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NOTE ON ‘ESSAY ON PROFITS’

Up to March 1813 both his letters and his published writings show Ricardo to have
been concerned only with currency questions. By August 1813, however, the question
under discussion between Malthus and himself had become the relation between the
increase of capital and the rate of profits. Ricardo’s letters at this time contain the
essential elements of what he already calls his ‘theory’: that is only improvements in
agriculture, or new facilities for the production of food, that can prevent an increase of
capital from lowering the rate of profits.1 At this stage, and up to March 1814,
Ricardo and Malthus were not explicitly concerned with the question of the
importation of corn, which had not yet aroused the public interest. The Committee on
the Corn Trade, which had been appointed on 22 March 1813 and had reported on 11
May 1813, had been concerned chiefly with Ireland, and it was not until after the
great fall of prices due to the huge harvest of 1813 and the further fall after the peace
of March 1814 that their Report was made the occasion for the debate which, after a
new Committee had reported in 1814, ended in the Corn Law of 1815.

In February 1814 Ricardo had written some ‘papers on the profits of Capital’ which
he had shown to Malthus, Trower and Mill.2 These papers have not survived, but a
summary of their contents, contained in a letter to Trower of 8§ March 1814, shows
that the theory of profits, which was to appear in the pamphlet of the following year,
was already fully developed:

‘I will endeavor to state the question itself. When Capital increases in a country, and
the means of employing Capital already exists, or increases, in the same proportion,
the rate of interest and of profits will not fall.

‘Interest rises only when the means of employment for Capital bears a greater
proportion than before to the Capital itself, and falls when the Capital bears a greater
proportion to the arena, as Mr. Malthus has called it, for its employment. On these
points I believe we are all agreed, but I contend that the arena for the employment of
new Capital cannot increase in any country in the same or greater proportion than the
Capital itself, unless Capital be withdrawn from the land[,] unless there be
improvements in husbandry,—or new facilities be offered for the introduction of food
from foreign countries;—that in short it is the profits of the farmer which regulate the
profits of all other trades,—and as the profits of the farmer must necessarily decrease
with every augmentation of Capital employed on the land, provided no improvements
be at the same time made in husbandry, all other profits must diminish and therefore
the rate of interest must fall.” 1

When in February 1815 Malthus’s pamphlets appeared, Ricardo was able to write
within a few days his Essay on the Influence of a Low Price of Corn on the Profits of
Stock,2 by using his already developed theory of profits, incorporating Malthus’s
theory of rent, and adding a refutation of the protectionist arguments put forward by
Malthus in his Grounds of an Opinion.3 It was published about 24 February 1815.4
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Ricardo’s Essay was one of the many pamphlets which were prepared in anticipation
of the debates in the House of Commons on the question of the Corn Laws.5 Among
these pamphlets some were particularly connected with Ricardo’s and it may be
useful to establish the sequence of their publication. The following table is
constructed mainly from publishers’ advertisements in the newspapers.6

3 February 1815 Malthus, Inquiry into Rent.l

10”7 ” Malthus, Grounds of an Opinion.z

13~ ” [West], Essay on the Application of Capital to Land.?
24> ” Torrens, Essay on the External Corn T rade“_t

24> ” Ricardo, Essay on Proﬁts.f

l Advertisement in Morning Post, 3 February. Ricardo had read the pamphlet by 6
February (see below, VI, 172). There appear to be four issues of this pamphlet,
differing only in the imprint on the title-page and the advertisements on the last page.
% Advertised as “This day is published, price 2/6’ in the Morning Post of 10 February.
It had been advertised in the same paper on 3 February as ‘This day is published’
price 1/6, but this was undoubtedly premature, as on 8 February another
advertisement in the same paper announced it as ‘In a few days will be published’, no
price being given: the price of 1/6 is that of all the preliminary announcements, but in
fact all the copies of the pamphlet examined bear the price of 2/6, either imprinted or
corrected in ink from 1/6. There is some doubt as to the exact date of publication,
which may have been a few days earlier, since newspaper advertisements were often
delayed: on 17 February Mr Brand in the House of Commons quoted it as having
been published ‘ten days ago’ (Hansard, XXIX, 834). What is certain is that the
Grounds was published after the Inquiry into Rent: for in the three earliest issues of
the Inquiry into Rent the Grounds is advertised as ‘In a few days will be published,
price 1s. 6d.’, and in the fourth issue (which bears the imprint of Murray and
Johnson) the Grounds is advertised as ‘Just published’, no price being given. Ricardo
had read the Grounds by 13 February.

E Advertisement in the Morning Chronicle, 13 February. The same paper had
advertised it on 7 February as to be published ‘in a few days’. Ricardo had read it by
9 March 1815.

f Advertisement in Morning Post, 24 February. It had been advertised in The
Monthly Literary Advertiser of 10 February as to be ‘speedily’ published. The
preface is dated 17 Feb.1815. Ricardo had read it by 14 March 1815.

> Advertisement in Morning Post, 24 February. It had been advertised in the Morning
Chronicle of 23 February as ‘published this day’, but no price was stated.

Of the pamphlets that preceded Ricardo’s, that of West has the most striking
similarity with it. Indeed Ricardo’s theory of profits is the same as West’s. West says
that the theory had occurred to him ‘some years ago’ and his pamphlet was
undoubtedly published before Ricardo’s. That Ricardo, nevertheless, formed his
theory independently is shown by his letters to Malthus and Trower in 1813 and 1814,
which contain its essential elements. Ricardo made no claim to independence in his
published writings, but recorded the fact on his own copy of West’s pamphlet, which
is in the Library at Gatcombe: ‘This was published before my Essay on the Profits of

PLL v6.0 (generated September, 2011) 7 http://oll.libertyfund.org/title/205



Online Library of Liberty: The Works and Correspondence of David Ricardo, Vol. 4 Pamphlets and
Papers 1815-1823

Stock, but it never came into my hands till after I had published my Essay. D.
Ricardo’.1

All the pamphlets in question have in common the principle of rent based on
diminishing returns from the extension of cultivation to inferior qualities of land; and
also (all of them with the exception of Torrens’s) from the employment of successive
portions of capital on the same land. West certainly, and Torrens possibly,2 arrived at
the principle independently of Malthus; Ricardo, however, says in his Introduction
that he is very much indebted to Malthus for the theory of rent, and he repeats this in
his preface to the Principles.

The popular belief that Ricardo actually invented the theory of rent (whence the
phrase ‘the Ricardian theory of rent’)3 derives some support from the Note on Rent in
M°CCulloch’s edition of the Wealth of Nations:4 ‘The theory of rent...was first
announced to the world in two pamphlets, published in 1815, by Mr. West, (now Sir
Edward West, chief-justice of Bombay) and Mr. Malthus. A pamphlet explanatory of
the same doctrine was published by Mr. Ricardo, two years after:5 but, although he
was posterior to the authors above named, in promulgating the doctrine, and less
happy in his mode of explaining it than Sir Edward West, it is well known to many of
his friends that he was in possession of the principle, and was accustomed to
communicate it in conversation several years prior to the publication of the earliest of
these works.’

An Essay on the Application of Capital 1815 edition.

As the Note was written in the main by John Stuart Mill,1 who had presumably
derived the information from his father, it might be supposed to be authoritative.
There is, however, no evidence to confirm its contention. The letters of Ricardo up to
the time of the publication of Malthus’s Inquiry into Rent contain no discussion of the
subject of rent.2 What Ricardo had been familiar with for many years was the
principle of diminishing returns on land;3 but in his letters of 1813 and 1814 he had
applied this principle only to his theory of profits.4 This is borne out by the writer of
Ricardo’s obituary in the Globe and Traveller (Torrens’s newspaper) of 16 September
1823, who, after saying that Adam Smith had left unexplained the principles of the
distribution of wealth and that Malthus and West had discovered the laws of rent,
adds: ‘Mr. Ricardo, who appears, from frequent conversations with his friends, to
have been previously investigating the effects of the gradations of soil, immediately
discovereds the principles which determine the rate of profit and thus completed the
theory of the distribution of wealth.’
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Although Ricardo opens his Introduction with the statement that in treating the subject
of profits it is necessary to consider the principles of rent, the fact is that for the
previous two years in his letters he had been working out his theory of profits without
ever finding it necessary explicitly to mention rent. Indeed, the theory of profits
presented in the pamphlet adds little to what was already contained in his letters of
1813 and 1814, before his attention had been directed to the connection between rent
and profits.1

A ‘Second Edition’ of the Essay on Profits, also published in 1815, contains no
alterations, not even the correction of misprints, and would be more accurately

described as a reprint. As the same type appears to have been used, it probably

followed the first edition within a few days.

In the summer of 1815 Ricardo was considering the preparation of a revised edition of
the Essay on Profits. On 18 August he wrote to Say: ‘Mr. Mill wishes me to write it
over again more at large. | fear the undertaking exceeds my power.” He started work
on the project, but it finally took shape, not as a new edition of the pamphlet, but as
the Principles of Political Economy, and Taxation.2

INTRODUCTION

In treating on the subject of the profits of capital, it is necessary to consider the
principles which regulate the rise and fall of rent; as rent and profits, it will be seen,
have a very intimate connexion with each other. The principles which regulate rent
are briefly stated in the following pages, and differ in a very slight degree from those
which have been so fully and so ably developed by Mr. Malthus in his late excellent
publication, 1 to which I am very much indebted. The consideration of those
principles, together with those which regulate the profit of stock, have convinced me
of the policy of leaving the importation of corn unrestricted by law. From the general
principle set forth in all Mr. Malthus’s publications, I am persuaded that he holds the
same opinion as far as profit and wealth are concerned with the question;—but,
viewing, as he does, the danger as formidable of depending on foreign supply for a
large portion of our food, he considers it wise, on the whole, to restrict importation.
Not participating with him in those fears, and perhaps estimating the advantages of a
cheap price of corn at a higher value, I have come to a different conclusion. Some of
the objections urged in his last publication,—*“Grounds of an Opinion,” &c.2 I have
endeavoured to answer; they appear to me to be unconnected with the political danger
he apprehends, and to be inconsistent with the general doctrines of the advantages of a
free trade, which he has himself, by his writings, so ably contributed to establish.

ON THE INFLUENCE, &C.

Mr. Malthus very correctly defines, “the rent of land to be that portion of the value of
the whole produce which remains to the owner, after all the outgoings belonging to its
cultivation, of whatever kind, have been paid, including the profits of the capital
employed, estimated according to the usual and ordinary rate of the profits of
agricultural stock at the time being.”1
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Whenever, then, the usual and ordinary rate of the profits of agricultural stock, and all
the outgoings belonging to the cultivation of land, are together equal to the value of
the whole produce, there can be no rent.

And when the whole produce is only equal in value to the outgoings necessary to
cultivation, there can neither be rent nor profit.

In the first settling of a country rich in fertile land, and which may be had by any one
who chooses to take it, the whole produce, after deducting the outgoings belonging to
cultivation, will be the profits of capital, and will belong to the owner of such capital,
without any deduction whatever for rent.

Thus, if the capital employed by an individual on such land were of the value of two
hundred quarters of wheat, of which half consisted of fixed capital, such as buildings,
implements, &c. and the other half of circulating capital,—if, after replacing the fixed
and circulating capital, the value of the remaining produce were one hundred quarters
of wheat, or of equal value with one hundred quarters of wheat, the neat profit to the
owner of capital would be fifty per cent. or one hundred profit on two hundred capital.

For a period of some duration, the profits of agricultural stock might continue at the
same rate, because land equally fertile, and equally well situated, might be abundant,
and therefore, might be cultivated on the same advantageous terms, in proportion as
the capital of the first, and subsequent settlers augmented.

Profits might even increase, because the population increasing, at a more rapid rate
than capital, wages might fall; and instead of the value of one hundred quarters of
wheat being necessary for the circulating capital, ninety only might be required: in
which case, the profits of stock would rise from fifty to fifty-seven per cent.

Profits might also increase, because improvements might take place in agriculture, or
in the implements of husbandry, which would augment the produce with the same
cost of production.

If wages rose, or a worse system of agriculture were practised, profits would again
fall.

These are circumstances which are more or less at all times in operation—they may
retard or accelerate the natural effects of the progress of wealth, by raising or
lowering profits—by increasing or diminishing the supply of food, with the
employment of the same capital on the land.*

We will, however, suppose that no improvements take place in agriculture, and that
capital and population advance in the proper proportion, so that the real wages of
labour, continue uniformly the same;—that we may know what peculiar effects are to
be ascribed to the growth of capital, the increase of population, and the extension of
cultivation, to the more remote, and less fertile land.

In this state of society, when the profits on agricultural stock, by the supposition, are
fifty per cent. the profits on all other capital, employed either in the rude
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manufactures, common to such a stage of society, or in foreign commerce, as the
means of procuring in exchange for raw produce, those commodities which may be in
demand, will be also, fifty per cent.*

If the profits on capital employed in trade were more than fifty per cent. capital would
be withdrawn from the land to be employed in trade. If they were less, capital would
be taken from trade to agriculture.

After all the fertile land in the immediate neighbourhood of the first settlers were
cultivated, if capital and population increased, more food would be required, and it
could only be procured from land not so advantageously situated. Supposing then the
land to be equally fertile, the necessity of employing more labourers, horses, &c. to
carry the produce from the place where it was grown, to the place where it was to be
consumed, although no alteration were to take place in the wages of labour, would
make it necessary that more capital should be permanently employed to obtain the
same produce. Suppose this addition to be of the value of ten quarters of wheat, the
whole capital employed on the new land would be two hundred and ten, to obtain the
same return as on the old; and, consequently the profits of stock would fall from fifty
to forty-three per cent. or ninety on two hundred and ten.*

On the land first cultivated, the return would be the same as before, namely, fifty per
cent. or one hundred quarters of wheat; but, the general profits of stock being
regulated by the profits made on the least profitable employment of capital on
agriculture, a division of the one hundred quarters would take place, forty-three per
cent. or eighty-six quarters would constitute the profit of stock, and seven per cent. or
fourteen quarters, would constitute rent. And that such a division must take place is
evident, when we consider that the owner of the capital of the value of two hundred
and ten quarters of wheat would obtain precisely the same profit, whether he
cultivated the distant land, or paid the first settler fourteen quarters for rent.

In this stage, the profits onl all capital employed in trade would fall to forty-three per
cent.

If, in the further progress of population and wealth, the produce of more land were
required to obtain the same return, it might be necessary to employ, either on account
of distance, or the worse quality of land, the value of two hundred and twenty quarters
of wheat, the profits of stock would then fall to thirty-six per cent. or eighty on two
hundred and twenty, and the rent of the first land would rise to twenty-eight quarters
of wheat, and on the second portion of land cultivated, rent would now commence,
and would amount to fourteen quarters.

The profits on all trading capital would also fall to thirty-six per cent.
Thus by bringing successively land of a worse quality, or less favourably situated into
cultivation, rent would rise on the land previously cultivated, and precisely in the

same degree would profits fall; and if the smallness of profits do not check
accumulation, there are hardly any limits to the rise of rent, and the fall of profit.

PLL v6.0 (generated September, 2011) 11 http://oll.libertyfund.org/title/205



Online Library of Liberty: The Works and Correspondence of David Ricardo, Vol. 4 Pamphlets and
Papers 1815-1823

If instead of employing capital at a distance on new land, an additional capital of the
value of two hundred and ten quarters of wheat be employed on the first land
cultivated, and its return were in like manner forty-three per cent. or ninety on two
hundred and ten; the produce of fifty per cent. on the first capital, would be divided in
the same manner as before forty-three per cent. or eighty-six quarters would constitute
profit, and fourteen quarters rent.

If two hundred and twenty quarters were employed in addition with the same result as
before, the first capital would afford a rent of twenty-eight; and the second of fourteen
quarters, and the profits on the whole capital of six hundred and thirty quarters would

be equal, and would amount to thirty-six per cent.

Supposing that the nature of man was so altered, that he required double the quantity
of food that is now necessary for his subsistence, and consequently, that the expenses
of cultivation were very greatly increased. Under such circumstances the knowledge
and capital of an old society employed on fresh and fertile land in a new country
would leave a much less surplus produce; consequently, the profits of stock could
never be so high. But accumulation, though slower in its progress, might still go on,
and rent would begin just as before, when more distant or less fertile land were
cultivated.

The natural limit to population would of course be much earlier, and rent could never
rise to the height to which it may now do; because, in the nature of things, land of the
same poor quality would never be brought into cultivation;—nor could the same

amount of capital be employed on the better land with any adequate return of profit.*

The following table is constructed on the supposition, that the first portion of land
yields one hundred quarters profit on a capital of two hundred quarters; the second
portion, ninety quarters on two hundred and ten, according to the foregoing
calculations.{ It will be seen that during the progress of a country the whole produce
raised on its land will increase, and for a certain time that part of the produce which
belongs to the profits of stock, as well as that part which belongs to rent will increase;
but that at a later period, every accumulation of capital will be attended with an
absolute, as well as a proportionate diminution of profits,—though rents will
uniformly increase. A less revenue, it will be seen, will be enjoyed by the owner of
stock, when one thousand three hundred and fifty quarters are employed on the
different qualities of land, than when one thousand one hundred were employed. In
the former case the whole profits will be only two hundred and seventy, in the latter
two hundred and seventy five; and when one thousand six hundred and ten are
employed, profits will fall to two hundred and forty-one and a half.*

This is a view of the effects of accumulation which is exceedingly curious, and has, I
believe, never before been noticed.

It will be seen by the table, that, in a progressive country, rent is not only absolutely

increasing, but that it is also increasing in its ratio to the capital employed on the land,
thus
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TABLE, shewing the Progress of Rent and Profit under an assumed Augme
Neat
produce in Profit Rent of Profit Rent of Profit Rent of Profit Rent of Profit R
quarters of of Ist  1st  of2d 2d of 3d 3d  of4th 4th  of 5th

esCtiarrr)lg‘?el dProfit wheat portion portion portion portion portion portion portion portion portion pc
n or after  ofland ofland ofland ofland ofland ofland ofland ofland of land of
arters czn A paying the in in in in in in in in in
d " costof quarters quarters quarters quarters quarters quarters quarters quarters quarters qu
of wheat. .
production  of of of of of of of of of
on each wheat. wheat. wheat. wheat. wheat. wheat. wheat. wheat. wheat. w
capital.
200 50 100 100 none.
210 43 90 86 14 90 none.
220 36 80 72 28 76 14 80 none.
230 30 70 60 40 63 27 66 14 70 none.
240 25 60 50 50 52, 37% 55 25 57%  12% 60 no
250 20 50 40 60 42 48 44 36 46 24 48 12
260 15 40 30 70 31%2  58)% 33 47 34, 35% 36 24
270 11 30 22 78 23 67 24 56 253 447 264 33
When the Whole amount Whole amqunt Profit Rent per Total produce in
. of profits in
whole of rent received varters P cent. cent. on  quarters of
capital by landlords in quar on the the wheat, after
received .
employed quarters of whole whole paying the cost
is wheat owners of capital. capital. of production
' stock. ' ' '
Ist
. 200 none. 100 50 100
Period
2d 410 14 176 43 3 190
Ditto ’
3d 630 42 228 36 6% 270
Ditto !
4th )
Ditto 860 81 259 30 9% 340
5th )
Ditto 1100 125 275 25 11% 400
6t.h 1350 180 270 20 13% 450
Ditto
7th
i 1610 248 241 15 15Y 490
Ditto
8th
. 1880 314% 2057 11 16%5 520
Ditto

when four hundred and ten was the whole capital employed, the landlord obtained
three and a half per cent.; when one thousand one hundred—thirteen and a quarter per
cent.; and when one thousand eight hundred and eighty—sixteen and a half per cent.
The landlord not only obtains a greater produce, but a larger share.
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* Rent then is in all cases a portion of the profits previously obtained on the land. It is
never a new creation of revenue, but always part of a revenue already created.

Profits of stock fall only, because land equally well adapted to produce food cannot be
procured; and the degree of the fall of profits, and the rise of rents, depends wholly on
the increased expense of production.

If, therefore, in the progress of countries in wealth and population, new portions of
fertile land could be added to such countries, with every increase of capital, profits
would never fall, nor rents rise.t

If the money price of corn, and the wages of labour, did not vary in price in the least
degree, during the progress of the country in wealth and population, still profits would
fall and rents would rise; because more labourers would be employed on the more
distant or less fertile land, in order to obtain the same supply of raw produce; and
therefore the cost of production would have increased, whilst the value of the produce
continued the same.

1 Excepting, as has been before observed, 1 the real wages of labour should rise, or a
worse system of agriculture be practised.

But the price of corn, and of all other raw produce, has been invariably observed to
rise as a nation became wealthy, and was obliged to have recourse to poorer lands for
the production of part of its food; and very little consideration will convince us, that
such is the effect which would naturally be expected to take place under such
circumstances.

The exchangeable value of all commodities, rises as the difficulties of their
production increase. If then new difficulties occur in the production of corn, from
more labour being necessary, whilst no more labour is required to produce gold,
silver, cloth, linen, &c. the exchangeable value of corn will necessarily rise, as
compared with those things. On the contrary, facilities in the production of corn, or of
any other commodity of whatever kind, which shall afford the same produce with less
labour, will lower its exchangeable value.* Thus we see that improvements in
agriculture, or in the implements of husbandry, lower the exchangeable value of
corn;T improvements in the machinery connected with the manufacture of cotton,
lower the exchangeable value of cotton goods; and improvements in mining, or the
discovery of new and more abundant mines of the precious metals, lower the value of
gold and silver, or which is the same thing, raises the price of all other commodities.
Wherever competition can have its full effect, and the pro-

1 The causes, which render the acquisition of an additional quantity of corn more
difficult are, in progressive countries, in constant operation, whilst marked
improvements in agriculture, or in the implements of husbandry are of less frequent
occurrence. If these opposite causes acted with equal effect, corn would be subject
only to accidental variation of price, arising from bad seasons, from greater or less
real wages of labour, or from an alteration in the value of the precious metals,
proceeding from their abundance or scarcity. duction of the commodity be not limited

PLL v6.0 (generated September, 2011) 14 http://oll.libertyfund.org/title/205



Online Library of Liberty: The Works and Correspondence of David Ricardo, Vol. 4 Pamphlets and
Papers 1815-1823

by nature, as in the case with some wines, the difficulty or facility of their production
will ultimately regulate their exchangeable value.* The sole effect then of the
progress of wealth on prices, independently of all improvements, either in agriculture
or manufactures, appears to be to raise the price of raw produce and of labour, leaving
all other commodities at their original prices,1 and to lower general profits in
consequence of the general rise of wages.

This fact is of more importance than at first sight appears, as it relates to the interest
of the landlord, and the other parts of the community. Not only is the situation of the
landlord improved, (by the increasing difficulty of procuring food, in consequence of
accumulation) by obtaining an increased quantity of the produce of the land, but also
by the increased exchangeable value of that quantity. If his rent be increased from
fourteen to twenty-eight quarters, it would be more than doubled, because he would
be able to command more than double the quantity of commodities, in exchange for
the twenty-eight quarters. As rents are agreed for, and paid in money, he would, under
the circumstances supposed, receive more than double of his former money rent.

In like manner, if rent fell, the landlord would suffer two losses; he would be a loser
of that portion of the raw produce which constituted his additional rent; and further,
he would be a loser by the depreciation in the real or exchangeable value of the raw
produce in which, or in the value of which, his remaining rent would be paid.*

As the revenue of the farmer is realized in raw produce, or in the value of raw
produce, he is interested, as well as the landlord, in its high exchangeable value, but a
low price of produce may be compensated to him by a great additional quantity.

It follows then, that the interest of the landlord is always opposed to the interest of
every other class in the community. His situation is never so prosperous, as when food
is scarce and dear: whereas, all other persons are greatly benefited by procuring food
cheap. High rent and low profits, for they invariably accompany each other, ought
never to be the subject of complaint, if they are the effect of the natural course of
things.

They are the most unequivocal proofs of wealth and prosperity, and of an abundant
population, compared with the fertility of the soil. The general profits of stock depend
wholly on the profits of the last portion of capital employed on the land; if, therefore,
landlords were to relinquish the whole of their rents, they would neither raise the
general profits of stock, nor lower the price of corn to the consumer. It would have no
other effect, as Mr. Malthus has observed,]1 than to enable those farmers, whose lands
now pay a rent, to live like gentlemen, and they would have to expend that portion of
the general revenue, which now falls to the share of the landlord.

A nation is rich, not according to the abundance of its money, nor to the high money
value at which its commodities circulate, but according to the abundance of its
commodities, contributing to its comforts and enjoyments. Although this is a
proposition, from which few would dissent, many look with the greatest alarm at the
prospect of the diminution of their money revenue, though such reduced revenue
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should have so improved in exchangeable value, as to procure considerably more of
all the necessaries and luxuries of life.

If then, the principles here stated as governing rent and profit be correct, general
profits on capital, can only be raised by a fall in the exchangeable value of food, and
which fall can only arise from three causes:

Ist. The fall of the real wages of labour, which shall enable the farmer to bring a
greater excess of produce to market.

2d. Improvements in agriculture, or in the implements of husbandry, which shall also
increase the excess of produce.

3dly. The discovery of new markets, from whence corn may be imported at a cheaper
price than it can be grown for at home.

The first of these causes is more or less permanent, according as the price from which
wages fall, is more or less near that remuneration for labour, which is necessary to the
actual subsistence of the labourer.

The rise or fall of wages is common to all states of society, whether it be the
stationary, the advancing, or the retrograde state. In the stationary state, it is regulated
wholly by the increase or falling off of the population. In the advancing state, it
depends on whether the capital or the population advance, at the more rapid course. In
the retrograde state, it depends on whether population or capital decrease with the
greater rapidity.

As experience demonstrates that capital and population alternately take the lead, and
wages in consequence are liberal or scanty, nothing can be positively laid down,
respecting profits, as far as wages are concerned.

But I think it may be most satisfactorily proved, that in every society advancing in
wealth and population, independently of the effect produced by liberal or scanty
wages, general profits must fall, unless there be improvements in agriculture, or corn
can be imported at a cheaper price.

It seems the necessary result of the principles which have been stated to regulate the
progress of rent.

This principle will, however, not be readily admitted by those who ascribe to the
extension of commerce, and discovery of new markets, where our commodities can be
sold dearer, and foreign commodities can be bought cheaper, the progress of profits,
without any reference whatever to the state of the land, and the rate of profit obtained
on the last portions of capital employed upon it. Nothing is more common than to hear
it asserted, that profits on agriculture no more regulate the profits of commerce, than
that the profits of commerce regulate the profits on agriculture.1 It is contended, that
they alternately take the lead; and, if the profits of commerce rise, which it is said they
do, when new markets are discovered, the profits of agriculture will also rise; for it is
admitted, that if they did not do so, capital would be withdrawn from the land to be
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employed in the more profitable trade. But if the principles respecting the progress of
rent be correct, it is evident, that with the same population and capital, whilst none of
the agricultural capital is withdrawn from the cultivation of the land, agricultural
profits cannot rise, nor can rent fall: either then it must be contended, which is at
variance with all the principles of political economy, that the profits on commercial
capital will rise considerably, whilst the profits on agricultural capital suffer no
alteration, or, that under such circumstances, the profits on commerce will not rise.*

It is this latter opinion which I consider as the true one. I do not deny that the first
discoverer of a new and better market may, for a time, before competition operates,
obtain unusual profits. He may either sell the commodities he exports at a higher price
than those who are ignorant of the new market, or he may purchase the commodities
imported at a cheaper price. Whilst he, or a few more exclusively follow this trade,
their profits will be above the level of general profits. But it is of the general rate of
profit that we are speaking, and not of the profits of a few individuals; and I cannot
doubt that, in proportion as such trade shall be generally known and followed, there
will be such a fall in the price of the foreign commodity in the importing country, in
consequence of its increased abundance, and the greater facility with which it is
procured, that its sale will afford only the common rate of profits—that so far from
the high profits obtained by the few who first engaged in the new trade elevating the
general rate of profits—those profits will themselves sink to the ordinary level.

The effects are precisely similar to those which follow from the use of improved
machinery at home.

Whilst the use of the machine is confined to one, or a very few manufacturers, they
may obtain unusual profits, because they are enabled to sell their commodities at a
price much above the cost of production—but as soon as the machine becomes
general to the whole trade, the price of the commodities will sink to the actual cost of
production, leaving only the usual and ordinary profits.

During the period of capital moving from one employment to another, the profits on
that to which capital is flowing will be relatively high, but will continue so no longer
than till the requisite capital is obtained.

There are two ways in which a country may be benefited by trade—one by the
increase of the general rate of profits, which, according to my opinion, can never take
place but in consequence of cheap food, which is beneficial only to those who derive
a revenue from the employment of their capital, either as farmers, manufacturers,
merchants, or capitalists, lending their money at interest—the other by the abundance
of commodities, and by a fall in their exchangeable value, in which the whole
community participate. In the first case, the revenue of the country is augmented—in
the second the same revenue becomes efficient in procuring a greater amount of the
necessaries and luxuries of life.

It is in this latter mode only™* that nations are benefited by the extension of commerce,

by the division of labour in manufactures, and by the discovery of machinery,—they
all augment the amount of commodities, and contribute very much to the ease and
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happiness of mankind; but, they have no effect on the rate of profits, because they do
not augment the produce compared with the cost of production on the land, and it is
impossible that all other profits should rise whilst the profits on land are either
stationary, or retrograde.

Profits then depend on the price, or rather on the value of food. Every thing which
gives facility to the production of food, however scarce, or however abundant
commodities may become, will raise the rate of profits, whilst on the contrary, every
thing which shall augment the cost of production without augmenting the quantity of
food,* will, under every circumstance, lower the general rate of profits. The facility 1
of obtaining food is2 beneficial in two ways to the owners of capital, it at the same
time raises profits and increases the amount of consumable commodities. The facility
in obtaining all other things, only increases the amount of commodities.

If, then, the power of purchasing cheap food be of such great importance, and if the
importation of corn will tend to reduce its price, arguments almost unanswerable
respecting the danger of dependence on foreign countries for a portion of our food, for
in no other view will the question bear an argument, ought to be brought forward to
induce us to restrict importation, and thereby forcibly to detain capital in an
employment which it would otherwise leave for one much more advantageous.

If the legislature were at once to adopt a decisive policy with regard to the trade in
corn—if it were to allow a permanently free trade, and did not with every variation of
price, alternately restrict and encourage importation, we should undoubtedly be a
regularly importing country. We should be so in consequence of the superiority of our
wealth and population, compared to the fertility of our soil over our neighbours. It is
only when a country is comparatively wealthy, when all its fertile land is in a state of
high cultivation, and that it is obliged to have recourse to its inferior lands to obtain
the food necessary for its population; or when it is originally without the advantages
of a fertile soil, that it can become profitable to import corn.*

It is, then, the dangers of dependence on foreign supply for any considerable quantity
of our food, which can alone be opposed to the many advantages which,
circumstanced as we are, would attend the importation of corn.

These dangers do not admit of being very correctly estimated, they are in some
degree, matters of opinion and cannot like the advantages on the other side, be
reduced to accurate calculation. They are generally stated to be two—1st, that in the
case of war a combination of the continental powers, or the influence of our principal
enemy, might deprive us of our accustomed supply—2dly, that when bad seasons
occurred abroad, the exporting countries would have, and would exercise, the power
of withholding the quantity usually exported to make up for their own deficient

supply.T

If we became a regularly importing country, and foreigners could confidently rely on
the demand of our market, much more land would be cultivated in the corn countries
with a view to exportation. When we consider the value of even a few weeks
consumption of corn in England, no interruption could be given to the export trade, if
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the continent supplied us with any considerable quantity of corn, without the most
extensively ruinous commercial distress—distress which no sovereign, or
combination of sovereigns, would be willing to inflict on their people; and, if willing,
it would be a measure to which probably no people would submit. It was the
endeavour of Buonaparte to prevent the exportation of the raw produce of Russia,
more than [any]]1 other cause which produced the astonishing efforts of the people of
that country against the most powerful force perhaps ever assembled to subjugate a
nation.

The immense capital which would be employed on the land, could not be withdrawn
suddenly, and under such circumstances, without immense loss; besides which, the
glut of corn in their markets, which would affect their whole supply, and lower its
value beyond calculation; the failure of those returns, which are essential in all
commercial adventures, would occasion a scene of wide spreading ruin, which if a
country would patiently endure, would render it unfit to wage war with any prospect
of success. We have all witnessed the distress in this country, and we have all heard of
the still greater distress in Ireland, from a fall in the price of corn, at a time too when
it is acknowledged that our own crop has been deficient; when importation has been
regulated by price, and when we have not experienced any of the effects of a glut. Of
what nature would that distress have been if the price of corn had fallen to a half a
quarter, or an eighth part of the present price. For the effects of plenty or scarcity, in
the price of corn, are incalculably greater than in proportion to the increase or
deficiency of quantity. These then, are the inconveniencies which the exporting
countries would have to endure.

Ours would not be light. A great diminution in our usual supply, amounting probably
to one-eighth of our whole consumption, it must be confessed, would be an evil of
considerable magnitude; but we have obtained a supply equal to this, even when the
growth of foreign countries was not regulated by the constant demand of our market.
We all know the prodigious effects of a high price in procuring a supply. It cannot, I
think be doubted, that we should obtain a considerable quantity from those countries
with which we were not at war; which, with the most economical use of our own
produce, and the quantity in store,* would enable us to subsist till we had bestowed
the necessary capital and labour on our own land, with a view to future production.
That this would be a most afflicting change, I certainly allow; but I am fully
persuaded that we should not be driven to such an alternative, and that
notwithstanding the war, we should be freely supplied with the corn, expressly grown
in foreign countries for our consumption. Buonaparte, when he was most hostile to us,
permitted the exportation of corn to England by licences, when our prices were high
from a bad harvest, even when all other commerce was prohibited. Such a state of
things could not come upon us suddenly; a danger of this nature would be partly
foreseen, and due precautions would be taken. Would it be wise then to legislate with
the view of preventing an evil which might never occur; and to ward off a most
improbable danger, sacrifice annually a revenue of some millions?

In contemplating a trade in corn, unshackled by restrictions on importation, and a

consequent supply from France, and other countries, where it can be brought to
market, at a price not much above half that at which we can ourselves produce it on
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some of our poorer lands, Mr. Malthus does not sufficiently allow for the greater
quantity of corn, which would be grown abroad, if importation was to become the
settled policy of this country.1 There cannot be the least doubt that if the corn
countries could depend on the markets of England for a regular demand, if they could
be perfectly secure that our laws, respecting the corn trade, would not be repeatedly
vacillating between bounties, restrictions, and prohibitions, a much larger supply
would be grown, and the danger of a greatly diminished exportation, in consequence
of bad seasons, would be less likely to occur. Countries which have never yet supplied
us, might, if our policy was fixed, afford us a considerable quantity.

It is at such times that it would be particularly the interest of foreign countries to
supply our wants, as the exchangeable value of corn does not rise in proportion only
to the deficiency of supply, but two, three, four, times as much, according to the
amount of the deficiency.

If the consumption of England is ten million quarters, which, in an average year,
would sell for forty millions of money; and, if the supply should be deficient one
fourth, the seven million five hundred thousand quarters would not sell for forty
millions only, but probably for fifty millions, or more. Under the circumstances then
of bad seasons, the exporting country would content itself with the smallest possible
quantity necessary for their own consumption, and would take advantage of the high
price in England, to sell all they could spare, as not only would corn be high, as
compared with money, but as compared with all other things; and if the growers of
corn adopted any other rule, they would be in a worse situation, as far as regarded
wealth, than if they had constantly limited the growth of corn to the wants of their
own people.

If one hundred millions of capital were employed on the land, to obtain the quantity
necessary to their own subsistence, and twenty millions more, that they might export
the produce, they would lose the whole return of the twenty millions in the scarce
year, which they would not have done had they not been an exporting country.

At whatever price exportation might be restricted, by foreign countries, the chance of
corn rising to that price would be diminished by the greater quantity produced in
consequence of our demand.

With respect to the supply of corn, it has been remarked,]1 in reference to a single
country, that if the crops are bad in one district, they are generally productive in
another; that if the weather is injurious to one soil, or to one situation, it is beneficial
to a different soil and different situation; and, by this compensating power,
Providence has bountifully secured us from the frequent recurrence of dearths. If this
remark be just, as applied to one country, how much more strongly may it be applied
to all the countries together which compose our world? Will not the deficiency of one
country be made up by the plenty of another? and, after the experience which we have
had of the power of high prices to procure a supply, can we have any just reason to
fear that we shall be exposed to any particular danger from depending on importation,
for so much corn as may be necessary for a few weeks of our consumption.
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From all that I can learn, the price of corn in Holland, which country depends almost
wholly on foreign supply, has been remarkably steady, even during the convulsed
times which Europe has lately experienced—a convincing proof, notwithstanding the
smallness of the country, that the effects of bad seasons are not exclusively borne by
importing countries.

That great improvements have been made in agriculture, and that much capital has
been expended on the land, it is not attempted to deny; but, with all those
improvements, we have not overcome the natural impediments resulting from our
increasing wealth and prosperity, which obliges us to cultivate at a disadvantage our
poor lands, if the importation of corn is restricted or prohibited. If we were left to
ourselves, unfettered by legislative enactments, we should gradually withdraw our
capital from the cultivation of such lands, and import the produce which is at present
raised upon them. The capital withdrawn would be employed in the manufacture of
such commodities as would be exported in return for the corn.* Such a distribution of
part of the capital of the country, would be more advantageous, or it would not be
adopted. This principle is one of the best established in the science of political
economy, and by no one is more readily admitted than by Mr. Malthus. It is the
foundation of all his arguments, in his comparison of the advantages and
disadvantages attending an unrestricted trade in corn, in his “Observations on the
Corn Laws.”

In his last publication, however, in one part of it,1 he dwells with much stress on the
losses of agricultural capital, which the country would sustain, by allowing an
unrestricted importation. He laments the loss of that which by the course of events has
become of no use to us, and by the employment of which we actually lose. We might
just as fairly have been told, when the steam-engine, or Mr. Arkwright’s cotton-
machine, was brought to perfection, that it would be wrong to adopt the use of them,
because the value of the old clumsy machinery would be lost to us. That the farmers
of the poorer lands would be losers, there can be no doubt, but the public would gain
many times the amount of their losses; and, after the exchange of capital from land to
manufactures had been effected, the farmers themselves, as well as every other class
of the community, except the landholders, would very considerably increase their
profits.

It might, however, be desirable, that the farmers, during their current leases, should be
protected against the losses which they would undoubtedly suffer from the new value
of money, which would result from a cheap price of corn, under their existing money
engagements with their landlords.

Although the nation would sacrifice much more than the farmers would save even by
a temporary high price of corn, it might be just to lay restrictive duties on importation
for three or four years, and to declare that, after that period, the trade in corn should
be free, and that imported corn should be subject to no other duty than such as we
might find it expedient to impose on corn of our own growth.*

Mr. Malthus is, no doubt, correct, when he says, “If merely the best modes of
cultivation now in use, in some parts of Great Britain, were generally extended, and
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the whole country was brought to a level, in proportion to its natural advantages of
soil and situation, by the further accumulation and more equable distribution of
capital and skill, the quantity of additional produce would be immense, and would
afford the means of subsistence to a very great increase of population.[”]*

This reflection is true, and is highly pleasing—it shews that we are yet at a great
distance from the end of our resources, and that we may contemplate an increase of
prosperity and wealth, far exceeding that of any country which has preceded us. This
may take place under either system, that of importation or restriction, though not with
an equally accelerated pace, and is no argument why we should not, at every period of
our improvement, avail ourselves of the full extent of the advantages offered to our
acceptance—it is no reason why we should not make the very best disposition of our
capital, so as to ensure the most abundant return. The land has, as I before said,1 been
compared by Mr. Malthus to a great number of machines, all susceptible of continued
improvement by the application of capital to them, but yet of very different original
qualities and powers. Would it be wise at a great expense to use some of the worst of
these machines, when at a less expense we could hire the very best from our
neighbours.

Mr. Malthus thinks that a low money price of corn would not be favourable to the
lower classes of society, because the real exchangeable value of labour; that s, its
power of commanding the necessaries, conveniences, and luxuries of life, would not
be augmented, but diminished by a low money price.1 Some of his observations on
this subject are certainly of great weight, but he does not sufficiently allow for the
effects of a better distribution of the national capital on the situation of the lower
classes. It would be beneficial to them, because the same capital would employ more
hands; besides, that the greater profits would lead to further accumulation; and thus
would a stimulus be given to population by really high wages, which could not fail for
a long time to ameliorate the condition of the labouring classes.

The effects on the interests of this class, would be nearly the same as the effects of
improved machinery, which it is now no longer questioned, has a decided tendency to
raise the real wages of labour.2

Mr. Malthus also observes, “that of the commercial and manufacturing classes, only
those who are directly engaged in foreign trade will feel the benefit of the importing
system.”3

If the view which has been taken of rent be correct,—if it rise as general profits fall,
and falls as general profits rise,—and if the effect of importing corn is to lower rent,
which has been admitted, and ably exemplified by Mr. Malthus himself,—all who are
concerned in trade,—all capitalists whatever, whether they be farmers, manufacturers,
or merchants, will have a great augmentation of profits. A fall in the price of corn, in
consequence of improvements in agriculture or of importation, will lower the
exchangeable value of corn only,—the price of no other commodity will be affected.
If, then, the price of labour falls, which it must do when the price of corn is lowered,
the real profits of all descriptions must rise; and no person will be so materially
benefited as the manufacturing and commercial part of society.
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If the demand for home commodities should be diminished, because of the fall of rent
on the part of the landlords, it will be increased in a far greater degree by the
increased opulence of the commercial classes.

If restrictions on the importation of corn should take place, I do not apprehend, that
we shall lose any part of our foreign trade; on this point, I agree with Mr. Malthus.1 In
the case of a free trade in corn, it would be considerably augmented; but the question
is not, whether we can retain the same foreign trade—but, whether, in both cases, it
will be equally profitable.

Our commodities would not sell abroad for more or for less in consequence of a free
trade, and a cheap price of corn; but the cost of production to our manufacturers
would be very different if the price of corn was eighty, or was sixty shillings per
quarter; and consequently profits would be augmented by all the cost saved in the
production of the exported commodities.

Mr. Malthus notices an observation, which was first made by Hume,2 that a rise of
prices, has a magic effect on industry: he states the effects of a fall to be
proportionally depressing.* A rise of prices has been stated to be one of the
advantages, to counterbalance the many evils attendant on a depreciation of money,
from a real fall in the value of the precious metals, from raising the denomination of
the coin, or from the over-issue of paper money. It is said to be beneficial, because it
betters the situation of the commercial classes at the expense of those enjoying fixed
incomes;—and that it is chiefly in those classes, that the great accumulations are
made, and productive industry encouraged.

A recurrence to a better monetary system, it is said, though highly desirable, tends to
give a temporary discouragement to accumulation and industry, by depressing the
commercial part of the community, and is the effect of a fall of prices: Mr. Malthus
supposes that such an effect will be produced by the fall of the price of corn. If the
observation made by Hume were well founded, still it would not apply to the present
instance:—for every thing that the manufacturer would have to sell, would be as dear
as ever: it is only what he would buy that would be cheap, namely, corn and labour by
which his gains would be increased. I must again observe, that a rise in the value of
money lowers all things; whereas a fall in the price of corn, only lowers the wages of
labour, and therefore raises profits.

If then the prosperity of the commercial classes, will most certainly lead to
accumulation of capital, and the encouragement of productive industry; these can by
no means be so surely obtained as by a fall in the price of corn.

I cannot agree with Mr. Malthus in his approbation of the opinion of Adam Smith,
“that no equal quantity of productive labour employed in manufactures, can ever
occasion so great a re-production as in agriculture.”1 I suppose that he must have
overlooked the term ever in this passage, otherwise the opinion is more consistent
with the doctrine of the Economists, than with those which he has maintained; as he
has stated, and I think correctly, that in the first settling of a new country, and in every
stage of its improvement, there is a portion of its capital employed on the land, for the
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profits of stock merely, and which yields no rent whatever. Productive labour
employed on such land never does in fact afford so great areproduction, as the same
productive labour employed in manufactures.

The difference is not indeed great, and is voluntarily relinquished, on account of the
security and respectability which attends the employment of capital on land. In the
infancy of society, when no rent is paid, is not the re-production of value in the
coarsel manufactures, and in the implements of husbandry with a given capital, at
least as great as the value which the same capital would afford if employed on the
land?

This opinion indeed is at variance with all the general doctrines of Mr. Malthus,
which he has so ably maintained in this as well as in all his other publications. In the
“Inquiry,”2 speaking of what I consider a similar opinion of Adam Smith, he
observes, “I cannot, however, agree with him in thinking that all land which yields
food must necessarily yield rent. The land which is successively taken into cultivation
in improving countries, may only pay profits and labour. A fair profit on the stock
employed, including, of course, the payment of labour, will always be a sufficient
inducement to cultivate.” The same motives will also induce some to manufacture
goods, and the profits of both in the same stages of society will be nearly the same.

In the course of these observations, I have often had occasion to insist, that rent never
falls without the profits of stock rising. If it suit us to day to import corn rather than
grow it, we are solely influenced by the cheaper price. If we import the portion of
capital last employed on the land, and which yielded no rent, will be withdrawn; rent
will fall and profits rise, and another portion of capital employed on the land will
come under the same description of only yielding the usual profits of stock.

If corn can be imported cheaper than it can be grown on this rather better land, rent
will again fall and profits rise, and another and better description of land will now be
cultivated for profits only. In every step of our progress, profits of stock increase and
rents fall, and more land is abandoned: besides which, the country saves all the
difference between the price at which corn can be grown, and the price at which it can
be imported, on the quantity we receive from abroad.

Mr. Malthus has considered, with the greatest ability, the effect of a cheap price of
corn on those who contribute to the interest of our enormous debt.1 I most fully
concur in many of his conclusions on this part of the subject. The wealth of England
would, I am persuaded, be considerably augmented by a great reduction in the price of
corn, but the whole money value of that wealth would be diminished. It would be
diminished by the whole difference of the money value of the corn consumed,—it
would be augmented by the increased exchangeable value of all those commodities
which would be exported in exchange for the corn imported. The latter would,
however, be very unequal to the former; therefore the money value of the
commodities of England would, undoubtedly, be considerably lowered.

But, though it is true, that the money value of the mass of our commodities would be
diminished, it by no means follows, that our annual revenue would fall in the same

PLL v6.0 (generated September, 2011) 24 http://oll.libertyfund.org/title/205



Online Library of Liberty: The Works and Correspondence of David Ricardo, Vol. 4 Pamphlets and
Papers 1815-1823

degree. The advocates for importation ground their opinion of the advantages of it on
the conviction that the revenue would not so fall. And, as it is from our revenue that
taxes are paid, the burthen might not be really augmented.

Suppose the revenue of a country to fall from ten to nine millions, whilst the value of
money altered in the proportion of ten to eight, such country would have a larger neat
revenue, after paying a million from the smaller, than it would have after paying it
from the larger sum.

That the stockholder would receive more in real value than what he contracted for, in
the loans of the late years, is also true; but, as the stockholders themselves contribute
very largely to the public burthens, and therefore to the payment of the interest which
they receive, no inconsiderable proportion of the taxes would fall on them; and, if we
estimate at its true value the additional profits made by the commercial class, they
would still be great gainers, notwithstanding their really augmented contributions.

The landlord would be the only sufferer by paying really more, not only without any
adequate compensation, but with lowered rents.

It may indeed be urged, on the part of the stockholder, and those who live on fixed
incomes, that they have been by far the greatest sufferers by the war. The value of
their revenue has been diminished by the rise in the price of corn, and by the
depreciation in the value of paper money, whilst, at the same time, the value of their
capital has been very much diminished from the lower price of the funds. They have
suffered too from the inroads lately made on the sinking fund, and which, it is
supposed, will be still further extended,—a measure of the greatest injustice,—in
direct violation of solemn contracts;1 for the sinking fund is as much a part of the
contract as the dividend, and, as a source of revenue, utterly at variance with all sound
principles. It is to the growth of that fund that we ought to look for the means of
carrying on future wars, unless we are prepared to relinquish the funding system
altogether. To meddle with the sinking fund, is to obtain a little temporary aid at the
sacrifice of a great future advantage. It is reversing the whole system of Mr. Pitt, in
the creation of that fund: he proceeded on the conviction, that, for a small present
burthen, an immense future advantage would be obtained; and, after witnessing, as we
have done, the benefits which have already resulted from his inflexible determination
to leave that fund untouched, even when he was pressed by the greatest financial
distress, when three per cents. were so low as forty-eight, we cannot, I think, hesitate
in pronouncing, that he would not have countenanced, had he still lived, the measures
which have been adopted.

To recur, however, to the subject before me, I shall only further observe, that I shall
greatly regret that considerations for any particular class, are allowed to check the
progress of the wealth and population of the country. If the interests of the landlord be
of sufficient consequence, to determine us not to avail ourselves of all the benefits
which would follow from importing corn at a cheap price, they should also influence
us in rejecting all improvements in agriculture, and in the implements of husbandry;
for it is as certain that corn is rendered cheap, rents are lowered, and the ability of the
landlord to pay taxes, is for a time, at least, as much impaired by such improvements,
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as by the importation of corn. To be consistent then, let us by the same act arrest
improvement, and prohibit importation.

Proposals for an Economical and Secure Currency 1816 edition.

Proposals for an Economical and Secure Currency 1816 2nd edition.
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NOTE ON ‘ECONOMICAL AND SECURE CURRENCY”

Ricardo undertook to write the Proposals for an Economical and Secure Currency at
the suggestion of Pascoe Grenfell in the summer of 1815. The latter, in May and June,
had been demanding in the House of Commons measures to limit the profits which
the Bank made from their transactions with the Government, and he intended to raise
the matter again in the next Session.

In July Ricardo and Grenfell met frequently in London and discussed the subject of
the Bank.1 At the beginning of August, after Ricardo had gone to Gatcomb, Grenfell
wrote urging him to overcome his modesty and write, before the Bank Court to be
held in September or October, ‘a Short Pamphlet on the Subject to which I have lately
called the attention of Parliament’.2 By the end of August Ricardo was at work on the
pamphlet, Grenfell supplying him with the relevant Parliamentary Papers and
Accounts, with his own calculations and with Allardyce’s pamphlets on the Bank;
from these sources Ricardo drew most of his facts.

A considerable part of the pamphlet was devoted to the development of the points
which Grenfell had raised, namely, the excessive profits made by the Bank from its
bargains with the Government, and its failure to distribute them among the
proprietors. On these questions Ricardo went ‘much further’ than Grenfell.3 Indeed,
at one stage of writing it is clear that he intended his main proposal to be that the
Government should dispense altogether with the services of the Bank as being ‘an
unnecessary establishment’, by appointing independent Commissioners who would be
the sole issuers of paper money, would manage the National Debt and act as bankers
to all public departments.4 There is, however, only an incidental allusion to this plan,
in the closing paragraph of the pamphlet,1 and it was not until 1823 that Ricardo
developed the idea, in his Plan for a National Bank.

Though the writing of the pamphlet was suggested by Grenfell, its most important
proposal (to make Bank Notes payable in bullion instead of coin) from which it took
its title had nothing to do with Grenfell, and was indeed ‘quite new’ to him.2 Ricardo
had originally outlined this proposal in the Appendix to the fourth edition of the High
Price of Bullion (April 1811) and had submitted it to Perceval, the Prime Minister, in
July 1811 and to Tierney, one of the leaders of the Opposition, in December of the
same year.3 He now revived it in the expectation that the date for the resumption of
cash payments would be fixed in the approaching session of 1816.

Late in September 1815 the MS was finished and sent to Grenfell, who found it
excellent.4 Ricardo was unconvinced, and sought Malthus’s opinion of the MS,
declaring himself ‘too little pleased with it to think of publishing’.5 Malthus approved
the matter but criticised the style and arrangement.6 Grenfell continued to urge
publication,? so Ricardo set to work to improve it.8 Early in November he submitted
the revised MS to Mill who, nearly a month later (the MS having gone astray in
transit), recommended its publication, but advised him to divide it into sections (for
which he suggested the titles), to recast the first section and to write an introduction.9
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Ricardo also appealed to Mill’s judgment as to the propriety of his making proposals
which might entail repudiation on the part of the Government of the bargain made by
Perceval with the Bank in 1808. Mill, while providing legal arguments in defence of
such a course,1 advised him to dwell upon ‘the moral part of the argument against the
Bank’; this Ricardo did, using Mill’s own words.2

Mill’s encouragement was decisive.3 In January Ricardo saw Murray in London
about publication,4 which he was anxious should take place before Parliament met on
1 February 1816. Indeed, a preliminary advertisement appeared in the pressS
announcing its publication for 1 February, but some further delay was caused by
Mill’s offer to revise the proofs and to improve the expressions and the punctuation.6
The pamphlet was eventually published on 6 February 1816,7 a week before the
debate in the House of Commons on Grenfell’s Motion concerning the transactions
with the Bank.

Although Ricardo had anticipated so little success for his work that he had offered to
Murray to bear the charge in case of loss,8 it sold unexpectedly well, and by 23
February a second edition was being printed.9 The only changes, apart from minor
verbal alterations, were two footnotes,10 one on the Bank Court held on 8 February
and the other qualifying his calculations of the Bank’s profits.

Nearly three years later, when the question of the resumption of cash payments was
about to come before Parliament, M“Culloch again drew the attention of the public to
Economical and Secure Currency by a review in the Edinburgh Review for December
1818; and at his suggestion Ricardo quoted in ed. 2 of the Principles, 1819, a passage
from the pamphlet containing the plan of bullion payments.11 The evidence before
both the Lords’ and Commons’ Committees of 1819 centred largely on Ricardo’s
plan, which was finally adopted as the basis of Peel’s Bill for the Resumption of Cash
Payments.

As a result of this new interest a third edition of the pamphlet was published in March
1819.1 This edition is in every respect identical with the second, except for the
punctuation and capitalization which appear to have been arbitrarily changed by the
printer, with the addition of some misprints. It is clear that Ricardo had no hand in
these alterations, and therefore in the present text the second edition has been
followed.

INTRODUCTION

The following important questions concerning the Bank of England will, next session,
come under the discussion of parliament:

Ist. Whether the Bank shall be obliged to pay their notes in specie at the demand of
the holders?

2dly. Whether any alteration shall be made in the terms agreed upon in 1808, between
Government and the Bank, for the management of the national debt?
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And, 3dly, what compensation the public shall receive for the large amount of public
deposits from which the Bank derive profit?1

In point of importance, the first of these questions greatly surpasses the rest:—but so
much has already been written on the subject of currency, and on the laws by which it
should be regulated, that I should not trouble the reader with any further observations
on those topics, did I not think that a more economical mode of effecting our
payments might be advantageously adopted; to explain which, it will be necessary to
premise briefly some of the general principles which are found to constitute the laws
of currency, and to vindicate them from some of the objections which are brought
against them.

The other two questions, though inferior in importance, are, at these times of pressure
on our finances, when economy is so essential, well deserving of the serious
consideration of parliament. If, on examination, it should be found that the services
performed by the Bank for the public are most prodigally paid; and that this wealthy
corporation has been accumulating a treasure of which no example can be
brought—much of it at the expense of the public, and owing to the negligence and
forbearance of government—a better arrangement, it is hoped, will now be made;
which, while it secures to the Bank a just compensation for the responsibility and
trouble which the management of the public business may occasion, shall also guard
against any wasteful application of the public resources.

It must, I think, be allowed, that the war, which has pressed heavily on most of the
classes of the community, has been attended with unlooked for benefits to the Bank;
and that in proportion, to the increase of the public burdens and difficulties have been
the gains of that body.

The restriction on the cash payments of the Bank, which was the effect of the war, has
enabled them to raise the amount of their notes in circulation from twelve millions to
twenty-eight millions; whilst, at the same time, it has exonerated them from all
necessity of keeping any large deposit of cash and bullion, a part of their assets from
which they derive no profit.

The war too has raised the unredeemed public debt, of which the Bank have the
management, from 220 to 830 millions; and notwithstanding the reduced rate of
charge, they will receive for the management of the debt alone, in the present year,
277,000 * , whereas in 1792 their whole receipt on account of the debt was 99,800/.

It is to the war that the Bank are also indebted for the increase in the amount of public
deposits. In 1792 these deposits were probably less than four millions. In and since
1806 we know that they have generally exceeded eleven millions.

It cannot, I think, be doubted, that all the services, which the Bank perform for the

public, could be performed, by public servants and in public offices established for
that purpose, at a reduction or saving of expense of nearly half a million per annum.
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In 1786 the auditors of public accounts stated it as their opinion, that the public debt,
then amounting to 224 millions, could be managed by government for less than 1871
10s. per million.1 On a debt of 830 millions the Bank are paid 340/. per million on
600 millions, and 300/. per million on 230 millions.

Against the mode in which the public business is managed at the Bank no complaint
can be justly made; ability, regularity, and precision, are to be found in every office;
and in these particulars it is not probable that any change could be made which would
be deemed an improvement.

As far as the public are bound to the Bank by any existing agreement, an objection, on
that score, will be urged against any alteration. Inadequate as, in my opinion, was, at
that time, and under the circumstances in which it was granted, the compensation
which the public received from the Bank, for the renewal of their charter, I shall not
plead for a revision of that contract; but permit the Bank to enjoy unmolested all the
fruits of so improvident and unequal a bargain.

But the agreement entered into with the Bank in 1808, for the management of the
national debt, is not, I think, of the above description, and either party is now at
liberty to annul it. The agreement was for no definite period; and has no necessary
connexion with the duration of the charter, which was made eight years before it.
Applying to the state of things existing at the time of its formation, or such a state as
might be expected to occur within a few years, it is not any longer binding. This is
declared in the following passage of Mr. Perceval’s letter to the Bank, dated the 15th
January, 1808, on accepting the scale in respect to the rate for management proposed
by the Bank. “Under this impression,” says Mr. Perceval, “I am strongly inclined to
give way to the suggestion of the Bank in the minor parts of the arrangement, and will
therefore accede to the scale of allowances therein proposed for the management of
the public debt, so far as it applies to present circumstances, or to such as can be
expected to occur within any short period.”1 Eight years having since elapsed, and the
unredeemed debt having, in that time, increased 280 millions, can it be justly
contended that it is not in the power of either party, now or hereafter, to annul this
agreement, or to propose such alterations in it as time and circumstances may render
expedient?

To Mr. Grenfell I am very materially indebted; I have done little more, on this part of
the subject, than repeat his arguments and statements. I have endeavoured to give my
feeble aid to a cause which he has already so ably advocated in parliament, and in
which I trust success will crown his future efforts.
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Section |

In The Medium Of Circulation—Cause Of Uniformity Is Cause
Of Goodness

All writers on the subject of money have agreed that uniformity in the value of the
circulating medium is an object greatly to be desired. Every improvement therefore
which can promote an approximation to that object, by diminishing the causes of
variation, should be adopted. No plan can possibly be devised which will maintain
money at an absolutely uniform value, because it will always be subject to those
variations to which the commodity itself is subject, which has been fixed upon as the
standard.

While the precious metals continue to be the standard of our currency, money must
necessarily undergo the same variations in value as those metals. It was the
comparative steadiness in the value of the precious metals, for periods of some
duration, which probably was the cause of the preference given to them in all
countries, as a standard by which to measure the value of other things.

A currency may be considered as perfect, of which the standard is invariable, which
always conforms to that standard, and in the use of which the utmost economy is
practised.

Amongst the advantages of a paper over a metallic circulation, may be reckoned, as
not the least, the facility with which it may be altered in quantity, as the wants of
commerce and temporary circumstances may require: enabling the desirable object of
keeping money at an uniform value to be, as far as it is otherwise practicable, securely
and cheaply attained.

The quantity of metal, employed as money, in effecting the payments of any
particular country, using metallic money; or the quantity of metal for which paper
money is the substitute, if paper money be partly or wholly used, must depend on
three things: first, on its value;—secondly, on the amount or value of the payments to
be made;—and, thirdly, on the degree of economy practised in effecting those
payments.

A country using gold as its standard would require, at least, fifteen times less of that
metal than it would of silver, if using silver, and nine hundred times less than it would
of copper, if using that metal,—fifteen to one being about the proportion which gold
bears in value to silver, and nine hundred to one the proportion which it bears to
copper. If the denomination of a pound were given to any specific weight of these
metals, fifteen times more of such pounds would be required in the one case, and nine
hundred times more in the other, whether the metals themselves were employed as
money, or paper was partly, or entirely, substituted for them. And if a country
uniformly employed the same metal as a standard, the quantity of money required
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would be in an inverse proportion to the value of that metal. Suppose the metal to be
silver, and that, from the difficulty of working the mines, silver should be doubled in
value,—half the quantity only would then be wanted for money; and if the whole
business of circulation were carried on by paper, of which the standard was
silver,—to sustain that paper, at its bullion value, it must in like manner be reduced
one half. In the same way it might be shewn, that, if silver became as cheap again,
compared with all other commodities, double the quantity would be required to
circulate the same quantity of goods.—When the number of transactions increase in
any country from its increasing opulence and industry— bullion remaining at the
same value, and the economy in the use of money also continuing unaltered—the
value of money will rise on account of the increased use which will be made of it, and
will continue permanently above the value of bullion, unless the quantity be
increased, either by the addition of paper, or by procuring bullion to be coined into
money. There will be more commodities bought and sold, but at lower prices; so that
the same money will still be adequate to the increased number of transactions, by
passing in each transaction at a higher value. The value of money then does not
wholly depend upon its absolute quantity, but on its quantity relatively to the
payments which it has to accomplish; and the same effects would follow from either
of two causes—from increasing the uses for money one tenth—or from diminishing
its quantity one tenth; for, in either case, its value would rise one tenth.

It is the rise in the value of money above the value of bullion which is always, in a
sound state of the currency, the cause of its increase in quantity; for it is at these times
that either an opening is made for the issue of more paper money, which is always
attended with profit to the issuers; or that a profit is made by carrying bullion to the
mint to be coined.

To say that money is more valuable than bullion or the standard, is to say that bullion
is selling in the market under the mint price. It can therefore be purchased, coined,
and 1ssued as money, with a profit equal to the difference between the market and
mint prices. The mint price of gold is 3/. 17s. 10%d. If, from increasing opulence,
more commodities came to be bought and sold, the first effect would be that the value
of money would rise. Instead of 3. 17s. 10%d. of coined money being equal in value
to an ounce of gold, 3/. 15s. 0d. might be equal to that value; and therefore a profit of
2s. 10%d. might be made on every ounce of gold that was carried to the mint to be
coined. This profit, however, could not long continue; for the quantity of money
which, by these means, would be added to the circulation, would sink its value, whilst
the diminishing quantity of bullion in the market would also tend to raise the value of
bullion to that of coin: from one or both these causes a perfect equality in their value
could not fail to be soon restored.

It appears then, that, if the increase in the circulation were supplied by means of coin,
the value both of bullion and money would, for a time at least, even after they had
found their level, be higher than before; a circumstance which though often
unavoidable, 1s inconvenient, as it affects all former contracts. This inconvenience 1s
wholly got rid of, by the issue of paper money; for, in that case, there will be no
additional demand for bullion; consequently its value will continue unaltered; and the
new paper money, as well as the old, will conform to that value.
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Besides, then, all the other advantages attending the use of paper money; by the
judicious management of the quantity, a degree of uniformity, which is by no other
means attainable, is secured to the value of the circulating medium in which all
payments are made.

The value of money and the amount of payments remaining the same, the quantity of
money required must depend on the degree of economy practised in the use of it. If no
payments were made by checks on bankers; by means of which money is merely
written off one account and added to another, and that to the amount of millions daily,
with few or no bank notes or coin passing; it is obvious that considerably more
currency would be required, or, which is the same in its effects, the same money
would pass at a greatly increased value, and would therefore be adequate to the
additional amount of payments.

Whenever merchants, then, have a want of confidence in each other, which disinclines
them to deal on credit, or to accept in payment each other’s checks, notes, or bills;
more money, whether it be paper or metallic money, is in demand; and the advantage
of a paper circulation, when established on correct principles, is, that this additional
quantity can be presently supplied without occasioning any variation in the value of
the whole currency, either as compared with bullion or with any other commodity;
whereas, with a system of metallic currency, this additional quantity cannot be so
readily supplied, and when it is finally supplied, the whole of the currency, as well as
bullion, has acquired an increased value.
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Section [1

Use Of A Standard Commodity—Objections To It Considered

During the late discussions on the bullion question, it was most justly contended, that
a currency, to be perfect, should be absolutely invariable in value.

But it was said too, that ours had become such a currency, by the Bank restriction bill;
for by that bill we had wisely discarded gold and silver as the standard of our money;
and in fact that a pound note did not and ought not to vary with a given quantity of
gold, more than with a given quantity of any other commodity. This idea of a
currency without a specific standard was, I believe, first advanced by Sir James
Steuart,*1 but no one has yet been able to offer any test by which we could ascertain
the uniformity in the value of a money so constituted. Those who supported this
opinion did not see, that such a currency, instead of being invariable, was subject to
the greatest variations,—that the only use of a standard is to regulate the quantity, and
by the quantity the value of the currency—and that without a standard it would be
exposed to all the fluctuations to which the ignorance or the interests of the issuers
might subject it.

It has indeed been said that we might judge of its value by its relation, not to one, but
to the mass of commodities. If it should be conceded, which it cannot be, that the
issuers of paper money would be willing to regulate the amount of their circulation by
such a test, they would have no means of so doing; for when we consider that
commodities are continually varying in value, as compared with each other; and that
when such variation takes place, it is impossible to ascertain which commodity has
increased, which diminished in value, it must be allowed that such a test would be of
no use whatever.

Some commodities are rising in value, from the effects of taxation, from the scarcity
of the raw material of which they are made, or from any other cause which increases
the difficulty of production. Others again are falling, from improvements in
machinery, from the better division of labour, and the improved skill of the workman,;
from the greater abundance of the raw material, and generally from greater facility of
production. To determine the value of a currency by the test proposed, it would be
necessary to compare it successively with the thousands of commodities which are
circulating in the community, allowing to each all the effects which may have been
produced upon its value by the above causes. To do this is evidently impossible.

To suppose that such a test would be of use in practice, arises from a misconception
of the difference between price and value.

The price of a commodity is its exchangeable value in money only.
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The value of a commodity is estimated by the quantity of other things generally for
which it will exchange.

The price of a commodity may rise while its value falls, and vice versa. A hat may
rise from twenty to thirty shillings in price, but thirty shillings may not procure so
much tea, sugar, coffee, and all other things, as twenty shillings did before,
consequently a hat cannot procure so much. The hat, then, has fallen in value, though
it has increased in price.

Nothing is so easy to ascertain as a variation of price, nothing so difficult as a
variation of value; indeed, without an invariable measure of value, and none such
exists, it is impossible to ascertain it with any certainty or precision.

A hat may exchange for less of tea, sugar, and coffee, than before, but, at the same
time, it may exchange for more of hardware, shoes, stockings, &c. and the difference
of the comparative value of these commodities may either arise from a stationary
value of one, and a rise, though in different degrees, of the other two; or a stationary
value in one, and a fall in the value of the other two; or they may have all varied at the
same time.

If we say that value should be measured by the enjoyments which the exchange of the
commodity can procure for its owner, we are still as much at a loss as ever to estimate
value, because two persons may derive very different degrees of enjoyment from the
possession of the same commodity. In the above instance, a hat would appear to have
fallen in value to him whose enjoyments consisted in tea, coffee and sugar; while it
would appear to have risen in value to him who preferred shoes, stockings, and
hardware.

Commodities generally, then, can never become a standard to regulate the quantity
and value of money; and although some inconveniences attend the standard which we
have adopted, namely, gold and silver, from the variations to which they are subject
as commodities, these are trivial, indeed, compared to those which we should have to
bear, if we adopted the plan recommended.

When gold, silver, and almost all other commodities, were raised in price, during the
last twenty years, instead of ascribing any part of this rise to the fall of the paper
currency, the supporters of an abstract currency had always some good reason at hand
for the alteration in price. Gold and silver rose because they were scarce, and were in
great demand to pay the immense armies which were then embodied. All other
commodities rose because they were taxed either directly or indirectly, or because
from a succession of bad seasons, and the difficulties of importation, corn had risen
considerably in value; which, according to their theory, must necessarily raise the
price of commodities. According to them, the only things which were unalterable in
value were bank notes; which were, therefore, eminently well calculated to measure
the value of all other things.

If the rise had been 100 per cent., it might equally have been denied that the currency
had any thing to do with it, and it might equally have been ascribed to the same
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causes. The argument is certainly a safe one, because it cannot be disproved. When
two commodities vary in relative value, it is impossible with certainty to say, whether
the one rises, or the other falls; so that, if we adopted a currency without a standard,
there is no degree of depreciation to which it might not be carried. The depreciation
could not admit of proof, as it might always be affirmed that commodities had risen in
value, and that money had not fallen.
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Section Iii

The Standard, Its Imperfections—Variations Below Without
Allowance Of The Countervailing Variations Above The
Standard, Their Effects— Correspondence With The Standard

The Rule For Paper Money

While a standard is used, we are subject to only such a variation in the value of
money, as the standard itself is subject to; but against such variation there is no
possible remedy, and late events have proved that, during periods of war, when gold
and silver are used for the payment of large armies, distant from home, those
variations are much more considerable than has been generally allowed. This
admission only proves that gold and silver are not so good a standard as they have
been hitherto supposed; that they are themselves subject to greater variations than it is
desirable a standard should be subject to. They are, however, the best with which we
are acquainted. If any other commodity, less variable, could be found, it might very
properly be adopted as the future standard of our money, provided it had all the other
qualities which fitted it for that purpose; but, while these metals are the standard, the
currency should conform in value to them, and whenever it does not, and the market
price of bullion is above the mint price, the currency is depreciated.—This proposition
1s unanswered, and is unanswerable.

Much inconvenience arises from using two metals as the standard of our money; and
it has long been a disputed point whether gold or silver should by law be made the
principal or sole standard of money. In favour of gold, it may be said, that its greater
value under a smaller bulk eminently qualifies it for the standard in an opulent
country; but this very quality subjects it to greater variations of value during periods
of war, or extensive commercial discredit, when it is often collected and hoarded, and
may be urged as an argument against its use. The only objection to the use of silver,
as the standard, is its bulk, which renders it unfit for the large payments required in a
wealthy country; but this objection is entirely removed by the substituting]1 of paper
money as the general circulation medium of the country. Silver, too, is much more
steady in its value, in consequence of its demand and supply being more regular; and
as all foreign countries regulate the value of their money by the value of silver, there
can be no doubt, that, on the whole, silver is preferable to gold as a standard, and
should be permanently adopted for that purpose.2

A better system of currency may, perhaps, be imagined than that which existed before
the late laws made bank notes a legal tender; but while the law recognized a standard,
while the mint was open to any person, who chose, to take thither gold and silver to
be coined into money, there was no other limit to the fall in the value of money than
to the fall in the value of the precious metals. If gold had become as plentiful and as
cheap as copper, bank notes would necessarily have partaken of the same
depreciation, and all persons the whole of whose possessions consisted of
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money—such as those who hold exchequer bills, who discount merchants’ bills, or
whose income is derived from annuities, as the holders of the public funds,
mortgagees, and many others—would have borne all the evils of such a depreciation.
With what justice, then, can it be maintained, that when gold and silver rise, money
should be kept by force and by legislative interference at its former value; while no
means are, or ever have been, used to prevent the fall of money when gold and silver
fall? If the person possessed of money is subject to all the inconveniences of the fall
in the value of his property, he ought also to have the benefits of the rise. If a paper
currency without a standard be an improvement, let it be proved to be so, and then let
the standard be disused; but do not preserve it to the disadvantage solely, never to the
advantage, of a class of persons possessed of one out of the thousands of commodities
which are circulating in the community, of which no other is subject to any such rule.

The issuers of paper money should regulate their issues solely by the price of bullion,
and never by the quantity of their paper in circulation. The quantity can never be too
great nor too little, while it preserves the same value as the standard. Money, indeed,
should be rather more valuable than bullion, to compensate for the trifling delay
which takes place before it is returned in exchange for bullion at the mint. This delay
is equivalent to a small seignorage; and coined money, or bank notes, which represent
coined money, should, in their natural and perfect state, be just so much more
valuable than bullion. The Bank of England, by not having paid a due regard to this
principle, have, in former times, been considerable losers. They supplied the country
with all the coined money for which it had occasion, and, consequently, purchased
bullion with their paper, that they might carry it to the mint to be coined. If their paper
had been sustained, by limiting its quantity, at a value somewhat greater than bullion,
they would, in the cheapness of their purchases, have covered all the expenses of
brokerage and refining, including the just equivalent for the delay at the mint.
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Section Iv

An Expedient To Bring The English Currency As Near As
Possible To Perfection

In the next session of parliament, the subject of currency is again to be discussed; and,
probably, a time will then be fixed for the resumption of cash payments, which will
oblige the Bank to limit the quantity of their paper till it conforms to the value of
bullion.1

A well regulated paper currency is so great an improvement in commerce, that I
should greatly regret, if prejudice should induce us to return to a system of less utility.
The introduction of the precious metals for the purposes of money may with truth be
considered as one of the most important steps towards the improvement of commerce,
and the arts of civilised life; but it is no less true that, with the advancement of
knowledge and science, we discover that it would be another improvement to banish
them again from the employment to which, during a less enlightened period, they had
been so advantageously applied.2

If the Bank should be again called upon to pay their notes in specie, the effect would
be to lessen greatly the profits of the Bank without a correspondent gain to any other
part of the community. If those who use one and two, and even five pounds notes,
should have their option of using guineas, there can be little doubt which they would
prefer; and thus, to indulge a mere caprice, a most expensive medium would be
substituted for one of little value.

Besides the loss to the Bank, which must be considered as a loss to the community,
general wealth being made up of individual riches, the state would be subjected to the
useless expense of coinage, and, on every fall of the exchange, guineas would be
melted and exported.

To secure the public against any other variations in the value of the currency than
those to which the standard itself is subject, and, at the same time, to carry on the
circulation with a medium the least expensive, is to attain the most perfect state to
which a currency can be brought, and we should possess all these advantages by
subjecting the Bank to the delivery of uncoined gold or silver at the mint standard and
price, in exchange for their notes, instead of the delivery of guineas; by which means
paper would never fall below the value of bullion without being followed by a
reduction of its quantity. To prevent the rise of paper above the value of bullion, the
Bank should be also obliged to give their paper in exchange for standard gold at the
price of 3/. 17s. per ounce. Not to give too much trouble to the Bank, the quantity of
gold to be demanded in exchange for paper at the mint price of 3/. 17s. 10%d., or the
quantity to be sold to the Bank at 3/ 17s., should never be less than twenty ounces. In
other words, the Bank should be obliged to purchase any quantity of gold that was
offered them, not less than twenty ounces, at 3/. 17s.* per ounce, and to sell any
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quantity that might be demanded at 3/ 17s. 10%2d. While they have the power of
regulating the quantity of their paper, there is no possible inconvenience that could
result to them from such a regulation.

The most perfect liberty should be given, at the same time, to export or import every
description of bullion. These transactions in bullion would be very few in number, if
the Bank regulated their loans and issues of paper by the criterion which I have so
often mentioned, namely, the price of standard bullion, without attending to the
absolute quantity of paper in circulation® .

The object which I have in view would be in a great measure attained, if the Bank
were obliged to deliver uncoined bullion in exchange for their notes at the mint price
and standard; though they were not under the necessity of purchasing any quantity of
bullion offered them at the prices to be fixed, particularly if the mint were to continue
open to the public for the coinage of money: for that regulation is merely suggested to
prevent the value of money from varying from the value of bullion more than the
trifling difference between the prices at which the Bank should buy and sell, and
which would be an approximation to that uniformity in its value which is
acknowledged to be so desirable.

If the Bank capriciously limited the quantity of their paper, they would raise its value;
and gold might appear to fall below the limits at which I propose the Bank should
purchase. Gold, in that case, might be carried to the mint, and the money returned
from thence being added to the circulation would have the effect of lowering its value,
and making it again conform to the standard; but it would neither be done so safely,
so economically, nor so expeditiously, as by the means which I have proposed;
against which the Bank can have no objection to offer, as it is for their interest to
furnish the circulation with paper, rather than oblige others to furnish it with coin.

Under such a system, and with a currency so regulated, the Bank would never be
liable to any embarrassments whatever, excepting on those extraordinary occasions,
when a general panic seizes the country, and when every one is desirous of possessing
the precious metals as the most convenient mode of realizing or concealing his
property. Against such panics, Banks have no security, on any system,; from their very
nature they are subject to them, as at no time can there be in a Bank, or in a country,
so much specie or bullion as the monied individuals of such country have a right to
demand. Should every man withdraw his balance from his banker on the same day,
many times the quantity of bank notes now in circulation would be insufficient to
answer such a demand. A panic of this kind was the cause of the crisis in 1797; and
not, as has been supposed, the large advances which the Bank had then made to
government. Neither the Bank nor government were at that time to blame; it was the
contagion of the unfounded fears of the timid part of the community, which
occasioned the run on the Bank, and it would equally have taken place if they had not
made any advances to government, and had possessed twice their present capital. If
the Bank had continued paying in cash, probably the panic would have subsided
before their coin had been exhausted.
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With the known opinion of the Bank directors, as to the rule for issuing paper
money,l they may be said to have exercised their powers without any great
indiscretion. It is evident that they have followed their own principle with extreme
caution. In the present state of the law, they have the power, without any control
whatever, of increasing or reducing the circulation in any degree they may think
proper: a power which should neither be intrusted to the state itself, nor to any body in
it; as there can be no security for the uniformity in the value of the currency, when its
augmentation or diminution depends solely on the will of the issuers. That the Bank
have the power of reducing the circulation to the very narrowest limits will not be
denied, even by those who agree in opinion with the directors, that they have not the
power of adding indefinitely to its quantity. Though I am fully assured, that it is both
against the interest and the wish of the Bank to exercise this power to the detriment of
the public, yet when I contemplate the evil consequences which might ensue from a
sudden and great reduction of the circulation, as well as from a great addition to it, I
cannot but deprecate the facility with which the state has armed the Bank with so
formidable a prerogative.

The inconvenience to which country banks were subjected before the restriction on
cash payments, must at times have been very great. At all periods of alarm, or of
expected alarm, they must have been under the necessity of providing themselves
with guineas, that they might be prepared for every exigency which might occur.
Guineas, on these occasions, were obtained at the Bank in exchange for the larger
notes, and were conveyed by some confidential agent, at expense and risk, to the
country bank. After performing the offices to which they were destined, they found
their way again to London, and in all probability were again lodged in the Bank,
provided they had not suffered such a loss of weight, as to reduce them below the
legal standard.

If the plan now proposed, of paying bank notes in bullion, be adopted, it would be
necessary either to extend the same privilege to country banks, or to make bank notes
a legal tender, in which latter case there would be no alteration in the law respecting
country banks, as they would be required, precisely as they now are, to pay their
notes, when demanded, in Bank of England notes.

The saving which would take place, from not submitting the guineas to the loss of
weight, from the friction which they must undergo in their repeated journeys, as well
as of the expenses of conveyance, would be considerable; but by far the greatest
advantage would result from the permanent supply of the country, as well as of the
London circulation, as far as the smaller payments are concerned, being provided in
the very cheap medium, paper, instead of the very valuable medium, gold; thereby
enabling the country to derive all the profit which may be obtained by the productive
employment of a capital to that amount. We should surely not be justified in rejecting
so decided a benefit, unless some specific inconvenience could be pointed out as
likely to follow from adopting the cheaper medium.

Much has been ably written on the benefits resulting to a country from the liberty of

trade, leaving every man to employ his talents, and capital, as to him may seem best,
unshackled by restrictions of every kind. The reasoning by which the liberty of trade
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is supported, is so powerful, that it is daily obtaining converts. It is with pleasure, that
I see the progress which this great principle is making amongst those whom we
should have expected to cling the longest to old prejudices. In the petitions to
parliament against the corn bill, the advantages of an unrestricted trade were generally
recognised; but by none more ably than by the clothiers of Gloucestershire, who were
so convinced of the impolicy of restriction, that they expressed a willingness to
relinquish every restraint which might be found to attach to their trade.1 These are
principles which cannot be too widely extended, nor too generally adopted in practice;
but if foreign nations are not sufficiently enlightened to adopt this liberal system, and
should continue their prohibitions and excessive duties on the importation of our
commodities and manufactures, let England set them a good example by benefiting
herself; and instead of meeting their prohibitions by similar exclusions, let her get rid,
as soon as she can, of every vestige of so absurd and hurtful a policy.

The pecuniary advantage which would be the result of such a system would soon
incline other states to adopt the same course, and no long period would elapse before
the general prosperity would be seen to be best promoted by each country falling
naturally into the most advantageous employment of its capital, talents, and industry.

Advantageous, however, as the liberty of trade would prove, it must be admitted that
there are a few, and a very few exceptions to it, where the interference of government
may be beneficially exerted. Monsieur Say, in his able work on Political Economy,
after shewing the advantages of a free trade, observes™® , that the interference of
government is justifiable only in two cases; first, to prevent a fraud, and secondly, to
certify a fact. In the examinations to which medical practitioners are obliged to
submit, there is no improper interference; for it is necessary to the welfare of the
people, that the fact of their having acquired a certain portion of knowledge respecting
the diseases of the human frame should be ascertained and certified. The same may be
said of the stamp which government puts on plate and money; it thereby prevents
fraud, and saves the necessity of having recourse on each purchase and sale to a
difficult chemical process. In examining the purity of drugs sold by chemists and
apothecaries, the same object is had in view. In all these cases, the purchasers are not
supposed to have, or to be able to acquire sufficient knowledge to guard them against
deception; and government interferes to do that for them which they could not do for
themselves.

But if the public require protection against the inferior money which might be
imposed upon them by an undue mixture of alloy, and which is obtained by means of
the government stamp when metallic money is used; how much more necessary is
such protection when paper money forms the whole, or almost the whole, of the
circulating medium of the country? Is it not inconsistent, that government should use
its power to protect the community from the loss of one shilling in a guinea; but does
not interfere to protect them from the loss of the whole twenty shillings in a one
pound note? In the case of Bank of England notes, a guarantee is taken by the
government for the notes which the Bank issue; and the whole capital of the Bank,
amounting to more than eleven millions and a half, must be lost before the holders of
their notes can be sufferers from any imprudence they may commit. Why is not the
same principle followed with respect to the country banks? What objection can there
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be against requiring of those who take upon themselves the office of furnishing the
public with a circulating medium, to deposit with government an adequate security for
the due performance of their engagements? In the use of money, every one is a trader;
those whose habits and pursuits are little suited to explore the mechanism of trade are
obliged to make use of money, and are no way qualified to ascertain the solidity of the
different banks whose paper is in circulation; accordingly we find that men living on
limited incomes, women, labourers, and mechanics of all descriptions, are often
severe sufferers by the failures of country banks, which have lately become frequent
beyond all former example. Though I am by no means disposed to judge uncharitably
of those who have occasioned so much ruin and distress to the middle and lower
classes of the people, yet, it must be allowed by the most indulgent, that the true
business of banking must be very much abused before it can be necessary for any
bank, possessing the most moderate funds, to fail in their engagements; and I believe
it will be found, in by far the major part of these failures, that the parties can be
charged with offences much more grave than those of mere imprudence and want of
caution.

Against this inconvenience the public should be protected by requiring of every
country bank to deposit with government, or with commissioners appointed for that
purpose, funded property or other government security, in some proportion to the
amount of their issues.

Into the details of such a plan it is not necessary to enter very minutely. Stamps for the
issue of notes might be delivered on the required deposit being made, and certain
periods in the year might be fixed upon, when the whole or any part of the security
should be returned, on proof being given, either by the return of the cancelled stamps,
or by any other satisfactory means, that the notes for which it was given were no
longer in circulation.

Against such a regulation no country bank of respectability would object; on the
contrary, it would, in all probability, be most acceptable to them, as it would prevent
the competition of those, who are at present so little entitled to appear in the market
against them.
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Section V

A Practice Which Creates A Great Mass Of Mercantile
Inconvenience— Remedy Proposed

After all the improvements however that can be made in our system of currency, there
will yet be a temporary inconvenience, to which the public will be subject, as they
have hitherto been, from the large quarterly payment of dividends to the public
creditors;—an inconvenience which is often severely felt; and to which I think an
easy remedy might be applied.

The national debt has become so large, and the interest which is paid quarterly upon it
is so great a sum, that the mere collecting the money from the receivers general of the
taxes, and the consequent reduction of the quantity in circulation, just previously to its
being paid to the public creditor, in January, April, July, and October, occasions, for a
week or more, the most distressing want of circulating medium. The Bank, by
judicious management, discounting bills probably very freely, just at the time that
these monies are paid into the Exchequer, and arranging for the receipt of large sums,
immediately after the payment of the dividends, have, no doubt, considerably lessened
the inconvenience to the mercantile part of the community. Nevertheless, it is well
known to those who are acquainted with the money market that the distress for money
is extreme at the periods I have mentioned. Exchequer bills, which usually sell at a
premium of five shillings per 100/. are at such times at so great a discount, that by the
purchase of them then, and the re-sale when the dividends are paid, a profit may often
be made equal to the rate of fifteen to twenty per cent. interest for money. At these
times, too, the difference between the price of stock for ready money, and the price
for a week or two to come, affords a profit, to those who can advance money, even
greater than can be made by employing money in the purchase of exchequer bills.
This great distress for money is frequently, after the dividends are paid, followed by
as great a plenty, so that little use can for some time be made of it.

The very great perfection to which our system of economizing the use of money has
arrived, by the various operations of banking, rather aggravates the peculiar evil of
which I am speaking; because, when the quantity of circulation is reduced, in
consequence of the improvements which have been adopted in the means of effecting
our payments, the abstraction of a million or two from that reduced circulation
becomes much more serious in its effects, being so much larger a proportion of the
whole circulation.

On the inconvenience to which trade and commerce are exposed by this periodical
distress for money, I should think no difference of opinion can possibly exist. The
same unanimity may not prevail with respect to the remedy which I shall now
propose.
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Let the Bank be authorised by government to deliver the dividend warrants to the
proprietors of stock a few days before the receivers-general are required to pay their
balances into the Exchequer.

Let these warrants be payable to the bearer exactly in the same manner as they now
are.

Let the day for the payment of these dividend warrants in bank notes be regulated
precisely as it now is.

If the day of payment could be named on or before the delivery of the warrants, it
would be more convenient.

Finally, let these warrants be receivable into the Exchequer from the receivers
general, or from any other person who may have payments to make there, in the same
manner as bank notes; the persons paying them allowing the discount for the number
of days which will elapse before they become due.

If a plan of this sort were adopted there could never be any particular scarcity of
money before the payment of the dividends, nor any particular plenty of it after. The
quantity of money in circulation would be neither increased nor diminished by the
payment of the dividends. A great part of these warrants would, from the stimulus of
private interest, infallibly find their way into the hands of those who had public
payments to make, and from them to the Exchequer. Thus then would a great part of
the payments to government, and the payments from government to the public
creditor, be effected without the intervention of either bank notes or money; and the
demands for money for such purposes, which are now so severely felt by the
mercantile classes, would be effectually prevented.

Those who are well acquainted with the economical system, now adopted in London,
throughout the whole banking concern, will readily understand that the plan here
proposed is merely the extension of this economical system to a species of payments
to which it has not yet been applied. To them it will be unnecessary to say any thing
further in recommendation of a plan, with the advantages of which, in other concerns,
they are already so familiar.
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Section Vi

The Public Services Of The Bank Excessively
Overpaid—Remedy Proposed

Mr.Grenfell has lately called the attention of parliament to a subject of importance to
the financial interests of the community.1 At a time when taxes bear so heavy on the
people, brought upon them by the unexampled difficulties and expenses of the war, a
resource so obvious as that which he has pointed out will surely not be neglected.

It appears by the documents which Mr. Grenfell’s motions have produced,1 that the
Bank have, for many years, on an average, had no less a sum of the public money in
their hands, on which they have obtained an interest of five per cent., than eleven
millions; and the only compensation which the public have derived for the advantage
which the Bank have so long enjoyed is a loan of three millions from 1806 to 1814, a
period of eight years, at an interest of three per cent.—and a further loan of three
millions, without interest, which the Bank, in 1808, agreed to afford the public till six
months after the definitive treaty of peace, and which by an act of last session2 was
continued without interest till April 1816. From 1806 to 1816, a period of ten years,
the Bank have gained five per cent. per annum on 11,000,000/., which will amount to
£5,500,000

During the same time the public have received the following
compensation: the difference between three per cent. and five
per cent. interest; or, two per cent. per annum on 3,000,000..
for eight years, or

From 1808 to 1816, the public will have had theadvantage of a
loan of three millions withoutinterest, which at five per cent.  £1,200,000
per ann. wouldamount, in eight years, to

£480,000

1,680,000
Balance gained by the Bank 3,820,000

3,820,000/. will have been gained by the Bank in ten years, or 382,000/. per ann. for
acting as bankers to the public, when, perhaps, the whole expense attending this
department of their business does not exceed 10,000/. per ann.

In 1807, when these advantages were first noticed by a committee of the house of
commons, it was contended, by many persons, in favour of the Bank, and by Mr.
Thornton, one of the directors who had been governor, that the gains of the Bank were
in proportion to the amount of their notes in circulation, and that no advantage was
derived from the public deposits, further than as they enabled the Bank to maintain a
larger amount of notes in circulation. This fallacy was completely exposed by the
committee. 1
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If Mr. Thornton’s argument were correct, no advantage whatever would have resulted
to the Bank from the deposits of the public money—for those deposits do not enable
them to maintain a larger amount of notes in circulation.

Suppose that before the Bank had any of the public deposits, the amount of their notes
in circulation were twenty-five millions, and that they derived a profit by such
circulation. Suppose now that government received ten millions for taxes in bank
notes, and deposited them permanently with the Bank. The circulation would be
immediately reduced to fifteen millions, but the profits of the Bank would be
precisely the same as before; though fifteen millions only were then in circulation, the
Bank would obtain a profit on twenty-five millions. If now they again raise the
circulation to twenty-five millions, by employing the ten millions in discounting bills,
purchasing exchequer bills, or advancing the payments on the loan for the year, for
the holders of scrip receipts, will they not have added the interest of ten millions to
their usual profits, although they should at no time have raised their circulation above
the original sum of twenty-five millions?

That the increase in the amount of public deposits should enable the Bank to add to
the amount of their notes in circulation is neither supported by theory nor experience.
If we attend to the progress of these deposits, we shall observe that at no time did they
increase so much as from 1800 to 1806, during which time there was no increase in
the circulation of notes of five pounds and upwards; but from 1807 to 1815, when
there was no increase whatever in the amount of public deposits, the amount of notes
of five pounds and upwards had increased five millions.

Nothing can be more satisfactory on the subject of the profits of the Bank, from the
public deposits, than the report of the committee on public expenditure, in 1807. It is
as follows:

“In the evidence upon this part of the subject, it is admitted that the notes of the Bank
are productive of profit, but it appears to be assumed that the government balances are
only so in proportion as they tend to augment the amount of notes; whereas your
committee are fully persuaded that both balances and notes are and must necessarily
be productive.

“The funds of the Bank, which are the sources of profit, and which constitute the
measure of the sum which they have to lend (subject only to a deduction on account
of cash and bullion), may be classed under three heads.

“First. The sum received from their proprietors as capital, together with the savings
which have been added to it.

“Secondly. The sum received from persons keeping cash at the Bank. This sum
consists of the balances of the deposit accounts, both of government and of
individuals. In 1797, this fund, including all the balances of individuals, was only
5,130,140/ The present government balances alone have been stated already at
between eleven and twelve millions, including bank notes deposited in the
Exchequer* .
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“Thirdly. The sum received in return for notes put into circulation. A correspondent
value for every note must originally have been given, and the value thus given for
notes constitutes one part of the general fund to be lent at interest. A note-holder,
indeed, does not differ essentially from a person to whom a balance is due. Both are
creditors of the Bank; the one holding a note, which is the evidence of the debt due to
him, the other having the evidence of an entry in the ledger of the Bank. The sum at
all times running at interest will be in exact proportion to the amount of these three
funds combined, deduction being made for the value of cash and bullion.” 1

Every word of this statement appears to me unanswerable, and the principle laid down
by the committee would afford us an infallible clue to ascertain the net profits of the
Bank, if we knew the amount of their savings,—their cash and bullion, and their
annual expenses, as well as the other particulars, are known to us.

It will be seen by the above extract, that in 1807 the amount of the public deposits was
between eleven and twelve millions, whereas in 1797 the amount of public and
private deposits were together only equal to 5,130,140/ In consequence of this report,
Mr. Perceval applied to the Bank, on the part of the public, for a participation in their
additional profits from this source, either in the way of an annual payment or as a loan
of money without interest; and, after some negociation, a loan of three millions was
obtained without interest, payable six months after a definitive treaty of peace.1

The same report also notices the exorbitant allowance which was made to the Bank
for the management of the national debt. The public paid the Bank at that time at the
rate of 450/ per million, for management, and it was stated by the committee that the
additional allowance for management in the ten years, ending in 1807, in consequence
of the increase of the debt, was more than 155,000/. whilst the “whole increase of the
officers who actually transact the business, in the last eleven years, is only one
hundred and thirty-seven, whose annual expence may be from 18,4491 to 23,290!.;
the addition to the other permanent charges being probably about one half or two
thirds of that sum.”2

After this report a new agreement was made with the Bank for the management of the
public debt.

450/ per million was to be paid if the unredeemed capital exceeded three hundred
millions, but fell below four hundred millions.

340/. per million, if the capital exceeded four hundred millions, but fell below six
hundred millions.3

300/. per million on such part of the public debt as exceeded six hundred millions.
Besides these allowances the Bank are paid 800/. per million for receiving
contributions on loans; 1000/. on each contract for lotteries, and 1250/. per million, or

one eighth per cent. for receiving contributions on the profits arising from property,
professions, and trades. This agreement has been in force ever since.
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As the period is now approaching when the affairs of the Bank will undergo the
consideration of parliament, and when the agreement which regards the public
deposits will expire, by the payment of the three millions borrowed of the Bank
without interest, in 1808; no time can be more proper than the present to point out the
undue advantages which were given to the Bank in the terms settled between them
and Mr. Perceval in 1808. This I apprehend was the chief object of Mr. Grenfell; for it
is not alone to the additional advantages which the Bank have obtained since the
agreement in 1808 that he wishes to call the attention of parliament; but also to that
agreement itself, under which the public are now paying, and have long paid, in one
shape or another, enormous sums for very inadequate services.

Mr. Grenfell probably thinks, and, if he does, I most heartily concur with him, that a
profit of 382,000/ per annum, which is the sum at which the advantages of the public
deposits to the Bank, for a period of ten years, may be calculated, as will be seen page
[77], very far exceeds the just compensation which the public ought to pay to the
Bank, for doing the mere business of bankers; particularly when, in addition to this
sum, 300,000/. per annum 1s now also paid for the management of the national debt,
loans, &c.; when moreover the Bank have been enjoying, ever since the renewal of
their charter, immense additional profits, from the substitution of paper money in lieu
of a currency consisting partly of metallic and partly of paper money, which
additional profits were not in contemplation, either of parliament which granted, or of
the Bank which obtained that charter, when the bargain was made in 1800; and of
which they might be in a great measure deprived by the repeal of the bill which
restricts them from paying their notes in specie. Under these circumstances it must, |
think, be allowed that in 1808 Mr. Perceval by no means obtained for the public what
they had a right to expect; and it is to be hoped that, with the known sentiments of the
Chancellor of the Exchequer,] as to the right of the public to participate in the
additional advantages of the Bank, arising from public deposits, terms more
consonant with the public interest will now be insisted on.

It is true that the above sums, though paid by the public, are not the net profits of the
Bank; from them a deduction must be made for the expences of that part of the Bank
establishment which is exclusively appropriated to the public business; but those
expences do not probably exceed 150,000/. per annum.

The committee on public expenditure stated in their report to the House of
Commons,2 in 1807, “that the number of clerks employed by the Bank exclusively or
principally in the public business was,

In 1786243
1796 313
1807 450

whose salaries, it is presumed, may be calculated at an average of between 120/. and
1701 for each clerk: taking them at 135/. which exceeds the average of those
employed in the South Sea
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House, the sum is 60,750/
at 150/. the sum is 67,5001
at 170/. the sum 1s76,500/.

either of which two last sums would be sufficient to provide a superannuation fund.

“The very moderate salaries, the report continues, received by the governor, deputy
governor, and directors, amount to

£8,000
Incidental expences may be estimated at about 15,000
Building additional and repairs, at about 10,000
Law expences and loss by frauds, forgeries, at about 10,000

43,000
Add the largest estimate for clerks 76,500
Total £119,500

Allowing, then, the very highest computation of the committee, the expence of
managing the public business in 1807, including the whole of the salaries of the
directors, incidental expences, additional buildings and repairs, together with law
expences and loss by frauds and forgeries, amounted to 119,500/

The committee also stated that the increased expences of the Bank for managing the
public business, after a period of eleven years, from 1796 to 1807, were about
35,0001 per annum, on an increased debt of two hundred and seventy eight millions,
being at the rate of 126/. per million. From 1807 to the present time the unredeemed
debt managed by the Bank has increased from about five hundred and fifty millions to
about eight hundred and thirty millions, or about two hundred and eighty
millions—Ilittle more than from 1796 to 1807, and therefore at the same rate of 126/.
per million, would be attended with a similar expence of 35,0007, but, “as the rate of
expence diminishes as the scale of business enlarges,”1 I shall estimate it at 30,500/.
which added to 119,500/, the expences of 1807, will make the whole expence of
managing the public business amount to 150,000/. The auditors of public accounts in
1786 estimated that 187/ 10s. per million was sufficient to pay the expences of
managing a debt of two hundred and twenty-four millions.1 The estimate which I
have just made is about 180/. per million, on a debt of eight hundred and thirty
millions, which will appear an ample allowance when it is considered in what
different proportions the debt itself increases, compared with the work which it
occasions.

Supposing, then, the expences to be about 150,000/. the net profits obtained by the
Bank by all its transactions with the public this year will be as follows:
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Charge for managing the national debt for one year, ending the 1st

Februmyz, 1816_, 254,000
Fgr Feceiving contributions on loans, at 800/. permillion, on thirty-six 73,800
millions ’
Ditto lotteries 2,000
Average profits on public depositsf 382,000
Allowance for receiving property tax 3,480
670,280
Expences attending the management of the public business 150,000
Net profits of the Bank paid by the public £520,280

%Ed. 1 reads ‘5th April °.
f This charge is calculated on the debt as it stood in February, 1815: more than
seventy-five millions have been added since. See Appendix.

i See page [77].

Of this vast sum, 372,000/. probably arises from the deposits alone, an expence which
might almost wholly be saved to the nation, if government were to take the
management of that concern into their own hands, by having a common treasury, on
which each department should draw in the same manner as they now do on the Bank
of England, investing the eleven millions, which appears to be the average deposits, in
Exchequer bills, a part of which might be sold in the market, if any unforeseen
circumstances should reduce the deposits below that sum.

The resolutions* proposed by Mr. Grenfell, and on which parliament will decide the
next session, after briefly recapitulating the facts contained in the documents which
his motions have produced, conclude thus: “That this House will take into early
consideration the advantages derived by the Bank, as well from the management of
the national debt, as from the amount of balances of public money remaining in their
hands, with the view to the adoption of such an arrangement, when the engagements
now subsisting shall have expired, as may be consistent with what is due to the
interest of the public, and the rights, credit, and stability of the Bank of England.”

Mr. Mellish, the governor of the Bank, has also proposed resolutions to be submitted
to parliament next session. These resolutions® admit all the facts stated by Mr.
Grenfell’s; they mention also one or two trifling services which the Bank perform for
the public, one without charge, i and another at a less charge than is incurred by
employing the ordinary collector of taxes. But the 8th and 9th resolutions advance an
extraordinary pretension,—they appear to question whether on the expiration of the
loan of 3,000,000!. in 1816, government will be at liberty before 1833, the time when
the charter will expire, to demand any compensation whatever from the Bank for the
advantages they derive from the public deposits, or to make any new arrangement
respecting the charge for management of the national debt. These resolutions are as
follows:

8th. “That by the 39 and 40 Geo. 3. c. 28. 5. 13, it is enacted, “That during the
continuance of the charter, the Bank shall enjoy all privileges, profits, emoluments,
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benefits, and advantages whatsoever, which they now possess and enjoy by virtue of
any employment by or on behalf of the public.

“That previously to such renewal of their charter, the Bank was employed as the
public banker, in keeping the cash of all the principal departments in the receipt of the
public revenue, and in issuing and conducting the public expenditure, &c.”

Oth. “That whenever the engagements now subsisting between the public and the
Bank shall expire, it may be proper to consider the advantages derived by the Bank
from its transactions with the public, with a view to the adoption of such
arrangements as may be consistent with those principles of equity and good faith,
which ought to prevail in all transactions between the public and the Bank of
England.”*

That the Bank should now for the first time intimate that their charter precludes the
public from making any demand on the Bank for a participation in the advantages
arising from the public deposits, after all that has passed since 1800 on that subject,
does indeed appear surprising.

The charter of the Bank was renewed in 1800 for twenty-one years, from its
expiration in 1812; consequently it will not now terminate till 1833. But since 1800,
so far from the Bank asserting any such claim of right to the whole advantages of the
public deposits, they in 1806 lent government 3,000,000/. till 1814, at 3 per cent.
interest, and in 1808 they lent 3,000,000/. more till the termination of the war, without
interest, and in the last session of parliament the loan of 3,000,000/. was continued
without interest till April 1816. These loans were expressly granted, in consideration
of the increase in the amount of the public deposits.

The committee on public expenditure, in their report (1807), to which I have already
referred, speaking of the loan of 3,000,000/. to the public in 1806, at three per cent.
interest, observe, “But the transaction is most material in another view, as it evinces
that the agreement made in 1800 was not considered either by those who acted on the
part of the public, or by the Bank directors themselves, as a bar against further
participation, whenever the increase of their profits derived from the public, and the
circumstances of public affairs, might, upon similar principles, make such a claim
reasonable and expedient.”’1 And what is Mr. Perceval’s language at the same period,
when in consequence of this report he applied for and obtained a loan of 3,000,000..
till the end of the war? In his letter to the governor and deputy governor of the Bank,
dated the 11th of January 1808, he says, “I think it necessary to observe, that the
proposal to confine the duration of the advance, by way of loan, or of the annual
payment into the Exchequer, to the period of the present war, and twelve months after
the termination of it, is by no means to be understood as an admission on my part, that
at the expiration of such period, the public will no longer be entitled to look to any
advantage from the continuance of such deposits; but simply as a provision, by which
the government and the Bank may be respectively enabled, under the change in the
state of affairs which will then have taken place, probably affecting the amount of
public balances in the hands of the latter, to consider of a new arrangement.”2 On the
19th of January, Mr. Perceval’s proposals were submitted to the Court of Directors in
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a more official form,—they conclude thus: “And it is understood that during the
continuance of this advance by the Bank, no alteration is to be proposed in the general
course of business, between the Bank and the Exchequer, nor any regulation
introduced by which the accounts now by law directed to be kept at the Bank shall be
withdrawn from thence.”1 These proposals were recommended for acceptance by the
Court of Directors to the Court of Proprietors, and were, without comment, agreed to
on the 21st of January.

Mr. Vansittart, in his application to the Bank in November 1814, relative to continuing
the loan of 3,000,000/, which would have become due on the 17th of December
following, till April 1816, uses these words: “But I beg to be distinctly understood as
not departing from the reservation made by the late Mr. Perceval, in his letter to the
governor and deputy governor of the Bank, of the 11th January, 1808, by which he
guarded against the possibility of any misconstruction which could preclude the
public, after the expiration of the period of the loan then agreed upon, from asserting
its title to future advantage from the continuance or increase of such deposits; and as
adhering generally to the principles maintained by Mr. Perceval, in the discussion
which then took place.”2

No comment whatever appears to have been made by the Bank on these observations:
a general Court of Proprietors was called, and the loan of three millions was
continued till April, 1816.

It surely will not come with a very good grace now from the Bank, to insist that the
agreement of 1800 precludes the public from demanding any compensation for the
advantages which the Bank have derived from the increase of the public deposits
since that period, when, on so many occasions, the right of participation has been so
expressly claimed on the part of government, and acceded to by the Court of
Directors.

In addition to these strong facts, by a reference to the basis on which the agreement
for the renewal of the charter was founded, as detailed by Mr. Thornton in his
evidence before the committee of public expenditure in 1807* | it will still further
appear, that the Bank have no claim whatever to shelter themselves under their
charter, in refusing to let the public participate in the profits which have accrued from
the augmentation of the public deposits.

It must be recollected that Mr. Thornton was, in 1800, the governor of the Bank; that
he was the negociator, on the part of the Bank, with Mr. Pitt, for the renewal of the
charter; and that, in fact, the idea of renewing the charter, so long before its
expiration, originated with him. Mr. Thornton told the committee, that the only sums
of public money, on which the Bank derived profit, and which were referred to by
him and Mr. Pitt, with a view to settle the compensation which the public should
receive for prolonging the exclusive privileges of the Bank, were those lodged at the
Bank for the payment of the growing dividends, and for the quarterly issues to the
commissioners for the redemption of the national debt.
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The first of these sums Mr. Thornton estimates to be on an average £2,500,000f

And it appears by an account lately produced,l that the second amounted 615.842

to ’
£3,115,842

f By an account laid before parliament last session,z it appears, that the amount of
exchequer bills and bank notes deposited with the Exchequer, as cash, amounted, on
an average of the year ending March, 1800, to 3,690,000..

l ‘An Account of the Average Amount of the Balances of Cash in the hands of the
Bank of England,...from the 1st of February 1799 to the 5th of January 1800°, 26 Jan.
1815; in Parliamentary Papers, 1814— 15, vol. x

2 “An Account of the Exchequer Bills and Bank Notes deposited in the Chests of the
Four Tellers in His Majesty’s Receipt of Exchequer; on the 1st April 1797..., down to
the year ending 5th April 1800°, 27 June 1815; in Parliamentary Papers, 1814—15,
vol. x.

Mr. Thornton expressly states, that all other public accounts were of trifling amount,
and “the probable augmentation of the balances of public money from the various
departments of government was not taken into the account;” “that such augmentation
was neither adverted to, nor provided for.”

If, then, it is acknowledged by the very negociator on the part of the Bank that the
probable augmentation of the public balances formed no part of the consideration in
settling the pecuniary remuneration which was given to the public for continuing to
the Bank their exclusive privileges, how can it now, with any justice, be contended by
the Bank, that the profits derived from those augmented balances, which were
“neither adverted to, nor provided for,” belong of right exclusively to the Bank, and
that the public have no claim either to participate in them, or to withdraw the balances
to any use to which they may think proper to apply them.

It is to be observed, that Mr. Thornton, in his evidence before alluded to, represented
all the other public accounts, excepting the two before mentioned, as of trifling
amount; but, by accounts which were last session presented to parliament, it appears
that in 1800, the year to which Mr. Thornton’s evidence refers, when the charter was
renewed, the public balances of all descriptions deposited with the Bank amounted to
6,200,0007,1 exceeding the aggregate amount stated by Mr. Thornton, by three
millions, which he would, if he had been aware of this fact, hardly have called “a
trifling amount.”

If, then, the fact of this large additional deposit did not come under the consideration
of Mr. Thornton and Mr. Pitt, at the time of renewing the charter; if no part of the
remuneration which the public then received was founded on this fact; the large
amount of public deposits in 1800, so far from entitling the Bank to retain the whole
profits arising from the still larger deposits at the present period, binds them in justice
to be particularly liberal in any new engagement they may now make with the public,
as affording a remuneration for a profit so long enjoyed, which, it is to be presumed,
they would not have been allowed to enjoy, if the facts had been clearly known and
considered, at the time of settling the terms on which the charter was renewed.
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But whether known or not known, must have been of little consequence in Mr.
Thornton’s estimation; whose opinion, that the profits of the Bank were not increased
by the augmentation of the public balances, otherwise than as they contributed to
increase the amount of bank notes in circulation, is so emphatically given.

Is it not lamentable to view a great and opulent body like the Bank of England,
exhibiting a wish to augment their hoards by undue gains wrested from the hands of
an overburthened people?1 Ought it not rather to have been expected that gratitude for
their charter, and the unlooked for advantages with which it has been attended; for the
bonuses and increased dividends which they have already shared, and for the great
undivided treasure which it has further enabled them to accumulate, would have
induced the Bank voluntarily to relinquish to the state, the whole benefit which is
derived from the employment of eleven millions of the public money, instead of
manifesting a wish to deprive them of the small portion of it which they have for a
few years enjoyed?

When the rate of charge for the management of the national debt was under
discussion, in 1807, Mr. Thornton said, “that in a matter between the public and the
Bank, he was sure nothing but a fair compensation for trouble, risk, and actual losses,
and the great responsibility that attaches to the office, would be required.” 1

How comes it that the language of the directors of the present day is so much
changed? Instead of expecting only a fair compensation for trouble, risk, and actual
losses, they endeavour to deprive the public even of the inadequate compensation
which they have hitherto received; and appeal, now for the first time, to their charter,
for their right to hold the public money, and to enjoy all the profit which can be
derived from its use, without allowing the least remuneration to the public.

If the charter were as binding as the Bank contend for, a great public company,
possessing so advantageous a monopoly, and so intimately connected with the state,
might be expected to act on a more liberal policy towards its generous benefactors.

Till the last session of parliament, the Bank were also particularly favoured in the
composition which they paid for stamp duties. In 1791, they paid a composition of
12,000/. per annum, in lieu of all stamps either on bills or notes. In 1799, on an
increase of the stamp duty, this composition was advanced to 20,000/.; and an
addition of 4,0001, raising the whole to 24,000/., was made for the duty on notes
under 5/, which the Bank had then begun to circulate. In 1804, an addition of not less
than 50 per cent. was made to the stamp duty imposed by the act of 1799, on notes
under 5/., and a considerable increase on the notes of a higher value; and although the
Bank circulation of notes under 5/. had increased from one and a half to four and a
half millions, and the amount of notes of a higher description had also increased, yet
the whole composition of the Bank was only raised from 24,000/. to 32,000/. In 1808,
there was a further increase of 33 per cent. to the stamp duty, at which time the
composition was raised from 32,000/. to 42,000/ In both these instances the increase
was not in proportion even to the increase of duty; and no allowance whatever was
made for the increase in the amount of the Bank circulation.
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In the last session of parliament, on a further increase of the stamp duty, the principle
was for the first time established, that the Bank should pay a composition, in some
proportion to the amount of their circulation. It is now fixed as follows. Upon the
average circulation of the three preceding years, the Bank is to pay at the rate of
35001 per million, without reference to the classes or value of the notes of which the
aggregate circulation may consist.

The average of the Bank circulation for three years, ending Sth April, 1815, was
25,102,600!/.; and upon this average they will pay this year about 87,500/

Next year the average will be taken upon the three years, ending in April 1816; and if
it differs from the last, the duty will vary accordingly.1

If the same course had been followed now, as in 1804 and 1808, the Bank would have
had to pay, even with the additional duty, only 52,500/, so that 35,000/. per annum
has been saved to the public, by parliament having at last recognized the principle
which should have been adopted in 1799; and by the neglect of which, the public have
probably been losers and the Bank consequently gainers, of a sum little less than
500,0001
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Section Vii

Bank Profits And Savings—Misapplication—Proposed Remedy

I have hitherto been considering the profits of the Bank, as they regard the public, and
have endeavoured to shew that they have greatly exceeded what a just consideration
for their rights and interests could warrant.—I propose now to consider them in
relation to the interests of the proprietors of Bank stock, for which purpose I shall
endeavour to state a basis on which the profits of the Bank may be calculated, with a
view to ascertain what the accumulated savings of the Bank now are.—If we knew
accurately the expences of the Bank, and the amount of cash and bullion which they
may at different times have had in their hands, we should have the means of making a
calculation on this subject, which would be a very near approximation to the truth.

The profits of the Bank are derived from sources which are well known. They arise,
as has been already stated, from the interest on public and private deposits,—the
interest on the amount of their notes in circulation, after deducting the amount of cash
and bullion,—the interest on their capital and savings, —the allowance paid them for
the management of the public debt,—the profits from their dealings in bullion, and
from the destruction of their notes.—All these form the gross profits of the Bank,
from which must be deducted only their expences, the stamp duty, and the property
tax, in order to ascertain their net profits.

Under the head of expences must be included all the charges attending the
management of the national debt, as well as those incurred by the proper business of
the Bank.—In estimating the former of these charges, I have already stated my
grounds for believing that it could not exceed 150,000/.—In the management of the
public business, it was stated by the committee on public expenditure, that four
hundred and fifty clerks were employed in 1807;1 and it is probable that the number
may now be increased to between five and six hundred.

It has also I understand been stated from the best authority, in parliament, that the
Bank employed in the whole of their establishment about one thousand clerks;2
consequently if five hundred are employed exclusively on the public business, five
hundred more must be engaged in the business of the Bank.— Supposing now the
expences to bear some regular proportion to the number of clerks employed; as
150,0007 has been calculated to be the expence attending the employment of five
hundred clerks in the public business, we may estimate a like expence to be incurred
by the employment of the other five hundred, and therefore, the whole expences of the
Bank to be at the present time about 300,000/, including all charges whatsoever*

But although this large sum is now expended, it must have been of gradual growth
since 1797; when, probably, the whole expences of the establishment were not more
than one-half the present amount. In the first place, since 1797, the amount of Bank
notes in circulation has increased from about twelve millions to twenty-eight millions,
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but the expences of their circulation, instead of increasing in the same proportion
only, have, at least, increased as one to ten.

The amount of notes of five pounds and upwards has been raised from twelve to
eighteen millions, and if the average value of notes, of all descriptions above five
pounds, be even so low as fifteen pounds, a circulation of twelve millions would
consist of 800,000 notes, and a circulation of 18 millions of 1,200,000 notes, an
increase in the proportion, as one to one and one-half; but the nine millions of notes
under five pounds, which are now in circulation, have been wholly created since
1797, and if they consist of five millions of notes of one pound, and two millions of
notes of two pounds, a number of seven millions of notes has been further added to
the circulation, and the whole number of notes has been raised since 1797, from
800,000 to 8,200,000, or as one to ten, and at an expence ten times greater than was
incurred at that time, the expence being in proportion to the number, and not to the
amount of notes. It is probable too, that the notes of one and two pounds, which are so
constantly used in the circulation, are more often renewed than notes of a higher
value.

The public debt, too, under the management of the Bank, is more than doubled since
1797, and must have added considerably to the expences of that department. These
expences have been already calculated to have risen since 1796, from 84,500/. to
150,0001. or 65,5001 *

The public deposits too are at least double what they were in 1797, from all which I

have a right to infer, that the expences of the Bank in 1797, could not have exceeded
150,000/., and that they have been gradually increasing since that period; perhaps at
the rate of seven or eight thousand pounds per ann.

The next subject for consideration, is the amount of cash and bullion in the Bank,
which at no time has been laid before the public;—that, and the amount of their
discounts, were the only material facts which the Bank concealed from the public in
the eventful year 1797.—They stated in the account laid before parliament, that their
cash and bullion, and their bills and notes discounted, amounted together to
4,176,080L on the 26th of February 1797. They gave also a scale of discounts from
1782 to 1797, and a scale of the cash and bullion in the Bank for the same period. By
comparing these tables with each other, and with some parts of the evidence delivered
before the parliamentary committees, an ingenious calculatorl discovered the whole
secret which the Bank wished to conceal. According to his table the cash and bullion
in the Bank, on the 26th of February 1797, was reduced as low as 1,272,000..2 ,—and
four millions was about the sum which the Bank considered as fair cash; to which it
never attained after December 1795, though previously to that year it was on some
occasions more than double that amount.

For the first year or two after the suspension of cash payments, the Bank must have
made great efforts to replenish their coffers with cash and bullion, as they were then
by no means sure that they should not be again required to pay their notes in specie.
We find accordingly, by accounts returned to parliament by the mint,3 that the
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amount of gold coined in 1797 and 1798, was very little less in value than
5,000,0007.*

Whatever might have been the amount of cash and bullion, which the Bank had
acquired in the first two years after the suspension of cash payments, it is probable
that their stock has been decreasing since that period, as they could have no motive
for keeping a large amount of such unproductive capital, when they must have been
quite secure that no call could be made on them by the holders of their notes for
guineas, and that before they were again required to pay in specie, they would have
ample notice to prepare a due store of the precious metals.—It does not appear
possible then, under all the circumstances of the case, that the Bank can have added to
their stock of bullion, since the great coinages of 1797 and 1798; but it is highly
probable that they have considerably reduced it.1

In estimating the profits of the Bank, as far as those profits are influenced by their
stock of cash and bullion, I shall be justified in considering them greater since 1797
and 1798, as since those years they would naturally keep a less part of their capital in
that unproductive shape, and, consequently, more in Exchequer bills, or in merchants’
acceptances, securities which pay interest, and are productive of profit.—On an
average of the whole eighteen years, from 1797 to 1815, the cash and bullion of the
Bank cannot be estimated as amounting to more than three millions, though, probably,
for the first year or two, it amounted to four or five millions.

These circumstances being premised, it will not be difficult to calculate the profits of
the Bank, from 1797 to the present time, all the facts necessary to such calculation
being known to us excepting the two I have just stated, viz. the amount of expences
and of cash and bullion, but which cannot differ much from that at which I have
calculated them.

Proceeding then on this basis, it appears, as will be seen by the accounts in the

Appendix, that the profits and surplus capital of the Bank for a series of years, after
paying all dividends and bonuses, have been as follows:
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Year commencing in  Surplus  Profits after paying dividend Dividend and bonus

January capital and bonuses together
1797 £3,826,890 £ 89,872 7 per cent.
1798 3,916,762 533,621 7 do.
1799 4,450,383 17 do.
1800 3,941,228 611,981 7 do.
1801 4,553,209 116,038 12 do.
1802 4,669,247 460,509 9% do.
1803 5,129,756 765,859 7 do.
1804 5,895,615 306,794 12 do.
1805 6,202,409 346,335 12 do.
1806 6,548,744 368,008 12 do.
1807 6,916,752 581,274 10 do.
1808 7,498,026 385,865 10 do.
1809 7,883,891 470,760 10 do.
1810 8,354,651 651,483 10 do.
1811 9,006,134 722,188 10 do.
1812 9,728,322 739,867 10 do.
1813 10,468,189 809,786 10 do.
1814 11,279,975 1,081,649 10 do.
1815 12,359,624 1,066,625
1816 13,426,249

f There was this year a loss of 509,155

If in the accounts referred to, it should be thought that I have estimated the expences
of the Bank too low, it may on the other hand be remarked that I have not allowed for
any profit from the deposits of individuals. Those deposits may not be very large, as
the Bank do not afford the same accommodation to individuals as given by other
bankers. Some profit must, however, be made from this source, as well as from the
loss and destruction of notes, which it may be presumed, after a time, are not included
in the amount stated to be in circulation. By the purchase of silver, and coinage of
tokens, the Bank must, on the whole, have been gainers; for the value of the token has
been generally lower in the market, than it has passed for in circulation at the time of
its issue.

In point of fact, too, the Bank receives more than five per cent. interest for their
money; for Exchequer bills, paying three pence half-penny per day, pay 5. 6s. 52 d.
per cent. per ann.; and, in discounting bills, the interest being immediately deducted,
is employed as capital, and is instantly productive of profit; at the same time, it must
be observed that during a part of the time for which these calculations are made,
Exchequer bills bore an interest of only three pence farthing per day, which amounts
to 4/. 18s. 0% d. per cent. per ann., rather less than five per cent.

In March 1801, when a bonus of five per cent., in navy five per cents., was divided

amongst the proprietors of Bank stock, Mr. Tierney said in the house of commons,
“that when the affairs of the Bank of England were investigated by the house of

PLL v6.0 (generated September, 2011) 60 http://oll.libertyfund.org/title/205



Online Library of Liberty: The Works and Correspondence of David Ricardo, Vol. 4 Pamphlets and
Papers 1815-1823

commons in 1797, the surplus profits were considered by some as a security for the
engagements of the Bank to the public.” To which Mr. Samuel Thornton, then
governor of the Bank, replied, that “he could assure the honourable member, that the
security of the public would not be lessened from what it was in 1797, by the division
of the sum of 582,120/. voted at the general court, on the 19th instant, as exclusive of
that sum, the surplus profits of the Bank were more now than they were in 1797* .

On an inspection of the accountl in the Appendix, it will be seen, that after paying all
the dividends and bonuses to the proprietors, the Bank had accumulated in April 1801,
savings to the amount of 3,945,109/. exceeding the savings of 1797, by 118,219/., an
increase not inconsistent with the declaration of Mr. Thornton, and therefore tending
to confirm the correctness of the basis on which these calculations are made7 .

It will appear on an examination of the accounts in the Appendix for the subsequent
years, that the profits of the Bank for every year, since 1801, have exceeded the
annual dividend paid to the proprietors, and that in 1815, the surplus for that year only
must have amounted to 1,066,625/. so that the Bank could have paid a dividend for
that year of nineteen per cent., instead of ten per cent.

It will appear too that if the Bank affairs have been only moderately well managed,
they must now have an accumulated fund of no less than thirteen millions, which in
defiance of the clearest language of an act of parliament, 1 the directors have hitherto
withheld from the proprietors.

With such an accumulated fund, the Bank could make a division of one hundred per
cent. bonus, without infringing on their permanent capital: and if they could maintain
their present profits, with a deduction only of 523,908/. per ann. the interest (less
income tax) on the surplus capital proposed to be divided, they would still have an
unappropriated income of 542,000/. which would enable them to increase their
permanent dividend from ten to fourteen and a half per cent., in addition to the bonus2
of one hundred per cent.

If they divided only a bonus of seventy-five per cent. they would retain a surplus
capital, exceeding that of 1797, and might on the above supposition have an
unappropriated income of 673,000/.—they might therefore raise their permanent
dividend from ten to fifteen and a half per cent., in addition to the bonus of seventy-
five per cent.

But it cannot be expected that the Bank will, during peace, have the same
opportunities of making profit as during war, and the proprietors must prepare
themselves for a considerable reduction in their annual income. What that reduction
may be will depend on the new agreement now to be entered into with government;
on the future amount of public deposits; and on the conditions on which the
restoration of metallic payments may be enforced. It is evident that if the plan which |
have recommended in the fourth section of this work be adopted, the Bank profits
from this last item will not be materially reduced.
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Supposing, however, that the reduction of the annual income of the Bank should, from
the falling off of their profits in all these departments, be as much as 500,0007, the
profits of the Bank would, nevertheless, be equal to the payment of the present
permanent dividend of ten per cent., even after a division of one hundred per cent.
bonus to the proprietors of Bank stock; for, if my calculations be correct, the profits of
the Bank, after the payment of the annual dividend of ten per cent. to the proprietors,
were for the year ending January 1st,

1816 £1,066,625
Deduct then the interest now made on 11,642,400.. proposed to

be divided, less property tax 523,908
Loss by a peace arrangement 500,0001,023,908
Leaving a surplus of, per ann. £42,717

If, instead of a hundred per cent., fifty per cent. bonus only were paid to the
proprietors, the annual surplus profit of the Bank, after paying ten per cent. dividend,
would be 304,671/. a sum equal to a permanent increase of dividend of two and a half
per cent.

And if no bonus whatever were paid, but the savings were considered as part of the
Bank capital, the annual surplus profit of the Bank, after paying ten per cent.
dividend, would be 566,6251., very nearly equal to a permanent increase of dividend
of five per cent.

These estimates are made on a supposition too, that the property tax should
permanently continue, which is calculated to be an annual charge of more than
200,000/. to the Bank, and consequently more than equal to a dividend of one and
three quarters per cent.

But the Directors are bound, in my opinion, under every case, to divide the surplus
profits amongst the proprietors, the law imperatively enjoining such a division, and
policy being no wise opposed to it.

Well was it urged by the Hon. Mr. Bouverie, who moved in the last Bank court] that
an account of the surplus capital of the Bank be laid before the proprietors, that this
law resp