted, and sold in the form of bunion, for notes, 
a t  the advi~nccd nominal price. These, in their 
tun], would be sent to the Barlk to be in the same 
manner exchanged for coin, which would be melt- 
ed and sold as soon as procured. 

Now this process might be going forward, and 
continue to drain the Bank of its gold, without 
the slightest demand for bullion abroad, or without 
any demand for foreign pa~rrnelits. I t  woultl 
equally take place, though the country weie re- 
ceiving payments instead of ~nal;ili~'tl~ern---though 
it were importing bullion instead of exporting it. 
Should 'the Bank persist in its over-issue, m d  still 
endeavour to throw the snnlc cl~iantity ofnotes into 
circulation,' the Direcicjl-s would be conlpe1lc.d -to 

pupchase bullion, and coin it into guineas, in or- 
der u) supply the drain occasiorted by tlie return 
of their notes ; and as Mr. Thornton states, ck they 
66 eill have, to do this at the very mornent when 
~c mwly are privately melting what is coined. 
66 Tlze one party might be melting and selling, 
6 6  while the other is buying and coilling; and each 
6; of tficse two co~iterdi~lg businesses will be car- 
t; pied on, not on account ofan actual exportation 
66 of .each melted guinca to Hambro' ; but the ope- 
's ration, or at lcast a great part of it, wili be cod- 
c6 fined to London---the coiners and melters liviug 
'' on the same spot, and giviug constant employ- 
s' lsient to each otlwr *." 

Mr. Winthorp, in the evidence he gave be- 
h e  tbe Secret Committee of the House of Com- 
mons in 1797, (p. 46 and 47,) concluded that be- 
cause there was 9 drain up011 the Bank, there must 
necessarily 1)t a dram upon the country; and 
stated 66 his belief that the coffers of the Bank ge- 
" nerally shew whether money IS coming into or 
" going out of the country." I should hope it 
aroald be unnecessary, after what has been alreacly 

* Thornton on P a p  Credit, p. 126. 
Mr. Thornton admits that the melting is not always connected 

with the export of bullion ; but as the object of hie Beak was 
to shew that me currency was ?ot depreciated, it was impossible 
for hiin to give' even a plat~sible explanation of this part of his 
subject, without atttiI>uting the effect to an unfavorable. reid 
exchange 



observe&,- k b  6f8er hfiy thing futher m rdoratibtr -46 
~uchoplnions. The drkin upoh the Bank wiH b&g& 
under am .circumstances, whenever the depre~i  t-. 

tion of c u r m c y  froim over-i-e: h& rabkl t l ~ k  
market pi.fce of ballion above iTs mint piice; and 
it will eontinhe, till the 10% which the Bank mast 
suii'er bj+ the purchase of bullion to supply the drain, 
shall compel theDirectors to diminish the numb& 
of their notes, so as to bring back the ebrrency ti3 
its natural level. The price of baltiybn wi# 'the% 
fall to its mint price, and no hmger aflord a pmfi 
on being melted ; the .ztominal exchnge will in* 
riably mark the &hirunt of the clepreci'qtiotl daFi* 
its continuance; and when the depreciati6ta 
ceases, the nomiha! egchange tvill rise W f p ~  

The adoption of p a p  cattency, therdkmb, 
can never be injurious to a country, SO long srs it 
is convertible s t  option into specie. The 
tion to its over-issue will always be sacient.lgr 
checked by the principle that h&s been just a- 
plained ; and, .independently of tk cmveniencc 
of making the larger payments, it will cetitady i~ 
advantageous to carry on .the circdhtion of a corn- 
try by a cheap, rather than a cos*ly, wchinety.1 

$t is obvious, that as the nominal ghees of &mr- 

moditks will be increased by the mi&-issue lof 
k n ~ M c y ,  'm, for the &me' reasons, the con ' t f~~r ,  
rim-of ,it below the n;ttat.lnl w m b  oE t.i~c,c-ulatiol~, 
.will diminish the norrtinaf iprjces in she Bame 

proportion. A smaller quantity of,awreney will 
then measure the same value, and tfte m i n d  
exchange will be favorable to the country w4xl.e 
the value of the currency is increased. Tkis is 
an event that does not often occur; for as the pro- 
fits of a bank that issties paper-money depend 
upon the quantity it can cirm1+ate, the d i m  
ofthe establishmellt will getrefally take care that 
the supply shall not be less than the &rnand. 
When the market price of ballion, Imwever, has 
from any cause been elevated above t he  mint 
price, the Bank has always the p o w r  of giviwg 
the ctlsrency an artifical .r-alue by a dirnimkion uf 
itu total; amount; and it is evident thart by such 
a diminution, the price of bullion will be lowerd 
in the same proportion as that of any other com- 
modity. Bullion will then be of less value in the 
mmket than in t'he form of coin, and the merchant 
will 'carny it to the mint, to obtain the profat at- 
teoding its conversion into specie. If, under 
such cipcurnstances, there shu ld  be a dmand for 
%union for the purpose of exportation, t1Jis mould 
evidently occasion no drain upon tlte Bank, ni!,.%,> 
it could 'be procured at a, cheaper rate 111 xiz.2 
market; .and d w d d  .the demand fm exportat:uu 
*OB& SQ as to raise the price of this: 
mmln~&y, icslosqwmee .of .its ~ ~ s i k y *  the 

*The scarcity here spoken of ~efe~.rt only to the partial-sca~eity 



Bank ropld always have tlle power by a greater 
contraction ot its currency, to lower ~ t s  nominil 
twice, apd thus preserve the suyerioritv of its value 
in the form of coin over its value in the shape df 
hullloll. 

It is thus that the value of the currency is made 
to correspond with that of the precious metals of 
which it is composed, or into which it is convert* 
.ible; and as long as they continue to be the 
standard by which the value of other commo- 
dities is estimated, the circulating medlum of 
the whole mercantile republic will suffer no per- 
manent alterations, but what arise from the 
variation in the intrinsic value of the precruus me- 
tals themselves. 

I t  is some proof of the truth of thesc posiuons 
respecting the uniformitv of the value of carrmcy, 
that from the period of the reformation of the goId 
coil1 in 1774, to the year 179'7, the computed ex- 
change between London and Hambro' was  gene- 
rally in favor of the former, arising, pro%a%ly, 
from the superiority of our coin ; and that i t  
seldom varied, except in 1793. more than 5 per 
cent. on the one side or the other of par. 'In 

~ ! r i e i  in particular countfie8 from the temporary unequal db- 
tribution of bullion, and not an actual warcity arising froin a 
permanent rliminution of the usual quantity produced ttt the 
mines. 

that year the computed exchange rose W 10 and 

11 per cent. in favor of this couutry, owins to 
the sudden contraction of currency that tool; 
*lace in consequence of the run upon and failuc 
of the country banks, at  the breaking out of the 
French revolutionary war, which had the cffect 
of raising the nominal value of the currency nore 
to the degree ii~dicated by the favorable ex- 
change. During the whole of this period 'the 
market price of bullion never exceeded its mint 
price, except in the year 1783, by the very trifling 
amunt that has been already specified ; and in 
the year 1795, when the Bank had axtended-its 
paper from less than 11 to llnaards of IS nlillions 
and s half. - 

After this review ofthe subject, and the strong 
evidepce which presents Itself that the currency 
of a kingdom, whether consisnng of coin only, oe 
partly of coin and partly of paper, can never be 
augmented beyond its due proportion, so long as 
the paper is corlvt~ rlole at pieasure into specie-. 
w n  any one for a moment doubt of the reudlt, 
silould this salutary check be removed, and at the 
same tlme the paper currency be made 8 legal 
tender for the payment of debts* ? 

* By the Kest~*iction Act, bank notes are not absolutely a l e ~  
IPl tender. ; but il a tender be made ip notas.. the debtor caqnqt 
be arrested. 
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