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Leeds, Karch 19, 4795

¥re Pitt,

Tou are cne of darn'd scowmdrel rescals that ever trode upon English
ground, and but to only leck at the Texes and sse to what en enarmous
height thay are raised. I myself the writer of this paper san make it plainly
appeer thet for every shilling & Poor ¥en in the country earns you and your
comreads gete tenpence out of it, to keep wp your great Bally's and your
powdered wigs. And know you have lsid more taxes on them that they cannot
maintain themselves at all, snd Provisions are so dear that 4t 4is not in theip
power to meintain themsslves snd their families and you and your powdered wigs,
Ard for these reasons that I have shown and other similar ones whioh
I could show, & company of men in thie town and neighbourhood {with mo at their
boad) to the amount of Ten Thousand 21l well armed, and are sworn to rise
at a moments Warning (vhich will be in the course of a very few months) and
are sworn to stend true to their cause until thay have mads Gld England a
(?torn) Habitation by ridding of such monsters as you, and by sending you
and your cemradss to the lowest region in Hell thers %0 be Demn'ad 0 all
Rternity,

S0 good morning

Cited by K. Feiling, The Second Tayry Paxty, Pe U
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ADGTRAC

This thesis began as a study and evalustion of the methods employed by
the British Govermment to finsnoe the wars against FPrance firom 1793=-1815,
FPublie finance of the late 18th and sarly 19th centuries is such & neglosted
field by economie historians that secondary sourees on the operation of the
finenoiel system heardly exist. Yot in ordsr to understani the finanos of war
it 1is espentinl to comprehend the whole finencial system. Thus s large part of
the thesis will be ocmoerned simply to anslyse public finanoes as they operated
at the outbresk of wor, With thia context in pleca the thesis will proceed te
outling the methods employed and the problens encountered by the Covermment in
raising revenue to pay for the wer, Finally, the thesis endsawours to appraise
and oritiofise the techmiques utilised mainly within the context of the
constraints and nature of the finanois) system, but to sone extent for their
eﬂeetsonﬂnpopulaﬁnnm&ﬂmcomcufm“omﬂ:omﬁmmm&

It s written priwarily from the discipline of esonomis history but
ingvitadbly and frequontly passes into politioal and administrative hintory., The
questions raised could not be amsweored within the confines of a single
disadpline,

Hy research cannot be offered as snswers to 8 single question or sot of
hypotheses. The questions which underlde 4t are already atated., Im so far as
I heve a single theeis or conolusion it is that, given the nature end constraints
of' the finencial system, the ‘dnisters, oivil servants and their advisers
responsible for providing the indispensable mometsry meams to obtain rescurces
to prosecute the war, on the whole performed ‘heir task with comsendable

efficieney.



Notes on Sources, Footnotes end Bi.bliom

1. Sourges

The sources used in this thesis were made avsilable to me at the
following libraries: Bodleianm, Oxford; British Library of Politiocel and
Eoonomic Scienge, London School of Ecomomics; Cuildhell Library, City of
London; British Musesumj; Publioc Record Office; Bank of England; Library of
the Board of Customs end Excise; Library of the Board of Inland Revemuse ;
Senate House and Goldsmiths Library, University of London,

2, Footnotes

¥y Pootmoting system is designed prinsrily to emsble the resder to
appreciate at a glance the nature of the asocurse used as evidenes, (primery,
sscondary, book, pamphlet, newspaper or articls, modern or contemporary,
panupeript or published) and, secondarily, to ensble him to cheak Emy souroces
olted, I have elso sttempted to abbreviate fcotnotes wherever possibls end
1o lsave more deteiled refarences to the bibliography., The nature of the
souroes used can be recognised as followst
(2) Yodern Booke: The neme of the author followed by en ebbreviated
titls,
(b) ¥odern Articles: The nsme of the suthor followsd by sn
abbreviated title in singls quotation marks,

(o) Boocks Written During the Period Under Study: The name of the

author, an ebbreviated title and the year of publieation.

(8) Pamphlsts and Artieles Written During the Period Under Study:
the name of the author, an sbbyreviated title in aingle quotatien
marks end the year of publieation. last gantemporary pamphlets
and erticles were written 4o plesd s case and must be used
ecautiously as svidence.

(e) Neowspapers: The name of the peper and day of publicaticn,

(£) Dbirectories end Dictionariess The name of the publication in
brisf form,

(e) Statesmen's Unpublished Papers end Menuscripte: The statesman's
name followed by the word ®Fapers”, the relsvant volume punber,
the neme of the suthor of the msmorsndum or letter under
oltation and Lts dats, O0ften these letiers and memoranda are



not numbered cavefully and it is easier o trace & psper through
its dete, than through a folio number, Horeover this system
rovezls immodiately the rolevance of the source being clted. It
was unfoertunstely sometimea not possible te traoce either a date,
an guthor or & folio mumber for some letiers and memoranda, The
pepers of Williem Pitt and J,C, Herries were partioularly
defioient in this respeoct,

(h) Records of Government Departmentst 1In most ocases thoge records
cen be traced through the numbering system adopted by the
departments at the time or alternatively by the elassification of
the Publio Record 0ffice. I sdopited the practice of olting the
nusber of the documsnt preceded by the neme of the department.
The following abbyeviations were used: Exech, Por Exchequer,
Inlend Beve for Board of Inlend Revenue end Treasy, for Treasay.

(1) Perlismentary Reoords: |
1. Reports of Seleot Copmittees and Commissiomers: the mmber of
" the report followed by the ehbdreviated titls, Cttes, for

Conmitiee or Comms. for Commissionsrs, sn abbreviated title
for the report and its date of publiiostiom.
2e Aocounis and Papers: Accounts and Pepers followed by their
date of publicatien.
3e Commons Jnle, means Journais of the House of Commons,
he Debstes of both Houses of Parliament: Parly, Hist. msams
Cobbett's Parliamentary History; Parly. Debg., msans Cobbatt's
Parlismontery Debatesj Parly.Reg. mesns Porlismentary
Regiater and Henpard means Hansard’s Parlimmsntary Dsbetes.
5s Stotutes and Bills: 1 ocite the number, the King ond the
chapter mmber,
3. Bdbliography
Datailed references to all sources sitsd inm the text cam be found in
the bibliography. For pamphlets and occasionelly fer Parlianentary Popers Y
glve a slightly abbreviated title, but in general the sources ore quotsd in
full, Parliamentary Acoounts, Paperas and Reperts are listed chranolegioally
asoording to their year of publication, which is oited in tha footnotes, The
location of menusoript sources is given. All cther scurces can be traced at
the libraries cited under (1) sbowe, Nost of the pamphlets used are from the

Goldsmiths Colleotion at- the University of London, The Page mumbering in
Farlissentary Fapers sre, vherever possible, the page refersnces to the volume,
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INTHEU DU CTION

The “acts

Between Februery 1753 end Noveuber 1815, Great Britain was almost
continuously at war with France and her allies apart from short intervals of
peace between lMarch, 1802 and May, 1803 and egein from May, 1814 to March, 181 Se
From June, 1812 to December, 1814 the ocountry conduoted a separate wer with the
United States. In order to prosscute war the Government borrowed and
appropriated as taxes vest sums of money, Just how vast camnot be expreased in
the most revealing terms, namely as a proportion of the national inocome over
time, because runs of social acoounts are not availasble for the peried. Some
notion of the magnitudes involved can, however, be obtained from Deans and
Cole's estimates of the national incoms whioh show that the proportion
appropriated by the Stats inoreased from 265 in 1801 to 28, in 1811.' Another
indication of relative magnitude ocen be elucidated by comparing ths amount of
revenue collscted by the State over ths 18th centwry by deflating receipts
at the Exchequer by Elizabeth Sohumpeter's prioce index for consumers' g§oods,e
Perhaps a more revealing formulation is to divide this total by the population
estimates in order to measure publio revenue per head of the population in real
terns.

Glven the imperfeotions of the price index and the estimates of
population, the data in Tsble 1 suggests that at the height of the French Wars
(1812-15) the level of publio revemus in real texms atood at 234 above the
level for the preceding period of peacs, 1788=92 and emounted to over ten
times the amount collscted at the beginning of the 18th century., For the same
periods of comparison the contribution psr head of the population to the
Exchequexr had risen by 146}t above the pre-war level and 580;. above the sum
appropriated at the turn of the century. Comparisons with previocus wars are
elso interesting,

1¢ Deans and Cole, British Economic Growth, pp.159-160,



Table 1. Government sevenue, 9 70uU=1815

Yoars Amount Collected Arount Collected Revenue Per
oirea £ million in in constant 1704 Fead in Constant
Current Frices prices £ million 17Ut Prices &

1700 het 36 052
1705 6.5 6e9 0.99
1740 10,0 Y.0 1426
1N5 6els A 050
1720 Hels 67 0ok
1725 5¢5 S5e7 04 81
1730 5¢6 6.0 0,85
1735 5.9 67 0¢95
1740 6e2 6oy 0,92
1745 Je7 10,9 151
4750 Yo 3 a9 1e54
1755 8.0 8.4 110
1760 175 179 2429
1765 10,2 9.7 1420
1700 el BeY 1406
1715 11eY 104 1420
1780 2341 20,3 2427
1785 22e4 1844 197
1790 17.0 14,0 1oy
1755 394 27.7 2472
1800 52,2 272 2455
1605 58,4 33.8 2496
1840 7546 3.2 5.07
1815 102,8 6.7 354

Notes and Sourceas

1« "Potal Collected" is from Chisholiu Report, 1B68=69, Total ocollected is total
recaipts of taxss und other revenue at the Exchequer plus the net amount
borrowed. This is net revenue throughout the periocd. I correoted Chisholm's
figures for the years after 1802, which are statistics of groas revenue in
ordsr to ocbtain & consistent definition of revenue over time, The problems of
using these totals are discussed on pp.6-8.

2. "Amount Colleoted in Comstant Prices® is column 1 deflated by Schumpeter’s
price index -~ see K. Schumpeter, 'English Prices and Fublic Pinsnce'. Fer



prioes were contraot prices and the base year used was 1701. For a
discussion of the index see Litehell, Abstrazot of Historical Statistics,
PPe 466 and 46Y,

3¢ "nevenue Per Head in Constant Frices" is column 2 divided by the estimated
population for Great Britain. I used Brownless estimates for England and
Wales and extrapolated for Scotland on the assumption that the Scottish
population grew at the same rate as the English, Estimates are available for
Scotland for 1701, 1751, 1791 end 1841 = see Deane and Cole, British Economio
Growth, p.6e

ke The years are 5 year averages centering on the guoted year. 1815 is average
for 1812=15,

Tuble 2, War and Fublic Revenue

war FPeriod innual Averags of Publio Revenue Per Head
fevenus in 1704 prioes, in 1701 prices
£ M £

1708« 2 9.0 126

1 Th3=47 1029 151
1758=62 179 2029
1778=82 20.3 2,27

4 81 2e1 5 J-l-607 3-51!-

Sources: See Table 4

This table shows that in absolute terms the wars of the 1Bth sentury
imposed an ineressing burden on the population and the economy =nd that the wars
agalnst Tranoe frow 1753-1815 wers far more costly than any previous war,

Cf course the absolute figureas are not =3 illuminating os comparisons of
the share of total ocutput appropriated by the State over time. Although national
ageounts are not available, if we utilise Deane and Cole's index of real output
for the 18th century, it is possible to give & rough indication of ghanges in
the share of national incoms appropriated by the State between 4700 and 1810,



Table 3. Changes in the Share of National Qutput Appropriated by the State

1700 to 1810 .
1 2
Years ciros Index of Real Index of Revenue Index of Share of
Output in Constant 1704 Ouiput Appropriated
Prioces by the State (2:1)
1700 4100 100 100
1710 108 250 232
172G 108 186 172
1730 110 167 152
1740 115 178 155
1750 125 275 220
1760 147 457 339
1770 14l 248 172
1780 167 564 338
1750 190 389 205
1800 25 756 301
1810 306 1033 338

Notea and Sources:

The index for changes in real output is from Desne and Cole, Britisk Economio
Growth, p.78. The change beiween 180U and 1810 is based on their national
produoct estimates - see p.282,

levenue at constant prices is from Table 1.

In relative terne the index suggests that the share of nationel income
appropriated by the State rose rapidly in periods of war and fell again in peace
time, but never to the previous level, Vurs in the first half of the century
(1703~13 and 1740-48) absorbed a far smaller proportion ¢f the nation's resources
than wars thereafter. MNevertheless, the shars of national output absorbed by
the 7 Years War, the .merican War of Independence znd the ievolutionery and
Napoleonio Wars appears to have recained roughly oonstent,



This thesis is a Btudy and an appraisal of the methods employed by the
Government to finance the Revolutionary and Napolsonic Wars., I also propose
to treat the financiel years 1793=1615 as a continuous spsn of wax Pinance
despite the Peace of Amiens and the short interval of peace betwsen the Treaty
of Paris and the battle of Vaterloo, Strietly speaking, the period of war
finange persisted into the 1820's because the problems of taxation and debt
pensgement whioh had emsrged as a result of the confliot with Franoe econtinusd to
exercise the Treasury for several yeers after Viaterloo, koreover, it is
diffioult to select z date when the military esteblishment reverted to its
normal peace time level againi Perhaps, however, the attempt to distinguish
war from peace finatjcs is relevant only for caloulations of the Xotal cost of the
wars ageinst Fz_‘anm."__ But my central intereat is the methods used and the
problemsa encountersd by the Governmment in its endeavours to obtain finence for
the prosecution of the war. For this purpose 1793 and 1815 are the relrant
terminal dates and the ysars immediately after VWaterloo might be regarded aa
& period of the reversion and reconstruction of the British finanoial system to
a peace establishment.z

Throughout the thesis the geographical reference for publioc incoms wiil
be Great Britain and not the United Kingdom of Britain and Irelend, elthough
legally both sountries were united in 4804. Britein is the relevant area for
this study because the British Government raised most of the finanoce required to
prosscute the war in Britain from British oitissns, Moreover, for 16 years
after the Aot of Union tha finaneial systems of both sountries remained separate
and the edministration in Dublin retained responsibility for the collsotion and
expenditure of revenus in Irelsnd. Under the articles of the Act of Union defence
and several other minor items of publio expenditure became a joint concerm and
the agreemsnt fixed Ireland's contribution to their Pinanos at twe seventsenths
but in practice the Dublin adminietration began to transfer noney into the
British Excl‘zequer in 1811, Even then the sums passad over fell below the
stipulated proportion and amounted in total to about £9 million between 1814 =1 5.3

1. On this see Chisholw Rapt., 1868=-69, Appdxei3, P.1191 and Lowe, The Present
State of Lngland, 1822, pp.22-25, 35-36 and Appdx. Che2.

2, Acworth, Financial Reoconstruction, 1815-22,

3+ CHsholm Rept., 1868-69’ Appdx;5e



But from 1797 to 1c15 the Treasury transferred £64 million raised in
Britein to the Irish administration largely to assist in the build up of the
military forces in Irelend.’ About 44% of the womey borrowed by the Government
on the london capital market between 1793 and 1815 was later tranaferred to
Dublin and the Irish Government assumed responsitility for the intersst end
sinking fund payments.2 It eppears logical, however, to define all money
borrowed by the British Government as the publio revenue of Great Britain,
regardless of where and by whom the money wes subsequently spsnt., There sesens
to be no easential difference betwsen the transfer of British revenus to Ireland
and ita remittance as loans and subsidies to allied powers in Rurope to assist
in their military endeavours against France, For a study of publio finanoe
during the period 1733-1815 Irelend can conveniently and logically be regardsd
as a foreign country.

Publio or Govermmsnt revenue in the late 18th century can neither be
easliy defined nor measured, Finance ascounts presenisd smnuslly to Parliament
during the period are s confusing mixture of net and gross revenve and are not
made up with refersnce to a consistent seriss of finaneial yem.-s.3 Historiuna
of public finance normally utilise Chisholm's massive repat on publioc inocome
and expenditure from 1688 to 1868 based upon originel Tressury and BExchequer
records. This work has the great merit of stating clearly what is inocluded in
the annual acoounts and of employing a consistent definition of public revenue
throughout the study. For comparisons of broad trends over long periods of time
it is an invalusble document, but as &n acourate measure of the public revenue
for particular finanecial yeara or a short span of years Chisholm's acoounts
are open to serlious ob:]aotions."'

Chisholm defined public revenus as "receipts at the Exchequer", but
recognised thet a small but significant provortion of the Government's ineome
never entered the Exchequer but wes spent by the depariments which collected it.
All departments responsible for the zsseasment of taxes paild their mansgement
charges from the taxes collected before remitting the balance to Londom, In
addition Parliament had devolved onto the Revenue departments responsibility for

1e Aoccounts and Papers, 1822, p.138. I caloulated the "oash equivelent® of losns
set out in the sbove acoount - see 1 12-13.

2e¢ Chisholm Rept., 1868-69’ AppdxeSe

5. 1Ibid, Appdx.13; Binney, British Public Pinance, Appdx.V and Ainnual Finsnoce
Aceounts, 1801~1815 4in Parly.Papers.

4+ I ussd Chisholm's figures for the construoction of Table 4,



the payment of a variety of publioc services, which they met direotly from the
taxes they collscted. For example, the Board of Customs disbursed bounties or
subsldies to producers of corn, silk, gunpowder, sail cloth, linen, cordage,
fish and refined sugar. From the revenues under its jurisdiction the Board of
Taxes paid pert of the costs for the militia, the Army reserve and recruitment
for the armed servioces. It also transferred subsidies to selected industries
and towards the maintenance of civil Government in Sootland.1

Apart from the disbursemsnts of departments responsible for the
collection of revenue, the military services finsnoed o small part of their
expenditure from the sale of redundent stores and eguipment. More important,
they financad, also wihauireference o the Exchequer, a far larger share of
their activities through short term borrowing, If the services found thamselves
without the necessary finasnce to meet ocurrent needs their aceountants obtainead
goods and ssrvices on credit by issuing bills of exchange drawn on the
Treasursrs of the Navy, Army or Grdnance. As funds became aveilable from the
Exchaquer their debts were redeemed but over any given finsncial year or spa:i
of years if, for reasons discussed below, the Exshequer did not make sufficient
funds available to meet all the current expenditure incurred by the services,
they reised their own PinancesZ

In Chisholm's -sport the accounts up to 1801 omit from total revenue
disbursements by tex departments end short term borrowing by the military
services, ifter that date the accounts include the former but not the latter.3
0f course over time the debtas of the Army, Navy and Urdnance were redsemad by
funds issued to them from the Exchequsr, but in the short run the totals of
ravenue desoribed by Chisholm as "gross" omit this source of public financea

Far mores serious objeotions to the use of the acoounts prepared by
Chigholm as a record of public revenus can be found in his treatment of income
from borrowing. 4B ilizebeth Schumpetsr noticed, to measure the income derived
by the State from borrowing it is neoessery to deduct from the gross sums
borrowed repsynents made by the Treasury to its oreditors. Lnfortunately she
failed to observe that the figures included by Chishoim under the headings of

1. Btate of Lavigation Revenus and Comuerce of Great Britain, Customs 47/16-30,
1758=1808.

20 See pp-l-l-z—llbo

je Chisholm Rﬁpto’ 186&69, EPe



"Total Raised by the Creation of Funded and Unfunded Debt" end on the other
side, "Total Applied to the Reduotion of Debt" do not constitute a complete or
unambiguous record of gross income from loans or of expenditure for the
redemption of publio debt.1 Chigholm omitted the borrowing operstions of the
military services and redemption of debt raiseC by the British Government for
the Irish sdministration. !Nore seriously his scoounte confuse trensactions
designed to obtain oash for the Jovernment with operations for the renewsl of
loans and the conversion of short term into long term forms of publio debt.

He failed to understand that transaotions whkich simply eltered the structure of
es80%s which composed the National Debt did not provide the State with revenus
end should be distinguished from the borrowing amnd repeyment of 1oans.2

If we define publie revenue as the net transfer of oash to the central
Govezrnment and its sgencies either in the form of the gross amount collectéd as
taxes, the net amount received from loans; as the met incoms from goods mnd
serviess sold by the Staste and other miscellaneous items of revenue, then neither
the Pinaneoe Accounts published at the time nor Chisholm'a far superior but
nevertheless defective presentation, provide an accurats or unambiguous
statement of public revenue of Great Britain for the period 1793 to 1815, I
preferred, therefore, to build up my ewn pieturs from original sourees and to
present the resulis in the following table, which is nlso designed to reveal
that part of the total revenue which can be defined as war finance,

Bef'ore commenting in general terms upon the figures themeelves, it is
necessary o define in some detail the concepts empioyed in their presentation,
Columm 4, "Total Texes Colleoted”, includes all texes ecollectad over the
financial year ended 5 Jinuary by all departments of State responsible for
their assessment minus disocunts, overcharges and drawbacks repaid to the
private sector; Overcharges are self-gxplargtory; discounts weres pueid for the
prompt payment of tax obligations and drawbacks consist of the repayments made
by the Revenus departments of the entire or a part of the taxes levied upom
cormoditias subsequently exported. Drawbacks were repaid at the point of export
and were sometimes allowed on the taxed raw materisls used in the manufasture of
commodities s0id overssas. liy totzl includes expenditures made by the revenue

1. Schumpeter, 'English Prioes and Public Finence®, PPe27=29.

2, (Chisholm Hept., 1868-69, annusl sssounts under the headings of "Potal Raised
by the Creation of Funded and Unfunded Debt" and "Total Applied to the
Reduotion of Debt."
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departments for their nansgement charges, subsidies to producers, payments to
the militic and the Seotiish administration etc, listed above, Yy source for
the figures for 1708-1:08 can be found among the records of the Customs
Departnent entitled o "General sbstract of the ustate of | uvigation, Hevenue
and Commerce of Lreat Britain.” Apparently the purpose of this abstraot was
"to present to the Government at one view the gross sum collected from the
subject and various deductions therefrom until the net produce is psid into the
Exohequar.“1 Prom 180515 similar acocounts can be found in Parlienentary
P&pera.a

Golumn 2, "Peage Taxes" is the annuel avaruge of taxes collseted by the
State over the period 17c¢cB~%92. Column 3, "War Taxes” is the dif'ference between
columns 1 and 2, I define as “Var Tuxes" taxed employed to financa the -
additional expenditure ineurred as s result of war and not wet from loams or
other sources of finance. The definition rests upon the not impleusible
assumption that, in the sbsence of war, public expenditure would have remained
constant between 1 73 and 1815.3 Thus inorements to tax revenue colleoted
after 1793 provided the finance required to meet additional military expenditure,
interest on money borrowed to pay for the war, increments to civil expenditure
whick inevitasbly rose in wartime and any extra expenditure in money terms which
erose &8 & result of the wartime inflation.

Column 4, "Gther Revenus® is an aggregation of the following iteums,
interest on loans mads by the British Government to the administration of Ireland,
the private sector and other Governments, nst profits from the postal service
and the State lettery. These three items contributed ths bulk of revenue listed
under this heeding but the Pollowing minor sources of revemue are also inaluded:
first fruits and tenths, hereditsry revenues, imprest money repaid, exchequer
fees, consoience money, voluntary contributions, sales of public goods apd
property, incoms frowm Crown lands, seirures, fines und sales of war prizea."'
Since taxation and borrowing togather provided most of the finance rejyuired for
the wer I propose to ignore all other sources of revenue. Further desoriptions of
the items referred to above can be found in Chisholm's atudy of thse public accounts,

1a Gustoms 17/15=30,

2, Acoounta of hevenue, 1814-15, ppe12% snd 127 and 1816, pp.5~42. Thase figures
are innual FPinsnoes Accounts and link up with the memusoript source in footnoted,

5« GSee Cttees, on Public Income end Expenditure, 1766 and 179,

le Customs 17/10=30 and Chisholnm lept., 1868=6y, Dp.905~595,
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The pext seven columns all refer to revenue derived from borrowing.
Tronsactions between the State and the private sector for loans are described
in deteil in Chapter 2 and here only brief definitions will be set ocut.
Basically I heve attempted to simplify a complicated renge of transactions
which involve two distinet types of borrowing, thre repeyment or redemption of
debt end conversion of one kind of public debt into another,

During the war years the Government borrowed money in two distinct ways,
called at the time funded snd unfunded borrowing, Punded borrowing (the gross
emount raised is tabulated in column 5) inwolved the transfer of funds from
the private sector to the State in exchange for peper securitiss or promises
by ihe Goverrment to pay its creditors an annual sur in perpetuity. Under the
terms of the contract with its oreditors the State entered into mo obligation to
repay the principal of the loan but simply promised to pay interest until such
time as it opted to redeem the debt. Unfunded borrowing (the net amount is
tabulated in column 10) also involved loans from private citizens to Government
but in this oase the State contracted to pay not only interest but to repay
the prineipal of the loan after an sgreed and usually short period of time.

Unfundsd borrowing condusted through the exchangs of cash for publio
securities called bills oan also be distinguished from funded borrowing in
terms of the functions it performed within the 41B8th ocentury system of finance.
Fundsd borrowing was used principally in wartime to provide finanoe for the
increased militery expenditure, On the other hand Chaneellors used bill
finanos as an expedient to provide the Treasury with funds whenver some regular
forme of finange from loans and taxes were not available to meet day to day
expenditures; The Exchequer might be short of funds aither because the
Chanosllor had not provided fully for all expenditure ower the finaneial ¥ysar
in his budget statement or beceuse receipiz from taxes and loana legged behind
expenditure. But the Chancellor of the Exchequer also employed unfundad
borrowing to antioipate inocom= from loans and taxes sxpected to 2coruve to the
Government outside any given financial year., In this case they opted to use
bill finance in order to obtain current revenus.

Mot only did the Governmant borrow money, it also repaid loans or redeemed

4« Borrowing is dealt with in deatail in Ch.2.



debt, Revenue from borrowing should, therefore, be defined as the smount
borrowed less the sum repaid, Although the State entersd into no ocbligation to
repay the principal of loans issued on the security of perpetusl annuities it
oould, however, opt to redeem them and throughout the war period Commiasioners
for the Sinking Fund redsemed funded debt th—ough the purchase of perpetusl
annuities in the capitel market., Column & "Sinking Fund Payments" is a record
of tho smount spent by the Government in order to repay funded debt, and column
7 (the difference between columns 5 and 6) ™Net Punded Borrowing® is the
contribution made by this form of borrowing to public revenus,

¥y figures of the zross sum borrowsd (cclumn 5) tabulated with reference
to partiocular years are not quite a record of the cash transferred from the
private seotor to the Government within the year, Ucoasionally payments om
lozns commenved before the beginning of the year or continued after its close.
For example, in 1813 Vansittart raised 2 loan to finance expenditure for 1844
snd the eontract provided for payments to be wade ovsr the period Noverber, {813
to April, 1844 and the contract for the loan for the year 1815 provided for
payments over the period June, 185 to Naroh, 184 6.2 Payments on most ioans
negotiated between 1793 and 1815 ware usuelly completed before the end of
Janvary after the years in which they were negotiated. Expenditures by the
Commissioners for the Sinking Fund (column 6) relztad to & Pinencial year which
ended on 4 February.s I oropose, however, to refer the figures of revenue
eollected and repayments on loens to the tax year, namely the year ended 5
J snuary annually."'

Income received at the Excheguer from loans invariably fell short of the
original amount specified in the contract betwsen the Treasury and loan
sontractors because subscribers were allowed disoounts for prompt peyment on
their instalments. Some subscribers defaulied snd tha Bank deducted charges for
its services in the administration of loems., For exsmple, the contiraect for the
loan of February, 1794 mentions a aum of £44 milldor but eventually the
Exohequer received £10,806,6 .5

1+ On the Sinking Fund see pp,63-64 and 229-230,

2: Ferly.Debs., v01,27, pp.126-127 and Commons Jnl, s Y0170, pa396.

3. GSinking Pund Accounts in Commons Jrl., vols 65, P«656 and Acoounts and Papers,
1 890"91 2 P0590

4o, This is the year used in Customs - 17/10~30,

5. Bank Yinutes, 3,2,Y4, and Commcns Jnl., vol.4%, p,136. Ly sources for loan
contrects included Acts of Parliament, Ways and Means Resolutions in Commons
Journals, Bank Minutes and newspapers.
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Furthermore, &lmoat all loan contraots prowided for an interest bonus.
Thet is interest on loans to the State often commended well before subsoribers
transferred cash into the Bank of Englend., A summary of the oontract for the
loen of £42 million for 1803 will eluoidate the point., On 13 June, 1803 the
Chancellor settled terms with the contractors who agreed to pay the required
sum into the Bank of England in 7 instalments over a period which ram from
17 Juns, 1803 to 23 December, 1803. In return they received £80 in 33 Consols,
interest to commsnce from 5 July, 1803 and £80 3): Reduoced Stock, interest to
commenoe from 5 April, 1803 and a Long Annuity of ﬁ/5.1 It is apparent from
& review 9f the ocontraots that subscribers to the loans negotiated during the
war years normelly received interest prior to their payments to the Gowernment.
Some contraots also allowed them to receive ane or two payments of dividends on
their investuments, free of income tax. To arrive at the "real™ amount of the
loan to the Government I heve deducted the walue of the interest bonus and tax
oonoession allowed under the contract from recsipts from loans. Thus column 5»
"Funded Borrowing" represents loans net of administration sharges, discounts
for prompt payment, interest bonus, tex concessions and default on payments,

My sources for the figures tebulated in columns 5 and 6 sre Accounts and
Pspers presented to Parlisments for payments of losns into the Excohequer,
Resolutions of the Committee of Ways and Meams and Statutes of the Realm snd
Report Book of the Bank of England for details of the interest honus snd other
concessions given in loan ocortraots for the pe:t'ic:cl.2 Aocounts of the
Commissioners for the Sinking Fund cen be found in the Journals of the House of
comona.5

Ideslly to caloulate the met sum raised through the mediup of unfundsd
borrowing, figurss are required of gross reoeipts from ihe issue of bills and
grose repayments of bills, Except for e part {elbeit a major part) of unfunded
borrowing, namely borrowing condueted by the Exechequer, such figures do not
appear to be availsble. -Acoounts of the receipts and pmts for other
departuents of State sueh as the Treasury and the military serviees, who also
borrowsd short term, could not bs treced and I resorted therefore ito sccounts of

1+ Bank Minu‘bes, 1366‘-03.

2e Acocounis and Papers, 1822, pp.131-145; 1813-14, p.107; Kesolutions o2 the
Copmittee of Viays and Leans ere printed in Commons Jnls.

3s Coumons Jnli, vol, 63, P:696 and Accounis end Papers, 1856=91, Pe39.
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the total unfunded debt outstanding, Over emy given financial Yyear the unfunded
debt rose as the State borrowed on the security of bille and fell as it

redsemed or paid off matured bills, Thus the change in the amount of unfunded
debt outstanding between any two dates is the net amount borrowed or repaid over
that period.

Unfortunately complete stetements of the unfunded debt at 5 January, in
each year from 174 to 1816 are also not published. Aoccounts of the unfunded
debt for the years after 1799 when detailed information became availsble in the
Annuel Finanoe Acoounts show that it consisted of bills issued by the Excheguer,
Treasury, Ravy, Ordnance and Barrack Departments and the Pgymaster Genersl of
the Army. Figures of the debt cutatanding in Treasury bills, Barraok
debentures and the bills of the Paymaster (ensral vere, however, not published
until 1739, Nevartheless the absence of thess figures is not serious becauss
they comprised only a very small proportien of the unfunded debt, and it 1is
rossible to estimate a large part of the dabt of the Treasury by ineluding
figures of the amount of Treesury bills held at the Bank of Brgland, Treasury
bills were oeshable at the Bank and it is Jikely that the majority issued for
eny financial year found their way into its portfolio,’

Another problem with the stetistios of unfundsd debt is that departments
struck balances in their acocounts at different times of the year = the
Exchequer, Army and Ordnsnoe at 5, January, the Navy at 31 December and the
Bank of England acvounts of Treasury Bills at 25 ¥ebruary. But the dates are
sufficiently elose %o make it possible to aggregates the debts of individual
departments without seriously distorting the acouracy of the *l.'crl:al.2

Ons final complisation with unfunded borrowing is that for 41 of the 23
yeers of war the Treasury converted matured bdills direotly into perpetual
annuities, through transactions referred to at the time es funding operations.
As the short term loans to the Govermment fell dus for repayment the Chancslloxr
could either redesm the bills with funds aoquired from loans or texes, he could
bersuade crsditors to renew their loans for a further period of time or he
could induce eredistors to exchange their bills for perpetual snnuities. Only
the first trenssotion involves a fiow of funds batween the publiec and private

1. see P. ’+8-
2s See Tazble 160
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sectors, The remewal of loans or the conversion of unfunded inte funded debt
are not, striotly apesking, operations which are concernmed to raise reirenue,
since they do not provide the State with finenocs for current uxpmditu'a.1
But funding operations do complicate the task of oaloulating the amount of
reveme raised through unfunded borrowing over the year. Between any two
dates the amount of unfunded debt outstanding might deoline not because the
Treasury had redsemed short term dsbt, but because it had converted biils into
perpetual annuities, With funded borrowing the Treasury became involved in
two transactions, loans or repayments of losns, With unfunded borrowing it
conduoted four kinds of operations - borrowing, repayment, renewal and ecnversiom
of debt. Only if the amount of outstanding bills converted into fundsd debt
over the finencial year are added back to the totsl of unfunded debt outstanding
at the close of the year will it be possibls to determine the smount of revenus
raigsed through the medium of unfunded borrowing.

Perhaps if this point is presented algebraically it oan be olarifiad
further,

Let x = unfunded debt cutatanding at 5 Jumuary in Yyear n,

Let y = unfunded debt outstanding at 5 January in year n +1

Let a = gross amount borrowed on bills over the year n ton + 1

Ist b = gross amount of bills redeemed in eash over the year

Let ¢ = the amount of unfunded debt converted into fundsd debt ovar the
year,

In the absence of converaion operations the oconiribution mads by unfunded
borrowing to the rinanece of public expenditure would ve:
¥Y=-x = a~-b
Vith oonversion operations the oontribution ist
Yy+oex=a~h
Fortunately the value of bills oonverted into funded deb+t has been
recorded in acoounts presented to Parlisment {columm 8 "Bills Fundad").z From
time to time when the Treasury attempted but feiled to persuads its oreditors to
exchange bills for perpetuel annuities it was compelled to rsise & loan in order

ie For a full discussion of funding operations see PP+
2, Accounts and Fspers, 1822, pp.131=137. Details of the funding operations
can be found in Commens Jnls. and Report Bock of the Bank of England,
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to redeem matured short term debt., 1 have treated loans raised for the sols
purpose of repaying unfunded (as the Treasury did at the time) as equivalent to
conversion opsrations and included the figures in column 8.' Ko problem of
time reference arises with funding operations because bills were converted into
funded debt on specifio dates within a given finsnoisl year. Given figures for
bills funded and the somewhat imperfeoct accounts of the total unfunded debt
outatanding at or sbout 5 January in each yesr, I have calculated total unfunded
borrowing over the years 1793 to 18 5.2 Negative figures imply that total
repayments of unfunded debt excesded total receipts from the issue of new bills.
Column 42 “Total Revenue” is the sum of all revemue colleoted over the
year, namely the szgregation of columms 1, 4 and 14, Colummn "Totel Losns® is
the receipts from net funded and net unfunded borrowing, "Potal Yar Revenue®
tabulated in column 13 is the total additional revemus raised as a consequence
of the wars against Franoe, It includes “War Taxes" already defined plus
"Total Loans"s In peace time the Governwent normally finansed expenditure
with tax revenue., The publie scocunts for the $8th century show that loans
mads little oontribution to public revemus in times of pease. (0f oourse borrowing
oocurzred, particularly unfundsd borrewing, but normally gross reoceipts were
exceeded by the amount of debt redeemed, and, in general, additions to the
National Debt ceme in wartime. I bave, therefore, definsd receipts from loans
as war t‘.‘..lmnoe.:5
Given the definitions of the column hesdings and the limitations of the
figures set out in Table 4 we oen now comment in general terms upon the soursces of
revenus reised to finanoe the wars against France., 587 of this revenue oame from
taxation. On other definitions of "Far Revemue" this proportion tends to exaggerats
the contribution of taxes., If, for example, “War Zevenue” is redefined as
revenue collected to finanos real expenditures which arose as a result of the
confliot with France, the contribution of taxes collsoted to meet the intexest
cn loans raised to pay for the wer should be exoludsd, It is certainly
instructive to Juxtapose interest payments made by the State with the sums 1t
reised in loans and taxes to finencs the war,

1e loans specifically to redeem bills were raised in 1796, 1801, 1B14, 1812 and
1815 The figures in column 8 are also net of disaounts for proppt payment
and interest bomus given to bill holders,

2. Bee Tabls 6.

3+ See Acoounts of the National Debt, 1857=58, pp.235~243,
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Teble 5. Interest Payments on the National Debt and War Finance, 1793=1815

Year Total Interest Intereat on Debt Total Total Var
Payments £m, Inourred 1793-1815 Borrowed Taxes
£Me £m, £me

to 10 Ootober

1793 Ye0 0.8 6.7 12
1794 9.7 0.5 1244 0.3
1795 10,2 1.0 22,8 241
1796 1104 1.9 32.5 3.0
1797 13.2 a0 28,3 5.0
1798 171 79 153 10,5
1799 17.7 8.5 19.7 1545
to 5 January

1800 343 140 L L

1804 16.4 T2 23.5 14e3
1802 172 8.0 22,6 16,2
1803 19.4 8.2 1340 174
1804 18.7 10.5 10.6 174
1805 19.5 10.3 14.8 257
1806 21,0 118 177 30.7
1807 21.7 12.5 11.0 34,2
1808 22,5 133 1142 35943
1809 22,0 12.8 12,5 43.1
1840 231 -~ 13.9 4446 biye 2
1811 235 1he3 9.8 k7.4
1812 23.6 1oy 14.8 4545
1813 25.2 16,0 2244 439
1814 26,0 17.8 30,3 L7.4
1815 28,3 1941 395 5001
1816 314 2149 18.6 521
Total : 4515 236.0 421.3 606, 9

Notes and Sources: Interest on Debt Incurred 1795=1815 is the inorement to the
Government‘s interest bill after 1792. The intereat bill includes intersst paid
on the funded and unfunded debt and annuity payments, The figures are issuea
from the Exchequer recordsd in Chisholm Rept., 1868«69., Total Borrowed and
Total War Taxes are colunns 14 a&nd 3 from Table .
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Teble 5 shows some £236 million of additional tax revenus oollected
between 41793 and 1815 went to pay interest on the National Debt acoumulated aa
& oonsequence of the war, Thus on the alternative definition it would be the
case that omly 47 of "War Revenue" came from taxation, The taeble also shows
that the total interest payments on the National Debt between 1793 and 1815
excesded the amount borrowsd by £30 million, Even the interest paid on loans
raised to finance the war amounted to 565 of the sum borrowed. Comparisons of
this kind are, however, relevent to ths measuremsnt of the volume of real
resources transferred from the private seotor to the State, but my centwral
oonoern is with the Government's problem of raising revenus to cover all
increments to expenditure between 1793 and 1815, including additions tc the
intersst bill, and my definition of “Wer Revenue" is relevant to this concern,

Another general cbservation concerns the amounts reised by fundsd and
unfunded borrowing respectively. A comparisons of columms 7, 10 and 414
indicetes that the latier contributed 35% of the money borrowed throughout the
war period. If, however, unfundsd borrowing is regarded {as it was at the
tims) not as an independent technique for obtaining revemue, but as a temporary
expedient to meet the needs of the Bxchequer until sueh time as the Trsasury
oonverted bills issued to obtain the necesasary funds into perpetual annuities,
the contribution to War Revenues as measured by the sggregate amount raised by
unfunded borrowing oonsiderably overstsates its signifiocsnoe,

If the contributiom of funded borrowing is taken to inolude loans and
biils funded (oolumn 9 in Table 4) ther the oontribution of unfunded borrowing
to the finanoe of war ahrinks to a mers 9% of the total sum borrowed. But in
the short run unfunded borrowing did provids revenue. ¥Xor partiouler years,
namely 1793, 1796, 1803 and 1808=12 it provided the Government with more
revenue then fundsd borrowing. Only if the finance of the Prench Wars is
looked at in aggregate terms is 1t ocorreoct to conolude that the revenus
required came baasisally from twoe sources: taxes and loans.

The Deoisiona

Compared with the finance of other wars in the 18th century the
outstanding featurs of the wars against France is the far greater proportion of
revenus from texes,
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Pable 6. War Finanos, 1700=1815

Years of War Tex Revenue as & Proportion of
Total Revenus Raised to Finance the War,

1702-13 26%
1739-48 245
1756=63 20%
1775=83 1%
1793-1815 58%

Notes and Sources: I defined "Revenue Raised to Finance War® in the manner
elresady outlined for Teble 4. The actual dates of wars were: May, 41702 to
harch, 1743, October, 1739 to Ootober, 1748, May, 4756 to February, {763,
June, 1775 to September, 1783 ani February, 1793 to November, 1845 « ingluding
the Peacs of Aniens,

Previous wara in the 18th century had been financed largely through
the medium of funded borrowing and taxes hed been imposed in wartime only
suffiolent to meet additional intereast payments on the National Debt, Until
the end of the ocentury texes had not been employed as a medium of war finsnoe.
Furthermors, the figures inoludsd in Table 4 will show that the departure
from traditionel polioy did not come until 1798, the sixth year of the war,
From 1793=97 only 10,45 of the additional finsnce required came from taxes but
in 1798 the proportion rose to 40,6% and throughout the years after the Peace
of Amiens revenus from taxes persistently exceeded the Government's inoome
from losns,' _ |

Why Pitt and his sucoessors at the Tressury choss to depart from
traditional polioy cannot be answered affirmatively without records of Cabinet
pinutes, but the attitude of Kinisters and Parliament to the National Debt forms
the background to any undsrstanding of their willingness to employ taxes to
finanos war expenditurs. During the American War of Independenocs, the National
Debt inoreased from a nominal capital of £130 million to £243 nillion and the
interest charge from £4e8 million to £9.5 millicm? After the wer, in &

4. See Table ‘I-O
2. Hargreaves, National Debt, p.2%4.
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climate of uneass about the size of the debt and the eountry's ospaoity to
bear ths taxes involved in its further acoumulation, Pitt revived the Sinking
Fund as & regular part of public finange and plased the debt under & regular
course of redemption., His Sinking Fund plan received general acclampation and
allayed fears about the burden of interest payments and the magnitude of the
debt itself. Vhen war commenced sgain in the spring of 1793, Pitt decided to
persist with the Sinking Fund, a polioy which again received widespread support
in Parliament and among the middle ard upper 6188308.1

From even a oursory reading of the pamphlst literature and Parliamentery
discussion on the Sinking Fund in the late 18th century, it is obvious that most
men who wers at all articulate sbout the question of publiec finanoce, ineluding
_Ministers of the Crown, shared a strong antipathy to the ocontinued asccumulation
of the National Debt than either their predecessors or successors in the
Vietorian ase.a With the re-comencement of war the debt began to accumulate
at a more repid rate than sver before. Between 1793 and 1798 its nominsl
oapital rose by 76% and the interest bill almost aonbled."‘ Interest rates on
publioc seourities moved upward very sharply and in this situation prediotions
of national bankruptoy snd the imminent ocllapse of the finanoisl gystem
appeared in pamphleta, nswspapers and spesches in the House of comons.‘"
prophets of woe attacked the Government for heving embarked upon a war whioh
had brought the country close to the "brink of :l'ul.n".5

In part the attasks on financial mismanagement were attacks on the war
itaelf, nevertheless Pitt and his Cabinet, who before 1793 had placed suoh
emphasis on restraining the acoumulation of the National Debt were wvulnerabls
to oritinism of this kind. Kinisters were alsc not uneconocermed in case the
very high level of publio borrowing, which characterised the early ysars of
the war, did undermine confidenes in public ssourities and bring ebout the
ocollapse of the finanocial system, as Tom Paine and other Radicals predicted,
¥oreaver, from the summer of 1795 until the Suspension of Specie Payments in
February, 1797, the Treasury lost the traditional support of the Bank of

These

1. 380 P. 250.

2, Hergreaves, National Debt, chs. 5 and 6 and see pp. 63-64, 221, 235 and 236,

3+ Acoounts of the Nationel Debt, 1857-58, pp.2h1=43 and see Table 5.

4. See Table 19 and p.222,

5 Bee fooitnotes 1 and 2, p. and Anon, 'The Political Salvetion of G,B.?,
Ps M; Lauderdale, 'A Letter', {798, p.2. and Morgan, 'Facts', 1796, ppe3=9.
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England for its borrowing operations. As the Bank oontracted llgbilities in
order to protect its gold reserve the Govermment foumd it not only more
expensive but inereasingly difficult to raise funds on the London money market,
The Bank's deflationary policy aleo aroused the hostility of the mercantils
community, whose support for the war Pitt emxiously hoped to retaing’

Alreedy in the sutumn of 4796 Pitt consulted Sinclair, Pulteney and
Henry Thornton sbout the posaibility of raising more supplies within the year
through 'baa.::es.2 4t the end of the year, faced by the prospeot of an early
French invasion with an extremely tight gituation in the capital mevrket and
pressure from the Directors to restrain Government demands on the Bank of
BEngland, the Chsncellor resorted to the desperate expedient of a Loyalty Loan
- & loan by open subscription which he hoped would provids the administration
with sufficient funds to mset the French thieat at & lowsr rets of interest than
the Government ocould then hope to obtain through the normal chennels of the
capitel market;3 In Pebruary, 1797 in oxder to avoid the collapse of the
Bank of England, the Privy Council relieved the Bemk of ths cbligation to
redeen its note in speele. A€ the subsequent inquiry the Directors mede it
¢lear that the poeslbility of the Bank's fallure to meet ites 1labilities had
arisen through heavy demands mede upon 1t by the Govemment.l" Since specie
paymerts had been initlally suspended as a temporary expedient to avert
financisl chaos in the money market, Ministers realised that the demands of the
stats for funde would have to be modified in order to bring sbout a more
sequre ratio between gold and lisbilities at the Bank of Englend and to place
the Bank in a situation where it could increase credit to the private sector.5

But in April, 1797, the Government found it nescessery t¢ raise s further
loan of £14% million at & rate of 6,3% the highest rate paid for funds
certainly singe 1756 amd e rate never exceeded in the 19th oenhny;s Pitt's
advisers warned him that further loams might push the rate on comsols sbove 8%
end by the end of the war, convineed that the war would be protrected beyond
ell his earlier expeatations, he convinosd the Cabinst that a far greater

1s Ses pps 86-87, 110, 111, 125, 134y 135, 176 and 205=206,
2.Pitt Papers, vol. 178 =~ dd. 20,9,96, and 183, « dd. 14:9:96,

3+ See ppai128-29,

4 See pp. 136 end 202~206,

S5« BSee pp. 135+137.

6. Commons Jnl., vol,52, p;512., For the yleld on Cemscls in the 18th eentury
see Ashton, Bocnompie Fluctuations, p«187 and for the 15th century, Hitchell,
Abstract of Historieal Statistios, p.455.



proportion of the finance for war had to coms from taxsse As Loxd Liverpool
later admitted to Husklsson, the change was not a matter of shoioe but of
mcéssit:y.a

Yot the Government still faced the problem of whioh taxes to employ and
how to convince Farlisment and public opinion that a redical departure from
traditicnel policy was recuired. FPitt apparently oontemplated an inoome tax
but his advisors oonvinced him it would not be acoeptable end in the autumm
of 1738 he introduced a modified form of direct taxation, based upon the
expenditure patterns of the more affluent olasses ~ the Triple Annesmnt.’
Hie speaches to the House and those im support of the Government stressed the
ocntinued danger of direct French aggresaion on the oocuntry, the vexry high cost
of loans end the desirability of plaging some limit to the rise in the Natiomal
Baht.l" 4p the Chancellor told the Commons, "Some medium, may, however, be
fcundtodrawnwohadventmfrmthafmdingayetemaaituﬁt.
consistently with due regard for posterity and at the same tims obviate the
evils with which its excess would be at‘hmﬁd."s Pitt knew that a reduction
in borrowing by tre Treasury would reduce the supply, stimulate competition
end raise the price of public seourities in the capitel market.

Apart from deriding the Triple Assessment as sn inequitable and
wnworkable instrument of taxation the opposition attempted to meet the argument
that more texstion was required by asserting that the burden would baoome
intolerable and self defeating, beosuse inoressed taxation would adverasely
affeot the volume of produstion, Pox, Sheridan and Whigs attacked the war
itself, but as it had to continus they preferred losms teo tnxea.‘s Their
arguments found very limited support in Puliamnt.7 But thelr viewe on the
Triple Assessment itself evoked more response end a year later when the
implementation of the tax had shown it to be manifestly inequitadle and
unvorkable, Pitt introduced a full soale inoome tax whioh he prefaced with
the srgument that Parliament had elready conceded the principle of financing
4 large part of war expenditure through taxatien,

1. The memos on this problem are in Pitt Papers, v01.275 - dd.11410,57; v0l.302
dd. Ootcber, 1797; liverpool Papers, vol.38354 « dd, 11,10.97; Dropmore
Papars, vol.3, p.382 and Windham Papers, vol,37877, pp.2U5 and 268.

2. Huskisson Papers, vol.38737 - Liverpool, dd.89.12,06,

J« Pitt Papers, vol,302 ~ memo dd, Ootobexr, 1797.

be Parly.Hist., vol.33, pp.1036,1042,1050-51,4053,105i1067,1109,1136,143%,1192
and 1286; Lowe, Fresent State of England, 1822, p,21 and see Pp. 398 & LO1-402,

5« Parly.Hiat., vol.33, pei0i1.

Olphin, Tisrney, pp.54 smd 69; Auckland's Corrvespondence, vol.l, Pek5;
Leuderdale, 'A Letter om Present Yeasures of Finance', 1798, ppete6,19=22
and 33-37 and Rose, Life of Fitt, vol.1, pe330. Paniwnbas waiieisiita
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With the passage of an income tax through Parlisment in 1799, the
Government found it not only expsdient but possible to raise more supplies
within the year. As Vensittart pointed out in 1809, every Chencellor of the
Exohequer after Pitt followed his poll.i.o;r.1 The precise proportion of loans
to taxes depended, however, on circumstances in partioular years and also no
doubt on the Government's atrength in the Houss of Commona, Historiens have
often commended Pitt for his breakthrough in finanecial polioy and some heve
critioised his tardiness or lack of courage in not introducing the changs mush
earlier.2 Pregumably the basis of this oritique rests on the assumption that

the nationsl interest demanded taxes rather than loans ~ an aassumption it
would be difficult to support at all sconclusively., Yet given Ministera' views
on the MNational Debt at the outbreak of war, it is a little surprising to find
thet war taxes came only after the financiasl orials of 1756=97., To some extent
an explanation csn be found in their mistaken estimate of the duration of war
and their unwillingness to risk oconfliot with Parliament over relatively small
sums of monay.5 Perhaps also the economic crisis of 1793 helped to restrain
them from eny precipitate additions to the tax burden, but weight in any answer
to this question should probaebly be given to the view that it required the
threat of a French invasion and a finsnolal orisis to convinos Ministers and
Parliament of the nesd for far higher levels of taxation in general and a
direot tax on ineoms im partioular. MNembers certainly viewed the aoccumilation
of the National Debt and the mounting interest chargss with more alsrm than
their foresbears but they disliked taxes, especially direot texes Just as
strongly. The crisis of 1796=97 helped to convinge them that the two views
were irreeonoilable,

If the ochoige between loans and taxes rspresented the primsry and most
clear cut deoiaion taken by Chancellors of the Exchaquer in their arrangements
for the finance of additimnal military expenditure, it by no means exhausted
the problems which confronted them year after year, They had still to seleot

7. Granvills, Gorrespondsnce of Granville, volet, p.182.
8. Parly.Hist., vole34s pp.3=k end 98; Sinolsir, History of the Revenue, 1802,
PDe 220=222 snd see pp. L4O02-4C3,

1. Vansittert, 'Substance of a Speech®, 1809, pp.5~8; Huskisson Papera, vol,
38759 - memo on finenece for 1806 and Liverpool Papers, vol.38363 = Vansittert
memo On finunce, ¥ay, 1812 and memo dd. 2012414

2, Hirst and Allen, British Var Budgets, p.4; Massey, A History of England, vol.
& p.262; Bardy, Huskisson, pp.57 and 75; Anirssdes, History of the Bank,
PPe177,183=-84 and 207 and Tayler, Hiatory of Taxation, pe4Se.

3. Nowmarsh, 'On the Loans Raised by Pitt', pp,20-24; Hunt, Politioal History,
Ps347 and Lowe, The Present State of England, 1822, p.2,
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the appropriate mode of borrowing money and to choose betwsen a variety of

taxes. lMoreover, tax inooms could be augmented either by inorsasing the rates
of taxea on incomes, wealth, oommodities and services already taxed or by
extension to the tax base. In the 18th century most innovations to the tax
structure oame in wartime when the demands of the Army and Navy bsceme voracious,
and the French wars were certeinly no oxooptian.

Income oould also be increased through :I.mpronmanta to the adnﬂniatration
of tax revenue, If the departments of Customs, Excise, Stamps and Taxes
responsible for the collection of revemus, becams more effioient their costs
fell and the emount of tax income availsble for other purposes rose. Hore
important sdministretive improvements brought into the net for tax assessment
& greester amount of the oapital, inocoms, goods and services potentislly and
. legelly -lisble for taxation. .The Government's income then rose. Although
administrative reform again of'ten came uader the pressure of wartime necessity
it was a protracted process whioch oould not be régardsd as a teochnigus for
raising revenue within the year.

Borrowing money involved ths Changellor of the Exchequer and his
assistantes at the Treasury in a complicated and wide ranging set of decisions
whioh will only be outlined briefly in this introdueticn. Perbapas a more
spposite deacription of this espeot of 18tk century public Pinance iz dedt
menagement becsuse the Government was both borrowing (debt oreation) and
repeying past loans (debt redemption)e As the amount of debt redeemed
declined the need %o Borrow diminished and viee verss: Thus if, at a partieular
amoment of time, the Govermment could postpons the repayment of loans, the level
of publio borrowing deolined and the deferment of debt redemption might,
therefors, be regarded &s an alternative to borrowing. |

Essentislly the transfer of loans from the private sestor into the
Exchequer involved the Government in four types of transaotion: the issus and
redemption of bonds and the issus sud redemptien of bills, whish encompassed
the management of ths funded and the unfunded debt, If the Government chiained
cash irn exchange for bonds it entered into no agresment to repsy the principal
but simply committed the State to pay intarest on ihe securitiea in perpetuity.
For bills the Government agreed to repay the prineipal and interest withim a
definsd and short period of tiwe, Thus ths Chencellor of the Exchequer had
available two distinot and slternative modes of borrowing meney.
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When it oame to the repayment of debt the possibilitles open to him
increased even further. For bonds the Government under Pitt opted to redeem
debt by purchasing bonds from the capitel market in order to reduce the amount
of funded debt cutatanding, At any time the Government could, however, have
suspended the operations of the Sinking Fund and allowed the funded debt to
increase or remain constant. As bills matured the Govermment ocould repay its
creditors in oash, persuade them to remew the ioan for a further short defined
period of time or it oould fund the bdbills. Funding ocourred when the Treasury
induced bill holders to exchange iheir matured assets for bonds of equivalent
market value. In this ocase the funded debt inoreased as the unfunded debt
declined,

Given that the Government wishad to borrow money as cheaply as posaible
the Treasury sought to manage its debt in order to minimise the overail interest
bill, Since borrowing oonsisted of marketing public seourities to rchieve this
chjeotive the reasury aitempted to sell the kind of assats most acoeptable
to the money market. If the demand for bonds deolined it paid the Chaneellor
1o market bills and vioe versa, If bonds of 5 denomination oould only be
80ld at a lower price than comasola it profited the State to market the 3%
stock, Basically the business of debt management oconsisted of matohing the
supply of publio seourities to the level and composition of demand, It also
inveolved careful timing in order to take advantege of changes in the disposition
of the money market towards public securities, Debt msnagement was the most
camplex task of public finance. '

Finally debt management was intimately related +0 wvariations in the
level and distribution of ithe money supply. If the Government borrowed funds
frop the Bank of Englend ita expsnditures placed reserve ourrenocy into
oireulation which could lead to multiple credit expansion by the baking system.
Az the money supply expsnded the Govermment found it essier and cheaper to
ralse loans. Tho State both affected and was aPfeoted by changes in the
atailsbility of oredit. If, however, the Treasury borrowed directly from the
money market, with a constant supply of loanabls funds, interest rates rose
and credit became divertsd from the privats to the public sector. Governmants
in the 18th century never presumed to menage the momey supply either in their
owa or the national interest, but because changes in the amount and mode of
publio borrowing brought shout changes in the volume and coat of aredit to the
economy 2s a whole, the menagement of ths debt end the money supply cannot
raally be separated., Moreover, during the Frenech Wars the connection became
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more explicit and the Covermment was pushed for the first time into ths
formulation of orude rulss whioh might locsely be referred to as rnona tary
polioy,.

To raise funds for the wars against Franos involved the Government in
choices about taxes, loans and the monsy supply. Its decisions were taken
within the aconstraints set by the rules of conventions of the established
politicel and legal framework for the finsnce of public expsnditure. Under
the pressure of war the rules could be adapted to meet emsrgenociss and Ministers
found it easier to alter the rules to suit the needs of the time, but basically
the system established over centuries remainsd intact. Govermments hsd to
submit their Ways and Mesns proposals to Parliament for fimel epproval, they
continued tc be Lampered in their selaotion of tawes by the setivities of
powerful pressure groups, they still hesitated to offend the views of the age
a8 to the oriteris for equitsble and aconomisally desirable tax structure, To
borrow maney they found it necsssery to solioit funds through the tra2itionsl
channels of the .ondon capital market, In all matters of debtmd memetary
management the Treasury worked closely with the Direotors of a private
corporation = the Bank of England.

During the Frensh Wers ultimate power on metters of finsnes rested
with the Frime Miniater, Often his respongibility became merely neminel and he

delegated the job to his Chencellor of the Exohequer, Between 4793 and 1815
the Government's finanolal affairs were condusted by 5 Chancellors, Williem
Pitt the younger from 1793=1804 and again 180§-06, Henry Addington (Viseount
8idmouth) from 1801<05, Lord Henry Petty for the Miniatry of All Palents,
1606=07, Spencer Perceval, 1807=12 end Nigholas Vansittart (Lard Bexley) from
1812 to the end of the wer, Pitt, Addington and, for a tims, Perceval
combined the offices of Chanoellor and Prime ¥inister but Pstiy, Perceval snd
Vansittart worked in conpert with their respeotive Frime Ministers: Lords
Grenville, Portland and L:lun:ool."

Chancellors of the Exchequer oontrollsd the financial system through
the Treaswry. Constitutionally they operated with the 4 Commissioners who
headed the Treasury and were assisted by two politically appointed Seeretariss,

1e Dictionary of National Biography,.
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who brought a1l matters concerning the revenus to the attention of the
Commissioners and ssw to the implementation of their deelsions.’ Subordinate
to the Treasury cams 4 other Boards of Commissioners responsible for the
aspessment and colleotion of taxea, namely the Boards of Customs, Excise,
Stamps and Tmn.2 These Boards corresponded and cocperated with the Treasury
on all matters pertaining to texes, but they do not appear to have been an
important part of the finanolal administration. Day to day matters and the wider
problems commeoted with the finance of Governpent expenditure dsvolved far more
upon the permanent steffs of the Treesury end other Revenue Departments, the
Chancellor of the Exchequer, the two Secretaries to the Treasury and a numerous
group of unofficial and ad hoo advisers. Minutes of the Boards nowinally
responsible for the oolleotion of the revenus (ineluding the 'reasury) suggest
that Commiasioners did not play an sotive role either in the formmlaiion of
poliey or (with the exception of the Exeise) in the mansgement of their
daoparm»ntn.3 They appesr rather as tribunals 10 whom oivil servants end the
wider publio affeotsd by the implementation of tex law referred ul timately
matters concerning their interests. For example, their minutes sre overwhelmingly
ooncerned with appeals from merchants, manufacturers and the general publio
sgainst the operation of a particular part of fexlegislation = in other words
with case law. Alternatively, personnel problems (appointments, salaries,
promotions snd dismissals) oooupied mmch of the attention of the Comrissioners,
I oould find no evidence in the correspondence between the Bourds of Customs,
Exoise, Stamps and Taxes with the Treasury thet the Commissioners, lezslly

2% the head of these departments, Played eny signifiocant part in the
formulation of po:l.:l.qy.&' In general they appear not to have been oonsulted on
proposals to raise tax rates or to0 introduce new taxes.

The Boards of Revenue did, howsver, frequently pravide the Chanocellor
with statiaties and other information, useful in the formulation of taxation
Policy.” Their legal departwents were often employed 4o formulate tax proposals
ipto the .form of . bills for submission to Parliamnt.‘ It is apparent, for

1+ Bailly, Expose des Finances du Royaume Uni, pp.6 and 9=43 and Pitt Papers,
vol. 251 = Memo on Oxganisation of Treasury,

24 Ibidp PP052'350

3« Treasury Minutes - T.25; Customs ¥inutes ~ Customs/P8; Exeise Minutes = B/47;
Inlend Rev. ~ 818, linutes of the Property Departuent of the Board of Taxes
and 1041/83 Minutes of the Board of Stamps, 1807=13.

4e See Treasury in letters from Customs, Exeise, Stamps and Taxea and Customs
Sexdas 30 and Exoiss Series 48 = gorrespondence with the Treasury, 1793«1815.

5. Pitt Pﬂml. vols, 283, 304 and 502,

6. T 29/101=102; T 25/130/311, 314; T 29/132/Tih; Pitt Pepers, vol.283 = Hums,
dd. 5.2,98. and Exeise 48/27,
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example, that personnel of the Board of Taxss sssisted Pitt to draw up the
country's first inoome taz.1 Furthermore, the Revenus Departaents regularly
mede suggostions to the Treesury on possible amendmants to the tax legislation
they administered, designed to safeguard the revenus from fraud, legal
loppholes or to facilitate the prooess of assessment and ool:l.aotion.?' Finally,
1f new taxes or increases to rates of taxes affeoted the country's commercial
regulations, navigation laws and diplomatie positicn the Treasury usually
referred it for opinion to the Committee for Trade and Pluntat:lm.’ Beyond
these ratters the Boards of Revenus and Trade exercised mo ohvious influence
en the formulation of taxation polioy during the war years, I could find no
trage aither in published or manuscript sourcés of a forumalised prosess of
decision making in the seleotion of texes for the finance of wer,

On all matters conneoted with loans and monstary mattsrs Chansellers
of the Exghesquer oonsultesd the Diregtors of the Bank of Engiand, From the
Directors they received information about the state of demand for particular
types of publie sscurities, and advice as to opportune moments to time loans
end funding operations. Between 179597 this traditional eooperation betwsen
the Bank and the Treasury almost broke down but for most Yyears the Bank
assisted the Chanoellor with the problem of debt mansgement.

Pitt occasionally used other channels of informetion on econditioms in
the ocapital market including London bankers like Henxy Thorntom snd the loan
contraetor , Walter Boyd, while Sir John Sinclair alse plied him with
suggestions on loan polioy in the diffioult years of 1795-97.5

Koy decisicns appear to have been disoussed by a very small group of
politicians and their advisers in persomal contaot with Chancellora of the
Exchequer, Pitt's immediate and oontimuous advisers ineluded George Roase
(secretary to the Treasury from 1793 to 1804 and Vies President of the Board
of Trade during Pitt's second tenurs as Prime Hin:lshr).‘ Lord Auekland
(willian Eden), Charles Jenkinson (lster the first Earl of Liverpool), Willism

1. Pitt Pepers, vols, 279 and 282,

2. TI/725/2707; T1/1306/3057; I/ ToL/3803; TI/723/2332; T1/B68/4372; TI/B9T/348;
T1/75k/3850; TI/836/569; T1/794/4082; and R1/825/2625,

3. Bethurat Popers, ppei47=-148 and TI/755/L4065.

4. See pp. 49-50, 81 and B86-88,

5« Pitt Papers, vol.115 « Boyd; wvol. 178 = SSnclair and vol, 4183 = Thoraton,

6e Pitt Papers, v0l.175 = letters from Rose; Rose Papers, vol 42772 = letters
from Pitt; Dacres Adems Papers, vol.8 memos by Rose on budget of 4802;
Auekland Papers, vol. 34454 - lstters from Rose. )
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huskisson end Sir John Sinoleir also appecr from Pitt's and theiy corre spondencsd
to be emong hils cioseat ad.viaera.1 Pitt's papers are full of schemes for
taxes end advice on finoncs from every oonmoeiveble strats of scoiety, He
appecrs 68 28 man with contacts everywhere end readg to consult those intimetely
affected by his taxation proposals,

Henry Addingten depended heavily on Nicholas Vensittart when he tock

ckerpe of the country's finenoces and Vansittart's expertise came to be

recognised by the Second Lord Liverpool who made hinm Chanocellor in 1812,
Percaval in office from 1808~12 used the menm who had advissd Pltt = Huskiason,
Rose and the merohant J.C, P.tsrx'iexsn.2 Vansittart aleo consulted Rose end
Auskisson and Charles Long (e fermer Secretary to the Trsasury vnder l-":uz'ls).3
Lord Auckland continued to offer advice to the Vinistry of All Talents when
it sssumed office in 1806.1"

in short: a study of stateszen's papers for the period leaves the
impression that at the ocentre of the decision meking process in fineneisl
policy were a smell group of men who hed in most oases served under Pitt at
the Tressury and who oontinued to menage the public finances after his
deathe The numbers of politiciana who were intevested in or who understood
the financial ayster at the end of the 18th century could never have been
larges That 1s probably why the seme fow nemes recur so0 often in the
correspondence conmeoted with war finance from 4793~1815, 5

Degisions relsted to the menogemsnt of the debt or the selection of
taxes; partioularly the latter, did not toke pluce in & politicel vacuum,
The Chencellor's "Ways and Means” hed vltimetely to be subadtted to Farliazent
for approval and his proposals for taxes fragquently aroused opposition from
Pressure groups, occasionally powerful snough to enforse modificatioms,
Mereover,; whenever he offendad the prevailing ideolaogy on questions of texation
his difficulties of transleting proposals into law inoreassd, At the olose
of the 18th contury Yembers of Parliement and the widsr public concerned with
Government poliay adhered strongly to somventionmol sttitudes en principles of

1+ Pitt Papers, vol. 178 « Sinclair letiers and wol, 152 =~ lotters from
Liverpool; Auckland Papers, vole 34455 = Pitt's letters; Sichel, Glenberv.is
Journals, p.2i0 and Fuskisson Papers, vol, 38759/155 - msmo on finencial
poliay, 1806,

2, Gray, Spencar Fercevel, pp. 33, 342~43 and 355,

3¢ Vansittart Papers, vol. 31237 - Hose memo 14214.09; Buskisson Papers, vol,
38737 - Livarpool, éd. 21.12,07 and Liverpool Fapers, vol. 38365/f0l8, 143-
149 and 38366, fols. & and 104,

4+ Drogmore Papers, vol. 3, p.282& vel. 8, pp.455, 457, 460, 472, 47, and 482,

5. Perhaps most agreed with Wilberforce that financial affairs were of a
"low vulgarizing quality" - Holland-Rose, Life of Pitt, p.83.
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of taxation, und even in times of war could not be easily persuaded to
depart from thelr iraditional views,

1t is Jifficult to trace the influence of pressure groups on Farliament
in the forwulstion of poliay. Mo doubt optioms and proposals were sometimes
not tested in publio partly becsuse ths Chancellor and his advissyrs
appreciated the strength of oppoaitim.‘ ¥oreover, Pitt and his successors
st the Tressury also shared the conventions of the age whieh inhidited them
in the cholos of taxes, From past experience the Governments of the any
knew they could expeot strong and organised pressure from the West Indla
merchanie end planters, the East Indin Company and from the cood owners and
their friends in Parlisment sgeinet eny proposals which edversely affected
their respective imtersats. Linisters knaw that a Parliament of landownsrs
rould not readily acqulesos to taxes upon Bgriculture, that the Peity Vendbexrs”
oould be easily organised to defend matters of mutusl concerm and thet
manufacturers had also bezun o make their presence felt within the Nouse of
Commons. Pressure could be exercised through Tarliament itself and also
directly upon Ministere and public deportuents, In o FHouse of Commons where
perty alignwents remained fer more fluid than today, Govermments could not
depend upon steady majorities for V.ays and Yeans propoeals, which gave the
Eouse of Gormons a place in the determination of poliey potentislly far
atronger then it exercised in more recent times,

Yot it cannot be argued thet the debates and activities of the Commons
came sericusly to grips with the range of problems encompassed in paying for
the wer. Few members spsaking either for or against the Government ddsplayed
eny grasp of financial cquestions, The majority appear to be lamentebly
ignorant on a subject which so intimately affected the welfare of tkeir country.

To some extent the failure of Parlisment to critisise oconstructively the
finance of the war osm be blamed upon the complicated format of public
scoounting and finanoisl procsdure sdopted st the time.> But in the esnrly
yoerg of the oonfliet with "remcs Pox snd his friends concentrated their
opposition on the war itself and seldom foumd cscasdon to discuss the conduot
of its financa.s

1« ©See Dropmore Fapers, vol.8; p.457.
2, 8eo Binnay, British Publie Finenoce end Administration,
3 P&‘]ﬂ.histu vola, 30‘32;
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Important and more informative debates took place between 1797~ 799
vhen Pitt persuaded Parliamsnt to acoept the notiom that taxes had to be
imposed to pay for the wars Fox end his group opposed this departure from
traditional policy end campaigned against the introduotion of the incoms tax
which cams 28 its eorcllary.’ For the first end perhaps the last time betwsen
1793 end 1815 Parliament seriously oconfronted the question of how to pay for
the war, ¥For the reat of the period members simply rehearsed cliches sbout
the effects of particuler taxes, Frequently they argued that the tax
proposed would "ruin® the industry or activity affeoted or alternetively that
the Government should refrain from the taxation of groups 1ike the poor, or
farmers, or manufscturera, whom they praised as "the backboms of the nation”;

Alnost invariably the House accepted the Chancellor's, sometimes
dubious, claim that the terms upon which hs borrowed money were the best
‘obtainable, Debt msnagement seldom came wndar discussion adoept when the
Government altered the arrangements for the Sinking Fund - a subjest alouded
in obsgurity end well beyond the comprehension of most mambers of the House.
Debatss on these occasions tended to be dominated by the question as to
vhether or not the proposal under review dsparted from Pitt's original
intentions,® In fact om &l questions comnected with taxes and dsbt
management Fitt and his ideas enjoyed such a profound respeot from the House of
Commons, thet he virtually dominated the condust of war finance, even after
his death,

Several historians of the Napoleonic period, basing their views on
contemporary comment, have attempted to distinguish good fyoem bad Chancellors
of the Exohequer, Pitt is usually praised, Addington end Vensittart dexided,
Petty neglescted and Perceval received sympathetis treatment from his most
recent hiographor.s Apart from the questionsble nature of the sources used
to support judgements of this kind and the problem of locating and weighting
the menifold influences which made up dscisicne in the Fileld of finenoisl
policy, suwh questions cenmot be meaningfully defined until proper oriteris for

1e Aucklend, Correspondsnoe, vol, 4, p.45. The debates are in Parly, Hist,,
vol,33 and Parly, Reg,, Vols,7«9,

2, Perly, Hists, vols.3% 34136 and Parly, Debs.6, §, NI, 24 a~d 3].

3« Gray, Spenver Peroaval, pp.5331-88; Aspinall ed, Abuthnot Correspondente, P.i3s
Pellew, Sidmouth, volei, pe399; Prendergast, The Finanotel Polisy of Pitt,
PPe 13 and 18} Hollend-Rose, Life of Pitt, pp, 266 and 289, Pitt is not,
howsver, without his oritfos = see Hardy, Ruskisson, for a vehement and
quits unsppporteble denunociation of his talents as e Chancellor.
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oghievezent have been esteblished and the nature of the problem fully
understood,

Yy aims in this thesis are to desoribe the oharacter of the British
financial system in the late 18th and early 19th centuriss, to outline the
mathods used to finance the wars against Pranoe from 41793 to 1815 and to
appraise the achisvement, In evaluation I will not, howaver, attampt to separate
more from less coumendable Chancellors of the Exchequer. All the men who
followed Pitt simply implenented his policies, Patty, Perceval, Addington end
Vangittart camnot be desoribed as innovators but proocseded slomg the lines
established by their more famous predecessor at the Treasury. They modified
kere and there, made nistekea or aohisved succese on points of detail, but the
broad questions of loans or taxes, stringent or liberal mometary poliay and
~ the goneral condust of debt management were 1lnid down by Pitt, Uhen Pitt wos
Chanoellor the tax base became broader and more productive, the Bank puspended
specie payments and the Government began to emplay bills to borrew monay for
the finsnge of its snmual expenditure.

Furthermore, my appraisal of policy will mot, in general, be in terms
of e'fects on social welfare or sconomis growth. It would be extremely
diffioult to dscids whether the methods used to finence the war seriously
retarded the country's longer term development. Empirieally, such cuestioms
are probebly unanswersble for remote historical periods and in eny case, given
the need to find money to pay for the war, the quastion would involwe
speculation cbout alternstive taxes or methols of finenmes which may possibly
have had a more fevoursble impaot on the course of ecomemic change or the
velfure of the population.’ Instead my appreisal will begin with the comsteaints
of the finanoial system and the rangs of problems faged bty Elnisters at the
time in reising taxes snd borrowing money. I will be primardly concernsd with
the innovationa introduced into the British asystem of pudlic finsmos and the
manipulation of availsble techniques to provide the Army and Mavy with the
necessary resources to win the war against Franoe.

te Moreover, agy investigation of the impast of the wer upon eocnomic
development would have to take full aceount of the effesta of publie
exponditure a8 well as public revenus, I spent nearly nins monthse working
upan the ledgsrs of the Army, Navy and Ordnames for the period in an attempt
to classify their expenditure into setegoriss meaningful for an analysis of
its possible offects on the eocmomy. The emsroise proved to be fruitiess,
Even if expenditure flows could be clansified an sssessment of their effect
would have to be fitted into a baskground of detalled information on the
seotors concerned, and this information is in most eases also not aveiladle.
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The remainder of the thesis will be divided into two parts. The first
will desoribs, unalyse snd evaluate the Government's mnnagement of borrouing
operations cenducted Letwesn 1793~1815, Since mometary policy and dsbt
menagepant vere no intimstely connected, I hove included s similar analysis
for the mansgemsnt of the money supply in the same ssotion, Chapters 2, 5
and & outline the system as it funotiomed bdefore the outbreak of war, 5 and 6
desoride the system in operation during the war yeers and 7, 8 end 9 appraise
the policies implemented between 1793 ond 1815,

Fart 3, Chapter 10 snalyses the taxation system at the eommencemsnt
of war and Chapter 11 describes and evoluates the syatem in operction from
1793 to the battls of Weterloo, I offer general conclusions in Chapter 12,
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THE FUNCTIORS AND CRCANTISATION OF COVERNMENT BORROWING
The Functions of Funded and Unfunded Borrowing

The State borrowed mongy in order to finanoe that part of its
expenditure not covered by taxes and other leas important forms of revems.
Borrowing consisted essentially of transactions, whoreby the Governmment
contracted o pasy private eitisens an armual sum (an ennuity) in exchage for the
immediste transfer of cash inte the Exchequer. During the late 18th centuxy
such contraots might take three possible forms. Pirst the Government coccasionally
sxchanged long anpuitiss for oash. Long annuities wers siuply written promises
to repay the sum borrowed plus interest over & fixsd poriod of years terminating
in 1860,' since this form of borrowing contributed very little towards the
finence of public expenditure I propose to oomoentrate entirely on the other
types of borrowing.

By far the most important ook the form of perpatual or pormanent
anmuities, which were promises by the State 10 pay an anmual sum in perpetuity
for the ready cash supplied by private sitisens or institutions, The security of
suwoh promises rested upon the stability of the State and the oontinuity of its
rovemues from taxation, Thanever the Government raised money by ths sale of
perpetval cmmities it ismediately imposed taxss to meet the required anmusl
peyments. Thus the debt contraocted by this device was termed fundad debt which
izplied Parlisment had provided fumds for the regulay payment of intereat, The
Government seldom resorted to funded borrowing in erder to pey for its reguler
expenditure in times of peasgs, Up to ths wars against Frenoe the prime
function of this type of borrowing had been to provide most of the Pinance
inourred by the Argy and Navy in order to fight the long series of wars engsged
in by Britain over the 168th esntury, Thus additions to militery costs and
othar forms of extraordinary and non=recurring expenditure were usually

1« PFairman, An Acoount of the Publis Punds, 1816, pe33 and Chisholm Lept.,
1868—69: PP« 568=569,
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financed by the sale of perpetual annuities (hereafter called bonds) to the
publie,’

Finally, the State borrowed money in peace and wer alike for short
defined perdods of time (usually from three to twenty four montha) after which
it repald the principal and interest on the loan of oash received. Such
borrowing was affeoted by the sale of bills drawn upon the Exchequer, the
Treagury or the military departments. It was referred to in contemporary
parlance as unfunded borrowing and the debt created thereby as unfunded or
floating debte® The place of this form of borrowing in the 18th century system
of public finanoce cannot be as readily dsfined as funded borrowing. Briefly we
can ssy that its funotion consisted in the anticipation of vevenue from taxss
and permsnent loans but why the Government needed or chose to borrew for short
pericds on the security of its more regular forms of inccwe requires further
explanation,

Unfunded berrowing was used to antioclpate revemue for the current or
subsequent finencial years. Whenever Chancellors of the Exchequer borrowed
from the public an the understanding that the debt would be repaid from revenues
expeotad to acorus after the olose of the finsnelal year, they were in faot
engaged in finsncing ocurrent expenditure from the proceeds of short term loans.
On the other hand when they borrowed on the seeurity of revenues acaruing to
the Government during the current finaneial ysar, unfunded borrowing was then
simply a convenient device for providing an empty Exohaquer with the reedy oash
required to cover pressing publioc expmuli.tur.'as..3 Eash typs of unfunded borrowing
will be discussed ssparately, the former in chapter 3 sand the latter hera."’

On ssveral ocoasions during any given finanoial yesr the Exchequer
might be short of funds becsuse there was no neoessary ooincidence in time between
decisions by public departments to spend money and the avallabllity of funds for
their purposes., Moreover, with every riss in the overall lewel of public
expenditure the posaibilities for temporary shortages of oash increased. Since
expenditures, partieulerly military expenditures in wertime, were not normally
postponseble, lags between receipts and expenditure oan be said o arise from
the erratic and irregular flow of revenus into the Exohequer,

1s Fairman, An Account of the Public Punds, 1816, pp.1«6; Binney, British Public
Finance, ppe 89-92; Chisholm Rept., 1868=69, p.512 and Hales, 'The Bank
Mirror', 1796, pp.1~2, 14 and 3336,

2. Faiman. An Account of ths Publio Punds, 1816’ PPe113~124; Montefiore,
comz;d.;:égi)iotim. 1803 and Wells, The Revenue and Rxpenditure of the UK.y
PPe 3 fr? (]

3. Cttee, on Publio Monies, 1857, Dp.4B88,459 and 533-34 and Liverpcol Papers,
vol, 387 -~ Huskisson, dd. Selie49e

‘h See PPe 40’ 61 "633 65 and 720
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To begin with, fundad borrowing was a fairly protracted prososs. There
had to be an gnnouncement of them followed hy a delgy while contraotors prepared
their lists and bids. Peyments on loans were sade in several instalments and
often o year elepsed between the ariginal eoniract and the final ocash peayment
to the Government, If the Treasury shortaned the period allowed for the payment
of momey into the Exchequer for reascns cutlined elsewhere, contraetors normally
rescted by charging higher rates of interest on the lomn.! On the other hend
if the paricd for the poyment of instalments on loans was lengthened the volums
of short term boxrrowing and ithe interest charged en the unfunded dedbt inavitedly
rose., Thus the Treasury had to woigh the ocosta to ths publio of noeslerated
paymentc on loans sgainst ths gain of a redustion in the level of shart torm
boerrowing, Ufficlals certainly recognised that the instalment gystem om loans
involved A oost begsuse loan oontypets usually contained provisions for
disocounts on prompt payments into the Exchequer. Although these discount rates
ususlly moved in lins with gensrsl short term rates of interest in the momsy
mariet os well as with the urgenay of Government demands for cash, they wers
often below rates pald on Exchequer bills,” Perhaps that is why the Treasury
had such a poor response to ita proffered reward for prompt peyments on loana.

Another omuse for the irregular fiow of gash from looms into the
Exchaquar operated shemever the Tressury anticipated a rise in the price of bonde
end postponod negotliations with oontractors until loter in the yesar in order to
bdorrow at lower long term rates of interest, NMeanwhile presaing expenditure
had $o0 be met Dy borrowing short term on the ssourity of the forthooming lom.
In suth cirounstances the Treasury comparsd the potentinl gain from the delay
in opsuing pegotiations for o losn with the ooat of short term borrowing and
the conts which resulted from the resctiens of contrasters who invarishly
reduced their bids for loans which allowed o shorter time period for the payment
of instalments into the Excliequer,

Host of the revemus repeived at the Exchequer emanated not from loans
but cmse from the four departments oonceyned t0 sollect and dispatoh tzxes to
the capital, Thoir separats amiributions in 1792 sppeared in the ascounts of
the Seleot Committes of Finance es follows: Customs £k million, Exoise
£8,4 md114en, Stanps £1¢h sdllion end Paxes £3.5 w41lden,” Now each tax

f» Loan oontrmots are published in Bank of England Bepart Book, §79%=1815.
2, 8se Table 20,
3« & Cttoe, cen Finange, 1757 Pe5be
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department encountered problems, either of an administrative cheracter or
problems inhevent in the type of taxes it collected, which made the flow of its
poyments into the Exchequer over a given finspedal year more or less erratic and
irregular, Tor example, the colieotion of customs duties dspemded upomn the
movements of international and coastal trade and any ssasonsl or extraordinsry
fluctuations in trede were reflscted not merely in the level but in the flow of
customs duties into the Exchequer, The payment cf excise duties levied on a

wide range of domestio menufeotures also fluotuated with seasonal and other syoles
in production end assessed tasxea with any short term changes inm the expenditures
of the upper classés,

Over cuch random and vnmpredioctsble disturbances to the flow of revenus the
Government could exsrcise little control, but it sould psrhaps have done more to
remove administrative bottlerngcks. %Pwo Parliamentery Commitiess of the Iate 18th
century inveatigeted the problem of dslgys in the despatoh of tax receipts to
the centrel Government and found Colleotors of Customs and Exeise and Disiributors
of Stemps somstimes retainsd unnecessary balances of public money in their hands.
Apperently offisisle in Scotlend were espseially tardy in despatching revenus to
london and in this respett, 28 im 80 many areas of adminiskraticm, the Exelse
appsared more efficient than the custnm.1 But from the quantity of letters and
sirculars addressed by the Board of Stamps to local distributors urging them to
vemit outstanding belences of public momey, it ssems thet problsm was perhaps
even more moute in this department.’ But since & large shave of the revemus
collected by these departments csma from London, thsy were not nsarly as slow es
the Board of Taxes in remitting revenmue from the Exehaqm’r.’

Problams with the Departwent of Taxes hed persisted for several
decades in the 18th century, mainly because country gentlemen insisted
on gontrolling the machinery for the assessment and ocollectlon for taxes
imposed on their incomes snd property. For each of the assessed taxes from
the Land Tex of 1696 the mechinery for aolleecticn remsined broedly similar,
although the administration of the entire group of taxes assessed was by
1o means combined in the hands of ane single st of officials,* ¥hen
Parliament decided on the basis for asssssment, a subwdepartnent

1» 13 Cttee, on Public Acoounts, 1785, p.653; 4 Cttee. on Finsnee, 1797, ppe56,
59 and 603 5 Cttee, on Finanes, 1797, ppe107=109 and § Cttee. on Pinanes,
1797s Ppe155+156,

2. 1Ibid, pp.155+156 end Inland Reve 10/85, dd, 18011802,

5+ Binney, British Public Finense, pp.26, 28 and 38 and 4 Cttee. on Irdish
Bﬁ“m' 1822' Appt!x.ﬁl’-

4. Ward, English Land Tex, Che., 3, 4; 5, 9 and 14 and Binney, British Publiec
Finanoe, pp.4S=-72.
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of the Treasury, the Board of Taxes, became respomsible for the esteblishment and
general supervision of adninisiration, but the astual machinery for aseessment
and collection remained in the hands of amateur and voluntary officials.
Assessment and collection of assessed taxes took place at the parish
level where the assessor and colleotor were chosen by rote from the citizens of
the parish who then performed the thenkless task of extracting momey from their
neighbmra." The assessment of direct texes were compliocated tasks for a
voluntary organisation to perforam and involved the measurement of property
such as land, housing, servants, oarriages, horses and doga, It is not surprising
to find that collection was frequently delayed because of the slowness of
aasessment or because appeals against parish assessors were being considered by

the Divisionel Conmissioners for '.l'a:nas.z

Parish collsction was perheps the most inefficient link in the
administration of assessed taxes, Either parishioners failed to pay up within
the stipulated time, or sometimes the collector was indulgent enough to his
neighbours not to report nompayment to Divisional Commissioners and arrears
piled up.3 Occasionally collectors absconded with the receipts from taxes or
more frequently retained balances for their own private use snd profit.l"
Parlismentary Committees in 41780 and again in 1797 condemned their tardiness in
handing over monsy. Evidently the problsm wes more acute in Scotland than
BEngland, where the parish unit was larger and somewhet more 'acoeaaible to
divisional oontrol.5

Revenue oollected from parishes was next handed over to officials oalled
Divisional Receivers and firther delays oocurred before it arrived at the
Bxchequer. Reocelvers General were unpaid but, since their derived interest from
the public money retained in their hands by leaving it on deposit with a looal
banker, not a reluctant part of the administration, Legally they were bound %o
pey tex revenue into the Exchequer within 20 days of receipt, but it never
proved possible to enforoe the law, Recelvers General were political not
edministrative appointments and holders of this office expeoted to make a profit,
Moreover, the Treasury and Board of Taxes, with no sancotion of dismissal for

1 Treasy. - TI/1399/&'01-

2, fTreasy, - TI/1185/4598, T1/99%/1582 end TI/1185/4599.

3. Treasy. - T1/1328/8,09, T;}/11!3351/45.543, T1/902/2081 and Exch. = E/182/4360,

ke Treasy., -~ TI/997/1885, T1/995/1582, T1/851% 1411, TI/1254/6407, TI/263/1164
and T1/1328/840; Exch, - §/182/1360 and Inland Rev. Vole384, pai85.

5. Cttee, on Public Acoounts, 1780l APPﬂIhZi 8 Cttes. on Finmeel 1797’ Appdx..&o9
and As16; 25 Citee. on Finance, 1798, Appdx.E.5 and Cttee, on Tax Collection
in aﬂotlﬂnd, 1&0. PP0507.517I

6. Cttee. on Land snd Assessed Taxes, 1821, PPe2-6 and 42 Ge3.ce3h and
45¢Ge3e0e164 4
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known infringements of the law ocould do 1ittle more than harry reoaleitrant
Receivers,’! Infringeents were in any case difficult to dstect since the Board
conducted no regular coheck on the amoumt of publie money retained at any partiocular
tine.? plame for delsy in despatehing monmey to London could alma bs shifted
by the Receiver to Parish Assesaors and (:ol.‘lec:t-.or:s.3 Their favourite excuse
for tardiness was to point to the difficulty of obtaining suitable bills of
exchange on London for remission of taxss colleoted in local money to the
oapital."’ ?erhaps earlier in the 18th century some grounds existed for their
pPles but with the widespread deavelopment of country banking and its links with
the capitel, the excuse became less valid-5

Attempts had been mede to speed up the flow of asaessed taxes into the
Exchequer during the 18th century, From time to time suggestions sppeared for
transferring their collection to officers of the Excise, but they proved
politically impossible to :lu;l:a:laemant:.6 Even the indulgent Lord North conoernsd
himpelf with harrying Receivers of the Land Tax during the American war when he
introduced s blll to penalise Recsivers who retained balances beyond a stipulated
tim.7 Under its provisions Recsivers were also ocompellsd to return quarterly
accounts of the balance of public money in their poaaeu:lon.a When Pitt took
over as Chancellor he imaugurated a drive o speed up tax remission and a
decade later the Select Committee on Finanoe reported that some progress had
bheen made.9

Another point of delay in the passage of revemue to the Exchequexr sarose
in London where Centrsl Rsceivers of the revenus and Treasurers of spending
departments also retained balances in their hands and smployed public money for
private profit through the modivm of deposits with London Bankers at times when
the Exshequer borrowed short texm to obtain required cash, From time to time
Parliemsntary Committees mads recommendations to ocorreot these anomalles and
FParlicment had legislated for the deposit of at lsast some cash balances under
the oontrol of Governmsnt departments with the Bank of England.’® At the

1. Bimnsy, British Public Finance, ppe53~56; Ward, Lend Taxy D 78; Treasy, -
T1/765/2938 and T3/574/ 744 end Inland Reve, 384, pp.52,53,68 and 93,

2. Treasy, - T1/995/1582,

3« Inlend Rav, Wlo}alﬂ paG}.

&s Binney, British Public Finanoce, pp.55-56; Fressusll, Country Benking, p.56 and
Ward, Land Tax, 90107.

5 8 Bg;tteo.son Finance, 1797, Appdx.A.16 and Cttee. on Land & Assessed Taxos,
1 » PsDe

6+ DBinney, British Public Finance, p.59.

Te Ward, land Pax, .pp.?B and 1‘}6 and Pﬂl‘]ﬂ’qni‘h' vol.32, P« 208,

8, ¥%ard, Land Pax, ppe145-146 and Inland Rev., vol,38l.

9. 8 Cttee. on Pinance, 1797, p.225.

10. 25 Gu3s ¢.31 and Bimney, British Publio Finence, ppe145,147,148,156 and 161,
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outbreek of war either recommendations of Parliamentary Committees had not been
implazented or the law was dellberately ignored by Government departments, %hen
Pitt called for a 1list of public accounts lodged at the Bank in November 1797 it
mentioned only the acoounts of Customs, Exoise, Stamps, Army, Navy and Ordnance,
but as the Governor pointed out, even these aocounte ocontained only a part of
the revenus retasined as balsnces by public departunnto.1
The final bottleneck in the transferring of public money between different

parts of administration was situated in the Bank of England itself, Government
deposits at the Bank inocluded unspent public funds shich had been transferred
from the Rxchequer to depertwental accounts, money nominelly lodged st the
Exchequer by the tex departments and instalpents on loans which were received and
managed by the Bank.’ Unfortunately, figures for the total amount of public
money retained on dsposit by the Bank are not aveileble for the years before
1806, but sinve very little money deposited there came from the private sector, &
comparison of totel depositas with state securities held by the Bank provides a
good indication of the net smount of oredit afforded by the Bank to the
Ganmmt.5 For some of the years covered by the figures the amount borrowed
by the Covernmsnt from the Bank was exoeeded by public funds on deposit at the
Bank, This anomolous situation arose largely beceuse ths system of public
agocunting operated primarily to maintain Parlimentsry oontrol over Government
expenditure and money voted for specified itema of expenditure oould not legally
be applied by Kinisters of the Crown to other purposes, Thus once a vote of
money had been transferred from the Exchequer, the timing of expenditure remsined
at the discretion of the departwent concerned, Although Pitt consolideted taxes
in 1787 the traditional practice of asaigning taxea to partioular items of
expenditure persisted, though ox a redueed asale, Thus &t particular times of
the year the Exchequer socount at the Rank of Hngland oontained sonsidersble
sums of money waiting to be applisd to pre-ordained votes of axpenditure.l"

~ Throughout the 18th century the Bank in faot derived profit simply for
assisting the Government to overcome the inconvenienoss inherent in the
provalling system of public spoounting. Furthermore as the Committee of 1807
observed, "deposits of publio money acoumulated for the benefit of the Bank
because the sugmentation of Government balences is followsd by & proportionate

1+ Clepham, The Bank, vOle1, PPe214~215

2 Cttes. on ths Bank, 1807' P-923 Ctites. on Publice Accounts, 1831, PP.28.29, Iy
and Appdx,10 and Account of Public ¥oney in the Hands of the Bank, 1821,p. 163.

3. BSee Table 22,

he Ctteo, on the Bank, 1807, pp.96=98; Cttes. om Mublic desounts, 1831, pp.27=44;
Perly,Debse., v0l,30, pp.660~668 end B71-872 and Cttee. on Fublic ¥oniea,

185, pp.522=526,
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re-issue of paper es additional bills of exchange are discounted, purchased or
more money 1s loaned directly to the Govermment, The principal that these balances
are placed in their hands without interest must be considered as enlarging the
soals not merely of their business but of their profits.”’ Even before the war

one particular public deposit, the belance of unclaimed dividends on the

Mational Dabt, had attracted the attention of Pitt and in 1790 his Antention of
using the unclaimed dividends for public purposes was strongly resisted by the
Benk, But eventuslly the Benk compromised end agreed to lend the Govermment

£1% nillion annually, intsrest free from these balances.>

Unfunded borrowing on the security of revenues accruing to the Government
during e given financisl year occurred primarily because Government Departments
found themsalves without the cagh promised by Parliament for their eatimated
expenditurs, Besically this situation arose ss a result of a lag betwsen
recelipts of revenue and payments for goods and servioes, The transfer of tax
revenue from citizens to Government, depending as it did on movements in
expenditure income, trade and produotion, could not be a smooth, regular and
speedy flow of cash into the Exchequsr, While for the reasons outlined sbove
even payments on loans could neither be obtained in s lump sum or ascelerated
without cost to the publis. Nevertheless, many of the delays in the recsipt
of revenue were not inevitable and sprang from remedial deficiencies in the
system of publlie accounting end administration., Such dsficisncies represented
an avoidsble cost to ths public and oconstituted ons of the ways open to the
Govermment to contain the level of contingent short term borrowing., As the
Finanee Committes of 1797 pointed cut "when the public service oalled for
supplies greater than at any former period of our history the Govemment has a
right and it is their duty o evail themselves of every farthing without delay
vhioh is taken from the purss of the su'b;)eet.“’

Kost unfunded borrowing by the State, pertioularly in wartime, was
repaid from the proceeds of loans and taxes accruing outsids the Pinancial year
in which the borrowing toek plsce. In other words it wes not contingent upon
the irregular flow of revenve into the exohequer but coocurred either es & matter
of polioy or, more commonly, beoamuse the Covernment failed to provide other
finance for its enmual expenditure, If the Chancellor of the Exohaquer decided
to add to the volume of unfunded debt outstanding in fact he deliberately

1¢ ctm. on the Bal’lk’ 18°7p 9.93.

2. 1Ibid, p,102; Clephem, The Bank, volei, pps187=189 and Cellier, Life of
N@WM’ 1898. p.370

Je 8 Cttee. on FPinance, 1797, Ps22L.
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engaged to finance current expenditure by short term borrowing, During the 418th
century such methods, although not normally resorted to, were not unlmown but
during the French wars Chancellors mede much mors use of this form of borrowing
than their predecessors. The logic behind their employment of short term
borrowing will, however, be revealed in the first section of chapter thres. Mere
I will deel with that part of unfunded borrowing which can be described as
fortuitous or accidental,

The Govermment's failure to provide finsnce from taxes or loans for all
public expenditure arose primarily from inacouracies in the forecasts of revenue
and expenditure, particularly military expenditure, over the finsncisl yeax's
During the American War of Independence, the Aemy, Navy and Ordnanoce overspent
on their eatimates submitted to Parliement by no less then 47, Accidental or
extraordinary spending of this ldind was usually financed by short term borrowing,
sanoticned and repaid on the authority of Parlisment at a later date, Since no
improvements were made to techniques employed by the militery departments for
forecasting their requirements between the American end@ French wars, it is
gormane to outline briefly how crude their methods were, just prior to ths war.'

The preparation end submlasion of expenditure estimates to Parliasment
were matters for the departwents concernmed. Apart from scrutinising the demands
mads by the Board of Ordnance, the Treasury played no pert in their romulation.z
Procedures for predicting expenditure varied considersbly between the three
service departments, In the Army, for example, apart from the staff’, recruitnent
and hospital establistments, the basic unit for expenditure was the regiment.’
Colonels of Regiments had responsibility for the pay, food, clothes, shelter and
transport of troops, and cleimed from the Government a fixed snnual amount per
man to cover uoata."’ Fixed per capita allowanoes of this kind gave Parliament
soms form of oontrol over the level of expenditure and the Treasury some check
against the misepplication of public funds by Army Officers. But expendi ture
rose sbove the pfesoribed levels whenmever the current needs of troops or the
prices of supplies required to meet their needs exceeded the per capita allowanoes
sanctioned by Parliament. As militsry supplies and the prices paid for them
varied between regiments and localities even within Britain, it is pot surprising
to find that the Armmy's estimates for its regiments stationed overseas were often

ts Althcough Pitt gave some comsideration to the subjeot ~ Piti Papers, vols.239
end 247, and Chisholm Rept., 1868-69, Appdx.13.

3. 19 Ctiee. on Finance, 1797, Appdx.Be2.

ks 35 Cttee. on Finance, 1798, pp.625-628 and Var Office - W0/33/51 and WO/33/42.
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wildly inaccurate.’

Reverthelsss some sort of check existed on this ‘extreordinary
expenditure’ beceuse the Government compelled regiments to buy in excess of
their estimates through the agenay of Treasury offioials, called Commissaries,
Within the United Kingdom Commissariss thus provided regimsnts with all “exoess"
supplies of tramsport, food, fuel, forage and various items of equipment, end
whensver regiments were stationed abroad the Commissariat assumed full responaibility
for providing it with all its needs whether estimatsd or not,2 |

The Army actually financed purchsses in exoess of its eatimates by short
tern borrowing from the private assctor and the Paymester General of the Aroy
subsequently submiited detsiled accounts of 4l expenditure met previoualy
spproved by Parlizpent which then sanctioned the allocation of revenus to pay off
the Arnw'-a-dabts.} - R . s

Estimates of future expenditure by the Board of Ordnance were not subject
to the same degree of inaccuragy as Army estimates primarily because tha functions
of the two services were so different, Ths Board of Ordnance operated as s
supply service to the Army and the Navy and provided them with amms, symmition,
tents and other items of equipment. In addition the Board constructed military
roeds, barracks and intermal fortifiocations, For these funetions it employesd
both military and civilian persomnal.* Whils the snmusl cost of the 0rdnance
esteblislment was not difficult to predict becouse the requirememts of its
mllitary personnel were met by centralised purchase, the oosts of suppliss
provided for the Army and Navy fluctueted srratically from year to year.5
S8imilarly the funds needed by this department to build roads, barracks and
fortificetions were difficult to forecast. In part the problem was one of price
fluctuations for bullding materials but it also cosurxed beesuss the spesed at
whioh oonstructien contimved in wartime dspended upon frequent and suddsn
ochanges in Government pol:i.w.s The Beard of Ordnanoes recognissd both
diffioulties and clsssified its estimates for gmestruction amd srmements as
‘extraordinary expenditure' by which the Board inmplied expendituxe of & non~
reourring and unpredictadls k:l.nd.7 |

14 Axw?/s;zgply Estimates in Commons Jnls. 179351815 and Army - PMG/2/85 and
m :

2. 13 Cttee. on Finance, 1757/, Appdx,3 and 18 Rept. of Commissioners of Wilitary
mqu’-ly’ 18ﬂ20 )

3¢ Arey Supply sstimates in Commons Jnls,., 1795=1815 and 19 Ctitwe. on Finance,
1797 PPe«349=350,

hs 13=16 Rept, of Comms, of Yilitary Ruquiry, 1806~ 2¢

5 15 Comms, of ilitary Enquiry, 1810, pp,329=339,

6s 14 Comms. of Bilitary Enquiry, 1810, pp.246=-262,

7e 21 Gttee. on Pinance, 1797, Appdx.E. and Crdnsnce = wo/48/284 ,
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Finally the teohniques employed for estimating naval expendituxe
were more liable to error than those employed by eny other Gowernment department.
Nawal estimates came before Parlisment under three headings, Pirgt, expenditure
for the "Ordinary of the Navy" {including on-shore sstablishments such as the
Admiralty, the loyal Dockyerds, Greenwich Hospital, Costs for Harbours and
Moorings eto,) which was relatively essy to forecast. The seoond itam of costs
"Building and Repairing of Ships"™ was certainly difficult to predioct beczuse
puoh expenditure oould exceed estimates whenever increases ocourred in the
prioces of tirber, canvag, hemp and other importsd raw mtarim." In addition,
naval polioy often required sudden scceleration of the building programme for
warships. Despiie many diffioulties the !lavy Board appsars to have been careful
in preparing eatimates of ths future costs of shipbullding. Where private
yards constructed ships for the navy aotusl costs were likely to remain olome to
the originel estimates, although the Navy Board scmetimes allowed private
contractors some upward revision of their original tenders in order to cover
inereased but unforescen costs of produotion.” Expenditure on the repsir and
oonstrustion of ships in the royal dockyerds csme under the Surveyor of the
Navy end his department usually compiled very detailed snd careful estimates of
the lsbour and raw meterisl costs involved.”

Most of the discrepancy between actual and estimated expenditure
aross under tho third category of naval estimates submitied to Parliament,
referred to in the accounts as "Naval Sea Service”. This item inoluded the
vages, food, olothing and othsr personal necessities of sailors afloat aa well
as the "wear and tear of ships" in whioh they sailed, Estimates for se¢s service
wers oompiled on a per capita basis and at the outbreak of war the Navy olaimed
£l per man per menth under this heading, a figure whioch had persisted in peace
and war alike, throughout the 18th century.” The Nevy's olaim inoluded 19/-
month for food, 27/~ for the depresiation of the ship snd 30/~ for wages,
and 4/~ for Nawal ordnnnms Although per capita estimates probably ensured
sope measufe of control over expenditure and mitigated the extent of fraud,
olearly sush cruds techniques for forecasting the cost of maintaining ships and
sailors afloat was likely to be seriously insceurate when prices and requiremsnts
fluctuated erratically in time of war,

1+ 6 Cttee, o Finsnce, 15817, pp.203-225 and Albion, Forests end Sea Power, chele
2, Navy = ADW/106/1457/1481 and 1692,

3« Tavy - AN/87/1, ADM/95/7 and AIN/9%/8,

4o Rose, *Brief Examination®, 1806, Pe59e

5« Coumons Jule, vols46, pPe504; 24 Cttea. cn Finenes, 1798, AppdxeEele
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Purthermore, unlike the Army, the Havy did not submit supplementary
estimates to Parliament to pay for expenditure in excess of the previous year's
estimates. Insiead its "extraordinary" expenditure was usuaelly finaneed by
additions to the department’s floating debt whioh then scowmlated from year to
year,’ During the American War of Independence Parlisment had howsver ettempted
to prevent the rapid ingrease of Navel dsbt by allowing the Nevy an annual grant
of £4 willion to pay off its oreditors, but the grant proved to be insuffiocient
to repay enyvwhers near all the money borrowed for unsanotiomed Naval expenditure
and at the end of the war the Navy®s debt hed reached o level six times its
pre-wer £igure.” When PLtt assumed offies he took steps to pay off this debt
and in 1784 and 1785 the Treasury funded £16 million of outstanding navy bills,
but even in peace time with relatively steble prices the inecouragqy of the
estimating techniéues employed by the Navy again lead to a stesdy acoumulation
of Naval debt betwesen 41786 end 1792.3

When the Government began t¢ mobilise resourses for the most expensive
war in British history, it hed to utilise techniques for estimating expenditure
which were known to be sericusly defective even for peage time purposes.
Whatever teohniques had been employed the scale and geographical dispersion of
warfare would undoubtedly have produced a serious discrepaney between estimated
end sctuel expenditure, Nilltery operations were undertaken in Europe, the
Carribean, North and South Ameries, the Kiddle Kast, India smd on all five
oceans of the world. MNoreover, a good deal of expenditure took plaee in
response to sudden initlatives by the enemy. Problems of forecssting
expsnditure were exacerbated by fluctuations im the prices of military supplies,
perticularly suppliss produced abroad. After 1797 the floating rate of exohange
complicated the task of predicting expenditure still furthsr. Faced with the
rapifications of = global wer it is not surprising to dissover the military
services made serious errorp in the estimates submitted to Perliament and that
their wfunded borrowing and floating debis reached unpreeedented levels.

Forms of Rilis and Bonde
Government borrowing was aceomplished through the sels of paper

1a Wakeﬁ.eld, 'O'baerva.tiona'. 1797. Pp.1llﬁ15 mv&nﬂittm’ *An Inqui:y" 1796’
P-So

2. Bimney, British Publis Finunce, p,142 and Chisholm Rept., 1868-69, Pe694e

3« Ibid, py540 and Rose, *Brief Exemination®, 1806, p.12,
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assets to the money market, The esseis sold for cash consisted of bonds end
bills, the latier were utilised for unfundsd end the former for fundsd borrowing,
Bends or permanent annuities were issued in dencminations of £100 and the annuity
payment wucs expressod sa a percentage of the nominal value of the asset, A 3¢
annuity for exanple was an officiml promise to pay £3 a year until such time as
the state opted to repgy the principal at par. Although the neminal value of
such an annuity vas £400 the actual price obtained by the Government might be
sbove or below that sum. If the anmuity s0ld at less then £400 the sost of
borrowing (or the rate of interest) to the State was more than 37 while the sale
of an annuity at a merket price which was sbove par implied the ocost was less
then 3. A% par the oost uss equal to 3.

Perpetual amnuities formed nearly all of the nominal capital valus
of the national debt in 1793, In contemporary nocounts dsbt was of'ten sube
divided into a largsr number of stooks or bonds, olassifigd either by the year of
issue (for example 4;. Stock, 1777); by the purpose of iseus (Navy 5 's, 1784,
had been issued to pay for Naval services during the American War of Independencs)
or by ths neme of the public wupanies to which snmuities had been sold in
the first helf of the ocentury (for example, South Sea Annuities, East Indie
Stock or Benk of England Anmuities). Although these distinetions are stilli
mentionsd in dlecussions of Government borrowing they are reslly only of
adwinistrative interest. For my purposes it will de sufficient to say that the
Government borrowed money by selling perpetusl annuities of ¥, 4 end Sy
dencnination,?

Citisens and institutions who purohased bonds hed no claims against
the State for the repayment of prineipal, but the State itsslf retained the
option of repayment at par. Bendholders eculd however easily realise their
capital by reselling their assets and at the outbreak of the wars with France
an effiolent orgmmisation for marketing bonds had developad in London, which
rendered aspets which were permansnt for the Government relatively liquid te
:lndividnala.j

Bills tock the form of written promises by the Stete to repey a
loan with interest on some specified date in the pear future, Bills were issued
by the Exchequer, the Treasury, the Navy and its mib=dopartments, the Army and
the Ordnance., Broadly speaking bills issued by the Exchequer were exchanged for

1 Fairman, A Guids to the Funds, 1816, pps152~155 and Yortimer, Rverymsn His
Om=n Broker, 1801, pp.32-36,

2o Accounts of the Dabt, 1857, pp.i99=209,

Js Fulling, Laws, Usages, Customs and Regulations of the City, oh,26.
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ready cash and the bills issued by the Treasury end the %ilitery Departments
were used to pay for goods end servicaa.1

Exchequer Bills were first issued in 1696 and sinee 1755 their
‘issus had buen the dominent rethod employed by the Govermment for short term
ho:-:.-ws.ng.2 Exchequer bills were classified according to the segcurity of the
revenue from which they were repaid, Por example, the Exchequer issued on the
security of the Land and 'zlt taxes, on the proceeds of a forthooming loem or
more generally on the "Alds and Supplies" of the following financisl year,
Intereat wae expressed at a rate pex day on the face velue of the bill, Befeore
the Trenoh wers the bill for £4000 vemained cormon but as the naed to borrow
more money became more urgent af'ter 41793, bills of lower denominations were
increasingly employed o induse small savers to invest in Governmant billa.3
b Issues of exchoquer bills ngeded to bs authorised by an iot of
Parliament.l" Varrants, which authorised their preparstion and detailed their
denoninations, dstes of raturity and ratas of interest, were signed by the Lords
Commissioners of the Treasury then delivered to the Auditor of Reoceipt who
propared bills far eirculation, ZExobequer bills were issued or oireulsted on
behalf of the Covermment by the Bank of England, or, less comsonly, by private
agents sppointed by the departmente thmelwa.s Exohequer bills were paid off
or renewed promptly an maturity and both the Treasury snd the Bank of England
seemed well aware of the effsct on public confidence and possible disadvantage to
the Governnent which might ensus from any laspse in the regularity of 1"3t‘lmup‘l;:lem.15
The Treasury decided on the proportion of outstending bills to be redeemsd and
the remainder were reneweds On the dates speoified for redemption most bille
were oashed at the Bauk of England and oarried from there to the Exchequer for
cancellation, ¥hile the renewal of emschogquer bills was conduoted at the office
of the Peymaster of Bxchequer Billa.7

Nilitary bills were offisial promises to pay for the goods and
services provided by the privats seetor for the pilitary forcea, Short term
borroeing by the Army and Ordnance took the form of Barrack Bills or Ordnsnos
and Army Debentures, all negotisble intersst bearing sscurities of short maturity,

1s Havy bills were sold for gash in 1800 end 1801 but this was unusual = Cttee.
on 11 Kaval Rept., 1805, D5,

2 Acooun9 B::a of the Debt, 1857, ppe94s95 and 96 and Richerds, 'The Exchequer Bill',
PPei 211

de Bxohs = B/406/219, B/UD7/12k, B/407/129, B/WOT/134 axd E/L0L/305 and Cttee. on
Resumption, 1819, Appdx.5e

e Dok = B ORI, G Lo ToBaes 1T Bt5, Vi3

. - 162 and B/l and E/407/1343 Treasy. = $1/4434/9253
and T1/4200/8722 and Navy = ADM/15/59/11=12,

e Pitt Papers, vole11h, dd,5.5.93 and Treasy. - 7/29/108,

7« Exoh, - 21-05/%9 and B/406/119 and 22 Ctiae. on Tinenna. 4707  snede nfal
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drawn on the Treasurer of the Ordnancs or the Paymaster General of the Amw.‘
When the army was sbroad it extraordinsry expenditure was financed by bills
drawn direotly on the Tressury in London and made payable at the Bank of England,
Treasu~y Hills promised to repay the principal and interest within 50 dwa-z
They had not been a significant form of short term borrowing in the 16th century,
but becare nuwch more important during the French wars,

Technizues of estimating naval expenditure had proved so woefully
inadequate, even in peusce tiwe that short torm borrowing constituted an impartant
means for the finance of Naval expenditure, Nevy biils are frequently referred
to by accounts submitted to Parliament as Vietualling bills, Transport bills
and bills issued by the Urdnanoe Sea Sexrvice, clasaified that is by the purpose
for which they were issued, but Havy bills consisted simply of instruotions to
the Treasurer of the Navy to pay for 800ds and servicea provided for ihe sea
foroes of the Crowm,

The Navy blll was cerieinly en inefficient and expensive way of
borrowing memey. Civil contraciors for naval supplies were paid with dills
redeewed only when the Treasursr of the Navy hsd suffiecient cash to pay them off,
and ag bills were redsemed ohromologically the maturity of a bill depended on
the total ocutstanding amount of naval debt. It might be anything from three to
twant'y four months before & bill was paid off, and the I'avy peid interest on
its debts only efter six months had elapssd from the issue of bﬂh.a Kavy
bills were, hovever, assignable by simple endorsement, -but with uncertain
maturity dates invarisbly changsd hands st & dispounts’ Thus when the volume of
Navy dsbt outstanding was oonsidersble creditors expeated quite reascnsbly that
current issues of bills would be of long maturity and oomsequently sush bills
could only be s0ld well below their par value. Contraotors for naval supplise
naturally enough added the prevailing rate of disgount on b3lls to the price of
the goods and services they mpplied.s

2 mnmmwmn%tmmm%

Government borrowing consisted of transaetions for the sale of
bonds which were not sold direetly to investors but dsached them through the
agenoy of middiemen calied losn contractors, VWhen the Chanoellor of the Exchequer

1o Bimney, Britlsh Public Pinence, 1958, ppst159 and 165 and 13 Comms, of ¥ilitary
Inquiry, 1810, pe25.

2» Qttee. on Suspension, 1 M7, Pe133 and Clapham, The Bank, vole1p Pe252,

3 Nawy = AII/AS/11 and Cttee, on 11 Naval Repte, 1805, Appdxelb,

4s Grellier, Histery of the National Debt, 1812, p.356 and Beveridge, Prices and
Wagasg, pp.515=525,

5¢ Rose, 'Brief Examinationt, 1806, pp.56-58,

6o Ibid, Appdx. 6 and Beveridge, Prices and Wages, up.519-525,
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bad decided upon the amount of the year's expenditure to be covered by & losn,
be opened negotistions for the sale of the requisite amount of bonds.

As & first step the Chancellor made his intentions kmown to the
Direotors of the Bank of England, He asked their advioe sbout the typs of bonds
et present acceptable to the money market end consulted them as to an appropriate
dste for floating a loan,' fThe Direotors in turn informed the market sbout the
Chancellor*s plans and negotiated modifications to them on behalf of the loan
contractoras? Oocasionally Pitt consulted directly with contractors sbout his
proposals for a loan but solicitation by s financial house was not welcomed by
the c:h»smmsaZl.J.ctr.5 On an agreed date the contractors met with the Chancellor and
submitted sealed tenders for all the bonds constituting a loan which were then
sold to the highesat bidder,

Contractors who guaranteed to provide the Government with whatever
funds it wished to borrow within an agreed perdod of time, Thus the sale of
bonds end the responsibility for providing the public service with ocash sufficient
to finance the excess of expenditure over revenues from taxation passed by
agreement from the Treassury to privste middlemen,

Since the sums required by the Treasury were will beyond both the
means and credit of a eingle firm or individual a loan contractor representad &
consortium of firms and private individuals formed to sell all bonds issued by
the Government during a particular finencisl year. Yembers of & ocnsortium bound
themselves t0 buy an agreed smount of bonds at whatever price their representative
thought fit to bid. Only men of renown and high atatus on the London capital
market could orgsnise e consortium and sssume responsibility for negotiationa
with the Treasury, They had to retain the confidence of a wide cirole of friends,
business essociatss and oontacts willing to trust in their Judgement in bidding-
for loane. To inspire such confidence loan pontractors had +o be established end
successful businessmen willing to back their judgement with considersble amounts
of their own capital. They needed the support of well known and wealthy
associates. In fact during the war yeers consortiums were ususlly headed by a
groups of contractors, responsidle Jointly for negotiations with the Government,
To maintain confidence to hold a eonsortium together required sucoess in one of

1+ Pitt Papers, vol.185 = Thornton, dds18.2,97 end 31.3.97; Bank Minutes, 17.ke97.
and Bank Report Book, 12.2.01.

2, Pitt Papﬂm’ VOL“ 85 - Thamto-np dﬂ.25-1.985 W1.302 L 31183’ ddo" 5.11.97;
Cttee. on the Loan of 1796, p.310; Times, 20,3.06 and Moming Chronicle,27.5.08,

5 Pitt Papers, vol.115 « Boyd, dde40.12,9%y 13+ & 17.11.95. end 15elie 95, and
vol,96 ~ Thelluson, dd,14¢412+5k.
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the most risky of all the 18th cemtury entsrprisecs,

Contractors not only required the trust of the uoney market, but the
Chanesllor also needed io be assured sbout their compotenoe, becouse the Govermment's
finensial arrangements coculd be severely upset by failures to fulfil ocontreots, In
order to reducs thia risk he invarishly consulted the Governoy end Deputy Govermor
of the Benk of Fngland about the relisbility of contractors.! Jemes Morgan, a
prospective contractor for the loan of 41796 hed for example to submit the nemes of
members of his consertium to the Governor and also to lodge momey as pecurity at the
Bank,? Again on the Bank’s advice, a ocnsortium hesdsd by the fimm, Hodsall Stirling
& Company, were refused permission to bid for a loan in 179% becsuse the Governor had
good reason to antieipate the impending bankruptoy of cme of their essociates,
Hessrs, Boyd and Benfield.”

But on two occasions during the Frenoh wers the Bank failed to prevent
the Treasury being exposed to the risk of financial dersngement by prior warnings.
To avoid such a poesibility, Pitt, in September, 1796, losned Boyd=Benfield £40,000
of Naval money to ensble then to make their pesyment om the 7th instalment of the
loan for that year.® Pitt sumised that the firm wes at thet time only in
temporary diffioulties because of severe credit stringenoy in the money market and
his tirely but unoonstitutional aotion avoided what might have been a serious
interruption to the floy of oash into the E:nhuquer.s Keverthelsss the Chancellor
oame in for strong axriticism from the House of Commone when the transaotion wss
discovered some yesrs later.6

In the sutumm of 1810, Goldamid, the principal oontrastor for the
loan of that year went bankrupt, and shot himself, Goldsmid's bankruptoy asould
not, however, have been anticipeted by the Governor of the Benk before the loan
cantract but ceme about through a sudden and sharp dsocline in the prices of
muu.7 On this oocoasion post hoo oooperation betwsen the Bank end Treasury
prevented esbarreasment to the Government. Peroeval set vp & Committee to
licuidste the oomtrestor's effairs as gquickly ss possible and persuaded Goldsmid's
oreditors to acocept bonde in payment for their clai.ms on the estate. At the same
time the Dank of England guarantesd to provide sredit so that bonds eculd be held
until their prioces rose mgain, Goldsmid's debts were paid off with his
1icbilities to the Stete and the flow of finance into the Exechequer was not

1. ROBo, 'Observetions', 1810, p.2/ and Cttee, ou 10 Naval Beptey 1805, pr.57 and €2,

2, Cttee. on the ican for 1796, ppe 322 end 4il.

3+ Bank Report Book, 3 June 1799; Cttes. on 10 Naval Rept., 1805, p.50; Times
h5-99. and Morning Ghrouich. 606,59,

be Cttes. on 10 Naval Repte, 1805, pp,5=6.

50 Ibﬁ.d. PPa MJ and M?.

6. Farly., Deda., V01,5, ppe391, 393 and 395,

T« Cope, 'Goldsmids and the Memey Market®, pp. 205~206 and Anon, An Expase of the
Stock Exchange, 1821, pr.41-48,
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interrupted by the bankruptoy of the principal contractors.’

During the French wars consortiums were formed by a relatively short
list of contractors. For losn after loan the same names redurr, and most of the
business of selling Government bonds wes e f'feotively handled by no more than 10
firms.? Among the firms who received the confidence of the money merket and
contracts from the Treasury azre some of the most famous names in English commercial
history. There were the Jewish families: Thelluscns, Solomons and Goldsmids,
merohants, brokers and dealers in formign exchansa.5 John Julius Angerstein who
was the Chairman of Lloyds for several years and appeared befors the Committse on
Marine Insurance in 1810.’" Rawson Aisleble wes a rohant.5 Hessrs, Robarts
Curtis & Company, whose neme appears as contractor on the majority of loans wers
bankera.6 Walter Boyd, who organised most of Pitt's loans for him until his
bankruptey. in 1799 operated before the war &8s an exchange broker in Paris. In
1795 he was s8till a comparative newcomsr to the City, but he had secursd a wealthy
partuer in Robert Benfisld, ¥,P. who had made his fortune in Ind:la.7 In 1798
he was spparently sssisting in the peace negotiations with the Fx;anoh Govemmmt.s
Boyd was referred fto by Samusl Whitbresd as "a men of great talent end entexrprise:
perhaps an honest man of powerful imagination; great vigour of mind and body:
plensible in conversation skilfull up a project and perpetually teeming with
financial aohea."9 Barnes, Steers and David Riocardo who appeared as contractors
during the last five years of the war were Stockbrokers who had managad to
organise a oonsortium of jobbers and brokers to negotiate direotly with the
Ireasury, Pinally, but not least, ceme the House of Baring, Ths Baringe first
gained prominsnce in the City by financing externsl trade and in marine insurance
and between 1793 and 1815 thelr name appears as contractors to no less than 12
loens floated by the Government.'® Certainly the Barings "happily identified
Private profit with waxrtime service to the state™ so much so that it was ssid of
Sir Francls that he had “extended his purchases so largely in Hampshire that he
soon expects to be able to enclose the county with his own park paling.®'! With
Pew exveptions, none of the sucocessful contraotors appears to have been speciaslised

1. szg-;u’o; 925554 and 54 10,40 and Cope, *'Goldsmids and the Noney Market',pp.
-2 .

2, Their nsmes are recorded in Bank Mirutes, Benk Report Books and The Times and
¥orning Chronisle,

3 cope.6 'Goldsmids and the Money Market', pp.181-86 and Bourne, English Merchants,
PPe 26-27,

4« Ctiee. on Merine Insurence, 1810, PPe303-315 and Wright & Fayle, A History of
Lloyds, pp.1T1, 192, 195 and 198,

5« Kents London Direstory, 1796.

6. Hilton~ Price,Handbook of London Bankers, 1876, pp.208-228,

fSotnotes continuod ..
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in a single line of commercial activity. Most dealt in both paper amets and
commodities, although names of London bankers such as Smith, Glynn, Baldere,
Deveyne and Walwyn do appear as assooiste oontractors and occasionally as main
contractors. All contractors were sucoessful, wealthy and sufficiently famous to
be abls to undertake the risk end surmount the diffioulties involved in loan
cantracting,

The formetion of a oonsortium, like alwost all business in the City -
at the end of the 18th cantury, was informal. For exampls in {796 Jemes Morgan
made a list of his friends in the City who in turn made lists of their asscolates
willing to buy an agreed amount of bonds, Subsoribers were soliocited by letter
or by conversation, Some applied personally to Morgan through onas of the forms
he left st Garraways Coffee House,' A ocontractor who had gained esteem by the
astuteness of his bid at the previous loen had no need to solieit but attracted
epplications, Apparently Walter Boyd was "overwhelmed with demands™ by people
and considered himself to be conferring favoirs in permitting people to join his
consortium in 1796.2

Although conscrtiums were ad hoo federations of interesta formed to
bid for particular losns, they frequently tended to survive for a succeasion of
loans, FPFor example, the oonsortium headed by the House of Boyd Benfield, the
Goldsmid Brothers, thes Thellusons, E,P, Solomons, Robarts, Curtis and Company
and Rawson Aislable remained together as a successful group for the loans of
1795, 1796, 1797 and 1798, Boyd went benkrupt in 4799 but the group survived
and was joined by Sir Francis Baring, Godshall Jolmstons, and Jobn Julius
Angerstein, This enlarged consortium becams oontractors for ths loans for
1799, 1801, 4804, 1805, 1806 and 1810, After the death of Goldsmid in 1810 the
core of this group coalesced with the brokers, Barnes, Steers snd Ricardo and
sold all the bonds constituting loans floeted between 1811 to 1815, Very few of
the succeasful consortiums were not dominated by Boyd's originel group and the
Barings. Other groups contained the larger London bemking houses, and a ocommittee
beaded by Lord Kinnaird, Boldero Mills snd Dorien, Charlss Grote and Glymns
representing 21 banks offered themselves as contractors for loans negotiated

7» Pitt Papers, vol.115 « Letters from Boyd to Pitt, 1794~1799 and Cttee. on 10
Naval Rept., 1805, pp. 40, 50, 52 and 56-58,

8. BHerries Papers, wol.2, 1798,

9 Pal']y. MB.’ '701.5’ P.393 and see Glaphm, The Bmk’ 701-2| PP»14 6“18.

10, Hﬁi&. Barings, pp.15 and 25-27,
1. id, p.15 and Francis, Chronicles & Characters of the Stoek Exchange, p«22k.

1« Ctime. on the Loan for 1796' Pl313'
2. 1Ibid, pp.332=334 and Rose, ‘'Observations', 1810, p.26.
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from 1799 to 1804, dut were sucoezsful for only one small loan in 1799, Smith,
Payns and Smith organised groups of banking firms to bid for the loans between
1798 and 1802 and they managed to obtein ths loan for 1802, Groups of stock
brokers also joinsd togather to bid for most of the loans floated after 1798, but
failed to secure a gontract until the fimm of Barnes, Stesrs and Ricardo coslesced
with the Fouse of Baring during the last five years of the war.'

Vben a oonsortium had been formed and accepted by the Government ss
competent to bid, negotistions with the Treasury became the respensibility of the
chisf oontrasotor, He had complets disoretiom in paking his bid and all members of
his group were bound by whatever terms he agreed to make.2 In tum contraotors in
Boyd's words "took the risk of insuffioclency or bad faith of the original
subsoribers.” Such default was by no means umimown. After bids had been
-~acoeptad end to reduce this risk James Borgen required a small deposit from members
of the consortium, not kmown to him porsonany.l’

4 oonsortium consisted of & largs mmber of firms and individuels who
were required to make payments on a given loan by instalments, Rach payment was
exchanged for a receipt, called sorip snd the total liability for a loan was
referred to as comium, Both sorip and omnium were assignsbls.” Something like
107 of every bend issue wes allocatsd by conventifon to the mejor publin sompanies
and most of the remeinder wes usually subscribed in amounts of £25,000 and tenbtnre.6
If the sample of subsaribers to the loans for the period 1798 to 1804 can be
taken as typloal, it then appears that an oversbelming share of new bond issues
were invariebly taken dy London bmkers, merchants and stook broksrs., Of oourse
the fluidity of the London capital market in the early 19th oentury introduces an
element of unreality into any spstem of classification (soms merchants were
bankers, sowe bankers were registered stook brokers and there were msn who were
81l three), nevertheless the distinotions & hawe some utility in reveeling the
channels through which bonds ultimately reached those who losned their savings
to the Gn'ummt.?

1+ Names from: Times and Bank Report Book, {793=1815,

2, Pitt Pepers, vol,{08, Lord Hansfisld's jJudgement, dd.30,1.97. and Cttee, on
Loen, 1796, ppe322, 327=329 and 342,

3 Ibid, p.327.

4 Pitt Papers, w1.108, dd, 30,1.97. and wl.276 - List of Defaulters on the
Loyelty Loan and Ctiee. on Loan, 1796, Pe3tbe

5« The membership of oonsortiums formed to merkst losns botween 1778 and 1781 varied
between 240 and 1600 members - Anon, 'Stook Rxchange a Souvenir', 1812, p,50;
Fairmen, An Acoount of the Punds, 1816, pp.12k=125 and Familton, 'An Essay',
112, ppa311=312,

6e Cttee. on lom, 1796, pp. 333 snd Appdx.2.

7+ ¥y saxple was teken from Consol Ledgers, Set.y 4792-98 and Set 105 1798 to 1804,
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London bankers had been a "vital 1ink in the ohsin of Sovermment
borrowing® since the Var of Succession and probsbly befm.1 Acoording to the
£irn®s historisn, Thomas Coutts purchased bonds for patriotic ressons,Z No
doubt such motives played a part, but it is perfestly clear that public ssourities
were very attrastive essets for banking firms, bdecsuse the mearket for them was
wide and the organisation for their disposal well established, YNoreover,
investment in Covernment securities frequently yielded more than 5%, the meximum
rate of interest allowed by law on other seourdtiss,” During wartime when the
capital value of Government securities fluctusted viclently a skilful banker
oould exploit price chenges to his own advantage, It is not surprising to find
that bonds caeme to form a high proportion of the asaets of Londonm bankers in
wartime and that the names of most London benkera are t© be found written in the
Bank's ledgers of deslers in Consols,” , | __

London benkers were well situated to distribute bonds. They ocould sell
with faoility {0 a wide cirols of customers, otmtaots and business aspociates,

By taking 100 names at random from emong those who purchased bonds from 6 Londom
bankers between 4798 and 1804 it appeared that 13 had titles, 18 were desoribed
88 merohants, 14 were London tredesmen (ocordwainers, distillers, warehcusemen,
purveyors of food and the like), Also there were 16 Jobbers, nearly all of the
Stock Exchange, 5 lawyers, 4 clergymen, a civil servant, 12 anonymous individuels
called "gent" and 17 benkers of whom the majority had addvesmed cutside the
London ares,” While the 1ist i3 amorphous smough, it does indlcate that London
bankers sold bonds to wholesslers, nerchents, aristocratic and professional
elients and to jobbers and other bankers, :

During the war years the number of London banking firms increasad
mnGSwBD.G 48 the Deputy Govemnor of the Benk of England supposed, the easy
credit conditions whioh prevailed af'tsr 1797 favoured the foundation of new ﬂms.7
Ko doubt the handsoms profits to be earned by investing in Covermuent securitiss
also encouraged expansion, as new irms sttracted new depositers, established
housses widened their cirecle of elients, and both extendsd the market for Government
aecuritiea.a Apert from the inoome earmsd on their investment, London bankars

1 Joslin, 'London Private Bankers', p.185 end 'London Bankers®, ppet56=477.

2, Robinson, Coutis, 1929, P

3« Compbell, 'Boonomic & Social Effsots of Usuxy Laws®, pp.197~156 end Cttse. on
Uaury, 4848, p.143, -

ke Comsol Ledgers, Set 10, 1798 to 1804; leighton - Boyce, Smiths, p.85 and
Joslin, 'london Bankers', ppe156=177.

S5« Sample from Consol Ledgers, Set 10, 1798 to 1804,

6s Filton-Price, 4 Handbook of London Bankers, pp.207-228 and sse Joslin, *London
Private Bankers', ppe172+173,

7o Bullion Report, 1810, pp.118=119,

8. leighton Boyoe, Swiths, p.127 and Bullion Report, 1810, petdi,
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held bonds in enticipation of a short term capitel gain and provided credit fer
Jobbers, merchants and others also interested in speoulating on the stock market,’

Prominent among the customers for bonds sold by London banking houses
wore oountry bankers. At tho tum of the 18th century moat banks outside the
capltel retained e high proportion of their invesizent in Lendon apsets, London
asgeta wore liquid end could be quickly rwalised to settls debts among provincisl
banks or with their customers, To hold London essets was both oconvenient and
prudent, Ths most liquid of thess assets was a deposit with a London banker, but
& country banker also regarded holdings in Governmmnt stock as part of theiy
reserves, Yields on public securities compared favourably with provincilal rates of
intersst limited by law to 57, Bonds vere liquid, income frem then secure and
thare alweys existed the prospect of capitsl gains, As assets they had marked
advantages over provincial securities such as mortgeges or sdvances to merchants
end mauatr:laliatsoz

Country banks increased predigiously during the war years from 280 in
1793 and 660 two dscades 1atar.3 Credit conditions were easy snd good profits
were to be wade from meeting the voracious demsnds of the Government Tor 1oana."'
Rigks were probably lower than in trade end many ceutious merchsnts fourd 2 safer
cutlet far their eapital and talents in banking, In 1812 there were 64,6 bankers
outside London. Trom e sample of €5 names 1t appeared thet all but elever held
ounaola.s

Country bankers not only held bonds in their portfolies, they also
purchased on behalf of their customers, ocollsoted dividsnds for them and maintained
s deposit with a london banker which sdded considerebly te the amount of provinocisl
mongy loaened to the Govemmnt.s They meinteined a deposit with a Londom bank
in oxder to remumsrate them for maneging their affairs in the capital, London
bankers provided numercus services for thair affiliates, For sxanmple, they
bonoured the bills of country bankers, cashed their notes and exscutsd thelr orders
for stoaks By the ontbreak of war the comnection betwsen London end country
bankars was well esteblished and provided an important link whereby provincial

4+ Bullion Report, 1810, p.ii4t, :

2. Pressnell, Country Banking, pp,257~289 end 408, 448; Bullion Report, 1810, pp.
114s 145 and 140 and Naloolm, Bistory of the British Linen Bank, Fpe 80 and 84,

3s Pressnell, Country Banking, P«i14.

bs Kerr, Ristory of Banking in Scotlend, p.i150,

5+ I took my nases from Preasnell, Countyy Bapking, passim; Graham, The £1 Fote;
Eerr, History of Banking in Scotland and Pitt Papers, vol.274 and oompared with
Consol Ledgars, set 12 for 181218,

6. Bulliop Report, 1810, p.113 and Pressnsll, Country Banking, p.261,
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savings were channselled into Government loans,! With the rapid expansion of both
London and oountry banking firms, their connections were strengthensd and
extended, For example, by 1800 Glynns were agents for 40 country banks and Robert
Smith ccncentrated all the surplus funds of his provineial banks in London to
invest in Government stocks during the war years.?

Parallel to the benking system end overlapping it et many points stood
the orgenised market for dealing in Govermment stocks, This market bad developed
with the growth of publio borrowing, (Dezpite the hostility of publio opinion to
mest of its activities end an unfavoursble legal suvironment). It oomsisted of
brokers who purchased and sold Govemmment assets on behalf? of alients and mads
profits by charging brokerage of 35 and of jobbers who dealt in securities to
make capital gains, Brokers simply negotisted contrscts. Jobbers aoted as
middiemen who accommodated both buyers and sellers of stook emd quoted a mrioe at
which they would buy and ueJ..'l..3 Both the Government and City Corporation had
long attempted to regulate the mumbers end activities of doalers in bonds by
lipiting entry to the profession, restraining brokers from dealing om their own
aocount and by meking certain kinds of speculaticns 11lsgal.’ Despite these
atterpts not more than 5 of all brokesrs (many of them jobbers as well) were
licensed by the City in 4800 snd the provisions of Baynsrds Aot "%o prevent
the infemous practice of stock jobbing® had never beem enforced by the Courte.’

No doubt the object of regulation was to bring some order and
responsibility into cheotic and extenaive market, a1l too frequently disturbed
by fraud deceit and defenlt of eontr!mtos At the end of the 7 Years V'ar the mere
responsible dealers thexsslves recognised the nsed for reform end began to
dissceliate themselves from "lottery jobbers, gamblers, miseslleneous sharpers
end those who wers disposed either morally or materially to piek pockets,”’
"Gentlemen Stookbrokers” furmed a elud in 1762 which met at Jonathen's Coffee
Houss. 4 decade later this same fratemnity moved to snother and larger gof'fea
house in Sweetings Allay mesr to the Bank of England end formed in sffect am
embryo stook exchange, Their affailrs were ®ntrolled by a Committes of General
Purposse, which made rules for the general oonduct of business, and acted as Court

1e Pressnell, Country Banking, p.408,

2. Fulford, Glynns, p.96 end Leighton-Boyoe, Smiths, pp.111=1412 and 427,

3. Kontefiore, Coumercial Dictionary, 1803 snd Pulling, Usages, Customs end

- Regulations of the City of London, ch,26,

e Ibid, ohe2h and Baily, "Rights of Stosk Jobbers Defendad’, 1805, pp.1=i46,

5+ Nortiwer, Everyman His Own Broker, 1801, p.156 and Bden-Hoopeyr, Stock Txehenge
A Souvenir, p.36. ?

6« Dickson, Rise of the National Debl, ppe535-536 and 552 end Powsll, Evolution
of the ¥oney Harket, pp.iB8«20,

7« Pranois, Chronicles and Charasters of the Stook Exechange, ppe199-200 and
Eden-Hooper, Stock Exchange a Socuvenir, pe6S.
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for the settlement of disputes relating to oontraots.1

At the outbreak of in 1793 an organised and specialised market for the
purchase and sale of Government seourities existed in the City of London. Its
funotion was to render assets which were not redeemable by the State liquid to
its creditora. Jobbers preserved investors from delays in realising their assets;
by buving and selling from each other, from merchants and from bankers, they
guaranteed the liquidity of the entire organisation for dealing in bonds, They
provided a oonstant demand whioh stabilised asset prices, Both brokers and
Jobbers had en active interest in widening the market for Govermment securities,

The number of dealers in bonds increaged during the war years. In 1792,
it is possible to distinguish 430 socounts of people deeling in consols, For the
period 1798 to 1804 ths Bank Bd.lniniatration itself distinguished neerly 600,
and in 1812 the Bank listed 726. Another observeble change is the increase in
the number of deslers clasaified by the Bank as “Gentleman of the Stook Exchange",
Before the war dealers in stocks tendsd to be more heterogeneous and included
(apart from bankers) merchants, lamyers, stationers, mercers, booksellers, dootors,
oven the ocoasional clergymen. Whils these professions remained representsd in
the ledgers of dealers in consols they became outnumbered by the names of those
with the eddress "of the Stook Exchange™ appendsd, Allowing for improvement in
olassification the evidence suggests the emergence during the war of a new class of
wen who found it worth while to make a profession out of dealing in public
securities, Before the war jobbing in the fimds had besn more conmonly oombined
with another profession, usually thet of merchent or exehangs broker, but with the
opportunities afforded by Govermment borrowing, the organisation for selling
bonds not only expanded in sise but apparently became more specialised,

There is; however, no evidence of any separation of function betwesn
Jobber and broker up to 1815. 8 development whioh was imposed on the profession
later in the 19th cantu:y Another significant feature of the stock merket also
remained unchanged, While the numbers of dealers increassd, the tendency for most
of the turnover in bonds to remainboncentrated in a relatively small mumber of
hands persisted. 67% of oonsols sold in 1791 were handled by only 287 of ail
those dealing in consols. By 1798 the number of dealers had increased by 40%
but desalings were dominated by men like Johm Addes, Philip Antrobus, Emmanuel

1. Bden-Hooper, Stock Exchange e Souvenir, pp.45 and 5¢ and Dugwid, Story of the
Stock Exchange, chetle

2e Gg"n;.oj.anedgars, st 9, 1792-98, set 10y 1798~1804, set 14, 180412 and set 12,
1 .

Je Powell, Evolution of the lioney Market, pp. 160-162,
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Lousada, the Sprott Brothers, William Steer, Edward Sheell, Williem Varriot,
Theophilus Green, Thomes Kllis, Tom Fielder, John Farprer and David Ricardo to
name but & few. These men might sell over a quertsr of million ocnsols in s yeer
vhen the typioal jobber purchased and sold betwsen £30,000 to £40,000,"

In 1802 initlative for forming a stock exchmge came from asong larger
dealers, end they opened the bullding which houses the present exchange, It
oontained some 500 subscribers, but membership wes controlled.® From the start
the Exchenge simed to distinguish its members from the great mass of dealsrs
(many of peor repute) snd to protect them and their elients from the risk of
fraud end default of contrasct, No duubt it helped to wmaintain discipline and
responsibility at a time when there were no legel sanctions to enforce many of
the oontraots meds in the stook market. Lists of defsulters were publishsd.’ A
nobleman who refused to pay his debts was exposed and in 1814 e Commitise of the
Stock Exchange successfully prosecuted a group of jobbers for a falss
announcenent of peace which raised bond prices to their own admtaga.l"

Pinally, the ledgers 1list hundreds of mzerchants who dealt in Govermment
stock, MNerchant was a term used by the Bank of England to cover every concelivsble
variety of trader, but it is diffioult to see how their olassification can be
improved upon, exnept perhsps by distinguishing between the commoditien they
dealt in and their varied geographicsl spheres of intersat; neither a possidble ox
lluninating sxarcise,

Herchants engsged in intemmsl and extermal trade might be expacted to
have developed contacts, assoclates snd customeys to whom they oculd Just es
easlly sell paper assets as they sold commodities, doreover, they were also in a
position to obtain bank oredit far the enterprise. The Antrobus fanily sold
both tea and bonds, the Lousadas sugar end consols, Jobn end Fathew Chalie
switched their capital and talents from importing wine into dealing in paper
assets when the war came. No doubt the additional rieks ettendant upen foreign
irade in wartime encouraged other merchants to maks the ssme move,

Heny of the Londum mervantile oommmity disposed of bends through their
~ brethren in the provinces or sometimes in foreign capitals, ¥oses Levy made use

1« Consol Ledgers, Set 10, 1798=1804,

2. Eden-Hooper, Stock Fxchangs a Souvenir, p.S5ke

3+ Melsheimer & Walter, . Laws end Customs of the Stock Exshenge, pp. 2 and 5,

4« smon, ‘seport of the Sub Committee of the Stook Exchange', 1814 and Anon,
'&nia.mim Aspersions Containad in e Report of the Stook Zxohange Refuted’',
1
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of his Liverpool contacts., Luke Walford and Jacod Teifer supplied business
associates in Clasgow end Bristol. The Vinet brothers sold to Canterbury wool
draperss The Texseras and Molinesux had family commeotions in Gsneva and The
Rague. Thus by devious end multifarious routes usually established for commodity
trade, bonds were distributed around the country end dealing in paper assets
came to be as common to some merchants as trading im other naren.1

Unfunded borrowing wes ashieved through the sale of Military, Fxchequer
or Trecsury bills to the money merket, Govermment bills were received by
individuals or institutions in exchange for commodities or services providsd for
military depertments or in exchange for amsh supplied to the Exohequer, Bills
could be held by those to whom they were Pirst issved until paturd ty when ¢laims
sgainat the Govermmont could be translated into e capital sum plus interest.
Altermatively billa could ba sold on the capital market to others with oash to
dnvest in liquid securities and who desired to samm interest upon or to make a
capital galn with their ready money, By the outbresk of the Trench Wars an
organised market had also developed for the cirouletion of Covernmsnt biils which
made it relatively easy for the State to horrow short term in order te meet its
dsy to day expenditure,

At the oentre of this market stood the Covemment's bank, the Benk of
England, In faot in peace time the Bank held the bulk of the unfunded debt in
its omn portfolio, but during the war the Government called uped the market to take
inoressed quantitdes of its bilis.’ Befare outlining the Bamk's fmetions and
assessing its importance I proposs to descride the repaining but subsidiary parts
of the market for Government bills, Some impressions of the individuals and
inptltutions who held unfunded debt oan be cbiained from the nemes of people who
exchanged bills for irredeemable bonds on the occasion of several funding operations
vhick occurred .during the war years, Their names and cocupations ere recorded in
ledgers arong the Bank of Englend's records, Unfortunetely these ledgera do not
provide us with an entirely accurate impression of the holders of the bills at emy
particuler momont of time, because bdill holders might avoid funding thedir bills by
selling them to people or banks who were willing to exohange bills for bomds.
Furthermore, the dsscriptions sontainsd in the ledgers are not really specifie

1e All information on merchants comss from Consol Ledgers, Set 10, 1798-1804 and
London Direotory, 1796, Kents London Directory, 1800, Wew Annual Directory,
180; a;ui Universal British Direstory (all available at Coldamiths Library,
London

2, See 'l’abiss 16 and 23.
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or detailed enough for a good analysis of the compesition of the monmsy market,
Kevertheless, random samples of the names of pecple who exchangsd bille for bonds
in 1794 to 1796, 1808 and 1812, when coupled with other deseriptive evidsnce
provides us with somo notion of the kind of people end institutions «ho purchesed
end held Governmont bills,’

Te bogin with bills were a sufficiently liquid and profiteble security
to be a Pavoured outlet for the funde of bankers. Yy analysis showed that as &
group London bankers held more unfunded debt than any of the other parts of
the capital market, except the Bamk of England, ILondon banks had been "nurtured
on Government finance” and throughout the 16th centwry they had switched their
resources inte GCovernment debt in wartime.z The "rench Tars proved to be no
exoeption to established practics. Coutts, Hoares and Glymns &1l hald bills and by
1813 the turnover of Exchequer bills at Smiths reached helf = mi.'l.lit.m.3

In spite of their cbvious importance the role played by London benks
st be clemrly understood because some part of their holdings of bills vndoubtedly
represented the investment of funds on behalf of olients. Country and Soottish
banks for example, weloomed the opportunity to earn the high rates of intereat
paysble on 1iquid publie sssets Guring nartime.* Some obtained bills directly
fronm the Government broker or from the Bank of England but most country bankers
purchased their bills through the agenay of a London banker,? Purthermore,
country benkers often maintained deposits with London benkers. Alternatively the
resourses of a sountry bank might be channelled through its main branoh in the
eapitalgs

In sddition to banks fire and marine insurance £irms who needed %o
maintain a balance of liquid sssets to meet olaims on them Por lopses ot seam or by
fire, found Govermment blills a suitably safe and liguid securdty for thelr surplus
calh.7 The London Assursnoe and Royal Exchenge narine insursnoce companies both
held exchequer bills and several nemes prominent as undermriters at Lloyda can be
found among those funding bills during the war yoars.a

1« The samples haove been teken from Consol Iedgers, Sets 9~t1, 1792=i812,

2, Joslin, London Private Bankers, p.185 and 'Lomdon Bankars®, pp. 175-176.

5+ Robinson, Coutts, ps51; Bullion Beport, 1810, p.50; Fulford, Glynns, ppeS3=94 ani
Leighton=Boyce, Smiths, p, 100,

ke Pressnell, Country Banking, pp,268,421,422,424,426; Cttee, on Suspensien, 1797,
PPe205 & 207; Bullion Cttees, 1810, Ppel1iksi15 and 140; Cites. on Usury, 1518,
Pe162 and Kerr, Banking in Scotlend, pp.i36=~139,

5« Sayers, Lloyds Bank, p.181; King, History of the London Discount Harket, p,9;
Pmmn, Country Bﬂﬂld.n!. PP.B&‘B‘: Thoamton, Fapexr Credit, 1302. PP-?G.BO.&].
85;2?.108 and 273; Leighton-Boyoe, Smiths, pp.112 and 116 end Fulford, Glynna,
Pe

6. Prossnelly, Country Banking,p.402 and Leighton=Royes, Smiths, p.127.

7o Jobn, ‘Merine Insurance's ppe’38~139.

8¢ Ibid, p,158 and Piti Papers, vol.277,.
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THE ESSENTIALS OF DEBT MAHAGEMENT

The Issue and Redemption of Public Seourities

Borrowing money consisted in marketing public securities and this
task involved the Chancellor of the Exchequer and his assistants at the Treasury
in the business of debt management, which is but another neame for borrowing
policy. But the nature and complexity of their task can only be eppreciated by
a detslled investigation into the range of decisions involved in the sale of
assets to the publio, |

The amount of money spent by the Govermment in any aingle ysar consisted
of taxes and the net sum borrowed from the public. Given the lovel of
expenditure, clesarly the higher the level of taxes levied on the population the
lower was the additional amount borrowed by the Government to f4nance its
spending, 1In other words the volume of public ssourities marketed over the
Year hare sn inverse reletionship to the total sum raised in taxes,

Az 1 have already explained, Goverament borrowing at the close of the
18th century took one of two forms, funded or unfunded. Yet contemporary
disoussions of public finanve usuelly ignored the letter as & source of revenue
and regarded a balanced budget as one where receipts from taxes covered
expenditure and the Government had no recourse to - -funded borrowing.! It is
eagy to see how confusion oould arise, In peace time most of the bills sold to
the money market were designed to obtain funds in amticlipation of revenus
aocruing during the ourrent year and were automatically pald off when texes or,
less commonly recsipts from loans, arrived at the Exchequer, “Contingent"
unfunded borrowing of this kind made no contribution towards the finence of
annual expenditure, it simply met the Excheguer’s temporary needs for ready
cashs But when the Treasury issued bills on the security of revenue which
failad to arrive at the Exahequer or issued bills to provide funds for unforesesn
increases in the level of expenditure, clearly the Government employed unfunded

1+ Ctteas. on Public Incame snd Expenditure, 1786 and 1791 end Raywent, Inocome
end Expenditure of (.B. of the Last 7 Years, 17914



borrowing to finsnce ocurrent expenditure. The ocase is even more obvicus when
the Treasury sold bills to finemce ourrent expsnditurs but which were legally
redeensble from tax revemus acaruing in future financisl years.'

Both funded and unfunded forms of borrowing provided the Covermment with
the finence required to meet the difference between expenditure snd receipts
from texes. But since the Treasury both borrowsd money and repaid debt during
the finencial year, only the not amount of money borrowed could be used as
intereat payments and for the purchase of resources by public depertuents,
Clearly the greater the gap between total receipts from the sales of bonds and
bills and money expended for the redemption of bonds and bills the higher would
be the proportion of &ll maney borrowed from the public availsble for the
finance of "reel” expenditure, At the same time the more repid would be the
aooumilation of the national debt, As the volume of debt redsemed grew larger
the emount of current loans availsble for other forms of expenditure became
comparsbly smaller, At the point where repayments of debt exceeded cash
borrowed over the year the Government allocated taxes to meet obligations to
ite oreditors, but the net amount of debt outstending and the interest bill then
declined. As pre-war disoussions sbout the Sinking Fund made clear, only if
the Government possessed a surplus of tax receipts over expenditure could

effective reduotions be made in the size of the natiomal dsbt,>
The net amount borrowsd by the Government for the finance of expenditure

consisted then of receipts from bonds s0ld minus payments for bonds purchased in
the market by the Treasury, plus revemue from dills marketed minus revenue used
to redesm matured bills, During the wars with Frence all four operations took
place annually and encompassed the business of debt manegement, Receipts from
bonds sold invariedly exceeded the amount of revemve employed to buy bonds and
fundsd borrowing alwsys made a positive conitribution towards the finance of
expenditure. The contribution of unfunded borrowing on the other hand ocould be
either positive or negative, Whenever it became negative (that is when billa
repaid exoeeded bills issued) part of the revenus from funded borrowing had in
fact been diverted to the redemption of the floating debt. Whenever bills
issued exoeeded bills repeid unfunded borrewing contributed to the finance of
real expenditm.j Finally the net volume of bonds s0ld over the year bore en

1s Ses pp.35 & 72;Cttee. on Public Vonies, 1857, pp.4BE=500 end 533«534 and
Wood, English Theories, pp.60—62.

2» ch:lahOJ.m R.ept. » 1868-69’ PPe 71 0"'712 and Ha:rgrea'vea, Mationael lbbt. pp.98—1 00.

3+ Ses Table 4,



(]

inverse relationship to the net volume of bills issusd. Unfunded and fundesd
borrowing were altermative ways of raising money and the higher the level of
one the lower the level of the other end vice versa. Only with these
relationships in mind is 1t not misleeding to discuss separately the management
of the funded and the floating debts. :

The management of the funded debt oconsisted of the sale of new bonds,
an cperation called floating or negotiating a loen, and the redemption of debt
through the purchases of bonds from the money market by the Cosmissioners for
the Sinking Fund. It is however important to emphasise that at ths end of the
18th century the only form of debt for whioh the Covernment contracted with its
creditors for the repeyment of principal as well as interest on maturity
consisted of exchequer military and Treasury bills, Other debts of the British
Government consisted of claims for intsrest or ammuity paymenta and were
redesmable only at the optian of the Government itself. Although the Government
could purchase bonds in the market if it wished, bonds were not legelly promises
for the repeyment of debt.

After the Ameriosn Var of Independsnce, both the public and statesmsn
beosme deeply concernsd with the size of the country's debt, and Pitt, prompted
by the Selsot Committse on Public Acoounts, resolved to plaoce ths debt under a
regular course of redemption.! It is well known that his plans for the
reduction of the debt lesned heavily on the ideas of Richard Price who had
published ideas on the subject as sarly as 1770..2 Briefly Prios reoommended
the esiablishment of a Sinking Fund under the termms of whioch the taxes formerly
Pald as intsrest on bomds redsemsd by the Government would continue to be
oolleoted and employed to redeem more bonds., Thus the anmuity payments on
redeemsd bonds would provide the Government with an scoumulating fund for the
redsmption of the national debt., As Price himself put it, ™A Sinking Fund Ped
by interest 1z a fund oonstantly imcreesing,”” As s devios for diverting publio
nmoney towards the repayment of debt Price's ideas had muoh to commend them, OF
oourse taxes would have to be imposed to provide the initial funds to buy bonds
from the capital market but as time went on the Sinking Fund would depend less
and less on the impositien of new taxss and more upon receipis from existing

1« Chisholm RBept., 1868-69, p.711; Falrmen, An Account of the Public Funds,
1816, p4178; Grenville, An Esasy on the Sinking Fund, pp,18=49 and Binney,
British Public Finanoe, pp.112=11k,

2. Cone, 'Price and Pitt's Sinking Pund’, pp.2Li=251.

5« Price, in Appeal, 177%4s ppP.312~315.
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taxas formerly levied to pay interest to the Govermment's oreditors. Further
taxes need not be imposed, the Government would simply not lighten the existing
burdsn until the required amount of debt had been redssmed. For a society
vhioh exhibited suoch a marked reluctance to contribute anything in taxes the
attractions of Price's soheme are obvious,

Thus in {786 Pitt esteblished his famous Sinking Fund when he proposed
to allooate £1 million every year from surplus revermue for the purposes of '
debt redemption. In addition he proposed to use the interest formerly paid to
the ownars of the redeemed stock for the redswption of even more bonds. But
when the anmual incoms of the Sinking Fund reached £4 million the interest on
the bonds thereafter redsemed would be ocanoellsd and taxes reduced accordingly.’
Caloulations among Piti's papers show that if the price of consols had remained
—.at 75, and no further borrowing ooourred, the entire National Debt oould, through
the operation of this plan, have been pald off over 35 yaars.z Pinelly Pitt
and the Commissioners for Publis Accounts were most anxious to avoid the fate of
all previous Sinking Funds whose income had been diverted awsy from their
original purposes towards other items of public expenditure, In ocrder, as he
put it, "to convince the kingdom something effestual is meant and pudblio debts
are indeed on the way to be extinguished," Pitt attempted to ‘design the legal
and edministrative framework of his Sinking Fund in such a way that it would be
mandatory on future Chancellors of the x:n:ehoc;nmx'.3

For the five years prior to the war, the Sinking Fund cperated as Pitt
intended, purchasing bonds with surplus revenue from texes and receiving interest
on redsemed stoak.h When the war begen in 1793 the Government onece again
commenced borrowing on a large scale and with the disappearsnce of the budget
surplus the whole problem of the Sinking Fund obvicusly required reconsideration,
For reasons discussed further on, the Government persisted with the Sinking
Fund and between 1793 and 1815 allooated revemue for the purchase of bonds at
the same time as it sold bonds to the mariet,

The mensgement of the unfunded dsbt involved dscisions sbout the issue,
renewal and redempiion of bills. Every year the Treasury was confronted with a
blodcof matured supply or deficiency bills dus for redemption and could mest the

1. Chisholm Bept., 4866~69, pp.711-712 and Hamilton, 'An Inquiry?, 1812, p.t41.

2, Pitt Papers, vol.275,

3. Sinclair, History of the Revenue, ¥ol,1, Pp.486~.487, 496 and 499; Chisholm
Rept., 1868=69, pp,711<712 and Grenvills, An Esssy, pp.59 and 63.

4e Fairman, An Account of the Fublic Funds, 1816, p.182 and Chisholm Rept.,
1868-69, pp, 7114712,
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Government's obligations to its creditors in one of four ways. First the billa
oould be repaid from ths cash received from tax revenue and ths Govermment dsbt
would then decline. Next the Chancellor could allocate ocash received from a
loan towards the repaywent of bllls, In this case the funded debt would rise
but the unfunded debt would deoline by a comparable amount. Whenever the
Government borrowed on bonds and at the same time reduced the unfunded debt the
Treasury had in faot allooated part of the loan towards the redemption of bills,
Thirdly the Chancellor could opt to renew matured billa for a further year,
Renewal occurred whenever the amount of bills issued over the yaar exceeded
the amount repaid and the unfunded debt inoreased. Renewal of floating debt
involved no transfer of cash from the publis to the Govermment and implied- that the
Chancelloxr had deferred making proper provision for the redemption of bills
issued to finence-past sxpenditure until some fubire date. Pinally, the
Treasury could convert bills direstly into bonds under en opsxetion called
funding. Funding consisted simply of the exchange of bills for bonds of a
comparsble meriet valus. Again no cesh passed between citizens and the State,
and ip funding operationa the Treasury reduced the floating debt but added s
comparable amount to the funded debt, Funding thus added {o the supply of
bonds offered toc the money market over the finanoiasl year, and implied that
past expenditure, met in the first instance through the sale of bills was
ultimately financed in a subsequent year through the sale of bonds,’
| Borrowing policy was ooncernsd essentislly with operations for the sale
and redemption of bonds and bills. It mimed to facilitate the flow of reverue
into the Exchequer at the lowest cost possible to the public. In the management
of the floating and the funded debt the Treasury operated within the framework
of laws, oonventiona and institutions already described. Occasionally it ocould
operate upon this framework and change the conditions for borrowing money to
its own advantage. But unlike taxes,whioh were oompulsory levies,revermue could
only be borrowed by eliocitating cooperation from those with funds to lend through
the institutions and methods estsblished for that purposs. Thers were definite
end important oonstrainte on the Government's freedom to change oonditions in the

1. The management of the unfunded debt is not described in any of the ususl
asources on 18th century public finance, My understending has been derived
from Weys and ¥eans and Supply Resolutions printed in Commons Jnls,;
Treasury Aooounts = T30/20; Chisholm Repts, 4868+69, pp.694=701; Ctiee. on
Public Monies, 1857 and Treasury Caleulation Book - T35/27 for 1799.
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market place for its dills and bonds.

At eny one time the distributive network for the sale of public assets
wap given, Thus the Treasury had to bargain with losn oontractors, it had to
market bills through the Bank of England and had to negotiate its funding
opoerations with eommittees of London bankers, MNoreover, it dependsd heavily
on the Bank not merely to asct as intermediary with the capital markst but to
support both the Government end the private institutions invelved in supplying
finanoce to the State with whatever credit seemed necessary. Finally, Chencellors
of the Exchequer opersted within the legal framework and political conventions
of the financial system, They required approval from Parlisment for all their
aotions, IYoney had to be borrowed snd spent within s single finanocisal year,
Nevertheless, the Chancellor of the Exchequer oould do soms things to affect
the terms upen which he borrowed momey, First he could regulste the flow of
assets onto the London capitel merket in order to take sdvantage of changes in
demand, Next he oould market ths kind of assets ropular with the market and
profitable to the Government, Finally he ocould seek to promote competition
among those who purchaged public securities. I propose to disocuss each of these
options in turn,

Ihe Timing and Arrsngements for the Issue of Public Securities

Chancellors of the Exchequer attempted to regulats the flow and
composition of assets offered to the London capitsl market in oxder to teke
every possible mdvantege of variations in demand. Thus when iquidity preference
ran high the intereat charge could be ocontained by borrowing through the medium
of bills, If bonds seemed to be in favour with the market obviously it paid
the Treasury to fund part of the floating debt. Strategy consisted easentially
of reaoting to changes in the disposition of the market towards different types
of publio securities. It was chbove 8ll a matter of meking the right arrangements
et the right time, But in order to apprecieste the cpportunities open to the
Chancellor for reducing the Govermment's interest bill it ia necessary to
understend the faotorsaffecting changss in demand for public securities and also
to eppreciate the methods available to him for taking advantage of fluotuations
in demand,

Given the amount of momey the Government opted to borrow over any
financiel year, its oppartunities for effecting reductions in the overall interest
b1ll really depended on the state of demand for public securities during that
yeare In seeking loansble funds the Government competed with the private
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seotor and changes in opportunities for profitsble investment elsewhere in the
ooonomy certainly brought about increases and falls in the level of demand for
its paper assets, Neverthsless it should be observed that while the merket for
public securities overlapped with the national rarket for capital, it was not a
homogensous market. Fy study of benrdholders reveals that they were oconcentrated
in and around london, Their investwent horizons probebly did not extend to

the possibility of omning industrial assats in the North or ¥idlands. For
several reasons disoussed olsevhere the way in whioch industry was finenced did
not sppesl to them.! Probebly the range of alternatives open to investors in
Government bonds and bills may well have been confined to mortgeges on real
estate and the limited renge of securities negotiated on the London capital
nerket, such as stocks of the Sank of Englend, the Fast India Company, the
sharea of seversl insursnoe oompanies, London public utilitios and the more
nmerous osnal companiss,

Competition between the publio and privets ssotors for funds avallabls
on the London capital market does not appear to have been national in extent end
sinoce Government borrowming wes conducted through the gale of assets (transaotions
isgally exempt from the operations of the Usury Laws), it beceme even more
diffieult for the private ssctor to compete whensver interest rates moved sbove
the legal maximm of 57, Al the evidance suggests thet the low risk, higher
¥ield and marketsbility of public securities rendered them e favoured outlet
for whatever funds were svailsble to be invested in london and that merchants,
landownera, canal companies and industrialists found it d4ifficult to obtain
loans or credit in wertime because of the diversion of investible funds into
Government uourit:las." But potentially at lsest the eass and price at whioh
the Goverrment 90ld its aasets depended in some degree upon the opportunities
open for altsrmative investments in the private seotor,

The first buyers for any new public sscurities inmoluded loan contreators,
benks, insurance compsnies, dill brokers, gentlemen of the Stock nxchange,
wholesalers, retailsra and merchants of every kind, who together msde up the

i See Pa 262,

2, Campbell, ‘Economis snd Sooiel Effeots of the English Usury Lews®, pp.197-198
and 206 and Campbell, ‘Usury and Annulties®, ppek73=494.

3, Cttee. on Usury, 1618, pp.8, 11, 13, 20, 943, 162 and 157; Joslin, 'London
Bankers', ppy 169, 174 and 174; Pressnell, Country Banking, pp.267~288;
Thornten, Psper Credit, 1802, pp.2B6, 290, 292 and 310; Cttee, on Suspension,
1797, pe14d and Lorda Cttee, on Suspension, 1797, pp,254 and 362,
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London capital market. Although it might be difficult at the margin to distinguish
dealers from true investors, neverthsless it is oclear that most of the irmediate
and possibly the seoond line of demand for bonds came from professional and
semi-professional speculators, that is from people more interested in realising

a8 capital gain on thelr trapsactions in public seocurities than in the srmual
interest earned by holding them. In wartime ths day to dey fluotuations in

the value of bonds could be exploited for profit by akillful speculators while

the less skillful made losses,’

Bills on the other hand provided the market with an aaset lsss likely
to fluotuate in value, more easily exchanged for cash at the Bank of England or
another London beank, of short maturity but whioch in general eerned lower rates
of interest than bonds. Although bills were less easily exploited for ocspital
gains they did provide a fairly profitable and highly liquid outlet for the
surplus funds of the capital merket.

At any point of time the market distributed the funds availsble to it
for investment in State assets between ocash, bills and bonds. Cash balances
offered littls or no interset but were completely safe. 3ills peid interest
and were easily realised for cash while tonds paid high rates of interest and
offered the greatest prospects for ocapital gains or capital losses. Todgy,
the propensity of the capital market to hold cash or bills rather than bonds is
referred to as liquidity preference, but the evidence suggests that the movenent
of funds betwsen different types of securities in response to preasures for
liquidity was probably already well kmown to Governments at the end of the 18th
oentury.z Furthermore, reasons for changes in the disposition of the market
towards different types of assets are also not diffiecult to irace from
ccntemporary oomments, To begin with, the propensity to purchase bonds grew
stronger when people’s wishes for cash and bills hsd been satisfied.

I have alreedy shown how the liquidity position of the market depended
on the Bank of Englsnd and any restraint imposed by the Bank either upon
purchages of bills from the Government or upon the voluge of commercial paper
discounted for the privats sector immediately reduced the demand for bonds., Even
hints or rumours of stringency in monetary conditions produced similar affacts.3

1« 3See ppe 49, 51 and 53,

2, Joslin, ‘London Banksrs', pp.156=~177; Cttee, on Suspension, 1797, pp.43, 57,
178. 180. 205 and 2‘!2’216- ]

3. Cttse. on Suspension, 1797, pp.37, 43, 57, 180, 190, 192, 242 and 245 and
Boyd, 'Letter to Piti', 1811, pp.2~5.



But spart from the sbsolutely central position of the Bank 1t is also spparent
that the Governmment itself could and did influence the liquidity position of
the merket, If it issued more bille than it repaid over the finencial year
the volume of unfunded debt held by the market increased. On the other hend e
oontraction of the floating debt reduced the market's liguidity position and
1ts propensity to buy bonds.

Similar effects were occasioned by largs scale issuss of cash to or
withdreawals from the private sector. For sxample for some weeks before the
quarterly payment of dividends on the national debt cash accumulated at the
Exchequer and affected the liquidity of the money market. Newlsnd, the Bank's
oashier, explained to the Lords Committes of Secreoy in 1797 how dividend
peymenis made a oonsiderable difference to the volume of momey in ciroulation
and 22 years later another Lords Committee put the variation in the note issue
during the weeks preceding end the weeks following the psyment of dividends at
betwesn £3 end £5 mi1lion.? A1l fluctuations in the £low of Government
expenditures over the year produced comparsble veriations in the volugs of
ozsh on deposit with London benkers and through these veriaticns expensions or
contractions in the overall supply of credit afforded the banking aystem,

The propensity of the market to buy bonds was strongly influenced by
expectations of future movements in their values., If price trends were in an
upwards direotions and the market expscted them to continue that way its
disposition to buy bonds became stronger, but if buyers anticipated a fall in
prices their antipathy to bonds grew and they preferred to hold bills or ocash,
In en organised end interlocked market dispositions to optimism or pessimsm
tended to beoome generalised quickly and in war time changes in mood were
apparently highly v:'.i:!.a‘i:l.le\.3 Neverthsless the factors normslly taken into
account by speoulators in their prediotions appear to bave been fairly rational.

To begin with dealers in paper assets lnew their oustomers wers prepared
to buy only a certain amount of bonds at any one time and that large and rapid
increases in their supply oould only be disposed of at lower prioces, Thus when
purchasing bonds from the Treasury or from their follow desalers in the capital

1s Pitt Papers, vol,183 - Thornton dd. 18.2,57 end 31.4+99; Ctiee. on Suspension,
17975 PPe191=192 and 271~272; Anon, ‘Letter on the Loan of 1796, p.33 and
G’H‘.ee. on 19 Naval R,oport. 1805’ P.169.

2. Lords Cttee, on Resumption, 1619, ppe.11=12; Lords Cttee. on Suspension, 1797,
p.zgﬁsgttee. on the Bank, 1807, p.95 and Collier, Life of Newland, 1808,
PPe .

3« See Samuel Hoerc's evidenoe to Cttes. on Suspension, 1797» p«50 and Reports
in the Monthly Magasine, 1796 to 1805,

\
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market they had to make some estimate of the effacts on prices of the potentisl
flow of bonds onto the market and of the willingness of inveztors to absorb all
the bonds offered for sale over some finite period of tima." The flow of bonds
oonaisted of the annual loan, bills funded by the Treasury and old stock
merketed by the piblic. Usually the Chancellor informed the market about the
smount of the loan early in the financial year but funding operations occurred
a8 and when the Treasury thought it nscessary end profiteble to reduce the
floating debt, Dealers had no way of ascertaining the amount of bills scheduled
for funding during the year but they oould reascnebly anticipate such operations
whenever the volume of floating debt outstanding had risen rapidly and when
bills fell to a discount.® As for sudden edditions to the amount of old stook
in the market that remained unpredictable and depended upon the anxiety of
investors about the capital value of their holdings in the funds, .
Political events had, however, been recognissd throughout the century
as perhaps the most significant influence on the disposition of both dealers
and investors to buy or sell bonds. In peace time the illness of the Xing, a
change of adwinistration, or, as Mortimer so amusingly seys, "the advancement to
the highest offices in the state of men of wsak minds, corrupt hearts and
debauched manners" hed alsc a tendemcy to reduce the demend and lower the price
of state aaseta.3 By the end of the century investors were probsbly only
8lightly conocerned with the risk of default by the Government on its interest
payments as administrations changed but they could be certain that war would
inorease end peace diminish the amownt of money borrowed by the state. Annual
expenditure in peacs time was usually Pfinenced from taxation whils additional
military swxpenditure to fight the war had been invarisbly met by borrowing., War
or the expectation of war presaged en inerease in the supply of bonds and a
reduction in their price, Peace portended the opposite and investors who had
purchased assets relatively cheaply while the war continned could expect to
make capital gains when hostilities ceased, while unfortunate peopls who had
purchesed bonds before war broke out could expect to make a capital loss if they
realised their assets during the conflict, Thus spsculators end investors
concerned with the ogpital value of their investments alwsys hurried to sell out

1s Cttee., on the Loan of 1796, pp.317=319.

2, Ibid, p.334; Vensittart Papers = to Castlereagh, dd, 17.10.14 and Pitt Papers,
v01,408, dda5.2,9%., '

3« F¥ortimer, Everyman His Own Broker, 1801, p.255.
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at the onset of war and to buy when peace seemed near.' The influsncs of this
body of "floating assets” on prices was often considerable, Consol prioces, for
example, fell aharply at the omset of war in 1756, 1776 and 1792 and appreoiated
again vhen peace terms were sgreed to inm 4762, 1782, 1802 and 181k.2

During the French wars sny political or military event which wss a
portent of éi.ther the prolongation of the war or an early peace frequently
affected the price of bonds emd the bid submitted for bonds by loan contraotors,
For exemple, Jamss Horgan observed that this bid "would be governed by reference
to the market prioe in the first instancs, next the disposition of the publie
towards pesce™. Reports en stook prioces published in the Honthly ¥egasine betwean
1796 and 1805 indicate that alliences formed sgainst the United Kingdom, the
loss of Naval engagements or land battles and breaking off negotiations far
peace -with France were all events whioh depresssd bond prices., While victories, —
diplomatic succeas or the opaning of peace telks invariably lead to some
appreaiation of priou."

Not all speculation sbout possible movements in tha price of bdonds can
be desoribed as raticnelly based, On seversl oecasions during the Napolsonic
wars the stook exchange and other parts of the merket apparently bought and sold
en the basis of wild rumours and at lsast once the markst sucoombed to & deliberate
fraud designed to persuade it that peace was in the offing end prices would r:lae.s
Furthermore, the pemphlsts of the period contain several assertions scousing the
Stock Exchengs or other groups of deslers in publis ssourities of rigging the.’
market in order to further their omn interests, Thoss sbout to duy bonds
ocertainly possessed an interest in affeoting redustions in their prices, vhile
"bears” abeut to sell cut naturally asppreciatad rising prices, But whether
either group could sffectively bring edout changes in prices sufficient to affect
the oversll demend for bonds end the ocet of borrowing seems extremely doubtful,
whatever Yortimer and other opponents of ths Stoek Exchange might sey to the
o?ontruy.s .
The methods open to Chancellors of the Exchequar for regulating the
spply of ssourities to the market in order to taks advantage of variations in

1+ MNortimer, Everyman His Own Broksr, 41801, pe2ifs251; Mexwell, The Creowey Papers,
Pe11; KoPherson, Annals, vol.IV, 1805, p.264 and Dropmore Papers, vol.2,p.338,

2, JYonthly prices of bonds ere tabulated im the Aunual Register and Centlsman's
¥agasing end snmual prices in Ashion, An Roonemio Fistoxy, table 43,

3+ Ctive, on the Loan for 1796, p.319.

ke Cttes, on 11 Naval Rept., 1805, pp.167-168 and monthly reports on the stock
market in Fonthly Mag., 1796~1805,

5. Hmm Eag., l?.'b., 1803’ p.98 and Anm. Rept. of the Sub C‘Hﬁea. of the Stock
Exohange, 1814,

€« Anon, 'An Expose of the Stook Exchange®, pp.i5=46; Anon, 'Letter on the joap of

1796's De3h and Martimer, Everyman Pis Gwn Broker, 1801, Chs, 2 and 9,
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the level and composition of demand oan now be ocutlined.

Major decisions about debt menagement had usually to be mede before the
Chancellor preventz:d his Vays and Leuns eatimates to Parliament end at that
stage he deoided upon the proporticns of revenue to be raised from taxes, by
bonda and through the medium of bills, Theoretically the Chencellor ghould have
favoured bills over bonds whenver the prices of the latter were low and falling and
whenver the market displeyed a atrong propensity to remain liquid, The loan
oould be delgyed and allooated towerds the paywent of bille issused to sntdoipate
ite revenus, Unfortunstely the Chancellor was siumply never in a position to
calculete tre reletive adventages of funded agsinst unfundsd borrowing simply
because he could rarely predict with any scouraqy the likely flow of bills onto
the market over the year. He certainly knew the amount ¢fPills up for repsyment
and could essess the possible inorease in the floating debt due to issuss of
bills for the finence of foresesn expenditure., But the volume of bills
clroulated to cover inacouracies in the estimetes of revenus end expenditure
exr to sntioipats receipts from taxes and loans ascruing during the current
year oculd not be predioted and brought vithin o framework of salouwlstions
nocessary for any ratiomal policy of debt memagement, Yot oontingsnt ohort temm
borrowing, particularly by the military departments, frequently seoounted for
the greater part of additions made to the flow of billas onto the oapital market
over the yesr,' Thon sulden and rapid ineressss in the supply of bills could
alter the whols basis of the Chancellor's predioctioms about the relative movements
in the prices of bonds and b4lls the Treaswry could do 1ittle more than attempt
to oontain goptingsnt short term borrowing within narrower limits. Fine
caloulatiens as to the relative adventeges of borrewing om dills or bamds were
never xeally fsasible, The Treamumy did not really have an overall poliqy for
debt memagement but reacted to the floating dedt by funding bills whanver the
uarket appoared disposed to move inte bonds and whensver profiitebls opportunities
for conversion arola.a

0f course the floating debt ocould also heve been contsined if the
Govorment repaid metured bills with the proceeds of losns but Aumding operations
had certain definite aivanteges. Firat of all the Treasury usually mansged to
sonvert bills into stooks of AK and 5% dencodmation whieh loan comtrastors
frequently refused to acospt, but which had the marit of baing convertible after

1+ 8ee pp. 42, 105, 106, 109 and 125=426,
2s Ses oh,b snd Vansitiart FPapers, vol, 312%] - Castlsxeagh, dd, 17.10.44.



73

the war into 3, comsols, thereby reduoing the Government's interest bill,}

Some authors oonsidered funding had the added asdvantage of allowing the Treasury
to by-pess loan contractors and to deal directly with & larger number of bill
proprietors, bdut whether cutiing out cme group of niddlsmen reduced the interest
bi11 is impossible to say.z Probably not, beosuse negotiations for funding

were usually oconducted with a fairly small group of London bankers representing
the market who apparently reached prior agreement on the texrms generally
accopteble for the oonversion of bills into bonds,’

Perhaps the most important adventage of funding was that it presanted
the Treasury with an opportunity to regulate the flow of bonds offered to the
market, Proceeds from the loan could be used to pay off bills and the Treaswry
took acoount of the possidle gein from inereasing the loan instead of floating
a smallsr losn followed by a funding operatién. Calculations of this sort must
have been difficult to make since they involved ocomparing the known prices of
bonds on the date chosen for nsgotiating the loan with their axpected prices on
the date proposed for #unding sometime later in the Year, Additions to the
loan would, morecver, deprese oonsol prices while deduetions from the volume of
bills funded usually gave the Government better terms on the convarsion,
Theoretically the Treasury should have funded an smount of bills ar borrowed en
smount of money so that the intsrest paysbls after both operations was minimised,
at the point where the anmual cost of the last pound borrowsd equalled that
on the marginel bill funded.

Funding oould also be timed to take advantage of changes in the
disposition of the capital market, Negotiations to comvert bills into bonds
should theoretically have taken plase when bond prices were rising and the
market antieipated the increase to oontinue, In wartime deily and unpredioteble
fluctuations in bond prices rendsred the selection of dates extremely diffioult
snd in any oase the time for funding operstions was subjeet to negotiation
with bill holders who had different interests to the Treasury. Both they and
the Treasury had, however, a oommmm intereat in seleoting a time which did not
overlap with the relssse of bonds for the loan. They attempted to avoid

1 Chisholm Rept., 1868=-59, PPe513=515, 523528, 537 =nd 541 and Sinclair,
History of the Revenue, 1802, vol.1, pp.s8i=485 and 503~505,

2. Sinclair, History of the Revenus, 1802, p.280; Hales, 'The Banks Mirror',1796,
Pe35 and Ricards, 'Financial Poliqy of War', pp.i9=21.

5- Pitt ;Bgerz. 701.276 - N.'lma.“none. dﬂ.20¢2.75 and 23.‘]-.96 and "01.1 02.
dﬂl 1 - .9 - '

4« Bi1l or Bond Pinance is discussed in Pitt Papers, vol,183 = Thornton, dd,
18411.96, 25,12,96, 18.2,97 and 3¢ oo 99; Huskisson Pepers, v0l.38759 - Memo
to Pitt, ad. 8-3. 06, and Parly.Da'ha.. 701.2' PPetlly 179 and 880. vol.q 0.
Po391 end vol.23, pp, 574, 582, 583 and 1203=1209,
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ococasions when oontractors were trying to dispose of new ptock when additional
supplies of bonds could depress their value.!

Loans could be timed and erranged with more freedom and fecility then
the issue of bills end funding operations, and 1t was through the sale of
bonds to losn contractors that the Cheneellor and Treasury ocould take more
advantage of opportunities to reduce the cost of borrowing, Dates for the
negotiation of oontracts were selected by the Chancellor and presented him with
opportunities for choosing times when the depand seemed buoyant, 0ften he could
avoid opening discussions about a loan when prices were declining, when the
market expescted bond values to fall or displayed a strong tendenay to remain
liquid. For example, whenever adverse political or pilitary conditions ocoincided
with negotiations for a loan the GCovernment could expact the cost of horrowing
to rise. But mllitary intelligence end the Porelgn Office oould provide the
Treasury with advemos informaticn sbout current events and the Chanoellor oould
then decide whether to float a loan late or early in the year in order to talw
advantage of possidble fluctuations in bond prices,

If the market displayed a prefsrence for 1iquidity and antipathy to
the purchase of bonds the Government could areate more favoursble eonditions Pfar
the negotiation of a loan either by issuing exchequer bills or by timing the
contract to follow the payment of dividends on the National Debt and the
purchases of stook by the Commissionera for the Sinking Fund, Acocessions of
cagh or issues of bills helped to satisfy the markat's demand for liquidity and
disposed it towards bonds., Sssmel Thornton often advised Pitt to issue exchaquer
bills befors opening negotiations with comtrastors and the Treasuwry certainly
appreciated the advantage of timing the oontract to ooinoide with the
availshility of cash in the market,>

Other things being equal the Govermment obtained better terms for the
loan if 1t gave oontrastors some degree of centrol sver the supply of new bonds
offered to the market. This could be achiswed by timing contracts for loens snd
ﬁmﬂhgtpomﬁmhmohamtbﬂtheaupmofbmmdinmham

of a single group of middlemen, If loans everlapped or coinoided with funding
operations the distribution of bonds ¢0 a wider market passed into the henda of

1+ Pitt Pﬂp&ﬂ' "010185 = latters from Thornton and Par:ly.Baba.. 701.1 0. 9-991 »
volett, pe13 and vol.16, p.10L5.
2. Pitt Papers, vol,483,
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several rival groups of bankers and contraotors all competing for & limited
demand, In this sitvation contractors would adjust thedr bids for the loam
uvpwexrds and the cost of borrowing would rise, If on the other hand the Treassury
arrsnged mstters in order to allow e aingle consortium to monopoliss the supply
of bonds, at least for short periods, contractors vere more likely to teke an
optimistic view of their prospects for capital gains and would reise their bids
on the lom accordingly,’

Punding was a novel operation in the early years of the war so that the
Treapury probably cbtained some advantsge by nithholding informotion ebout ite
future plans,® No mention was made, for example, st the megotiations for the
loan in 1796 that the Covernment proposed to fund sows £15 million of Havy bills
and £1§ nillion of Exchequer bills during the same year.® Contrectors tendsred
for the loan uneware of additions t0 ths supply of bonds over the year, Vhasther
the publio gained or lost fram withholding information depended upon the
sontractors® assessment of Covermment plams, If they eonsiatently undereatimated
the amount of bills they expeatad to be funded the public would gain, On the
other hand if they overestimated the future supply their tenders for the lomn
would be revised domnwards., In 1794 and 4795 the amounts funded were mmall;
the practice of funding in wartime was novel and contractors may have ignored
the possibility of fumding operatioms, But with an sugnented amount of bills
wtahnﬁng&aﬂngﬂwuetorthmitmmnke]ythatthmm&m
for lcans tock no acSount of poseible funding operstions. By 1797 the policy of
withholding information oessed and for the remainder of the war the Chsnoellor
t01d contractors his intentions with respect to the floating debt.*

But it wes difficult for the Tressury to widen the gsp between the
negotiations without shortening the tetal time allowed to contractors for the
payment of instalments into the Exchequer. Unless subscribers had large personal
or credit resources, they frequently sold the sorip of ome instalment to make the
next payment, Thus it was in the intarest of e oomsortium to have its 1lebility
spread cut over the finamcial year, If the Treasury required payment within a
shorter period the rate at which new bonds were supplied to the market would be
acoelerated; profits would thus be lower and bida for the losn would inavitably

1+ This comes out most olearly in Perceval's negoiiations with the market - see
Bank Report Book, 8.3.093 94509 and belnila

2. Funding usually cocurred after the war « Chisholm Ropt,, 1868-69, p,540 and
Reyment, Income and Expenditure of G.B.s 1791, ppeli=i3,

3« Benk Winutes, 3.2,5, smd 25411455,

be Bank Report Book, 1758-1845,
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be reduced. To fecilitate the work of comfractors, the Treasury tried to
arrange ite borrowing operations in order not to overlap and at the esme time

give riddlemen the meximum emount of tims in which to pay the instalments on

a loan.1

The Seleotion of Stooks

By the outbreak of war the Government hed marketed bonds of 3, i’
and 5, denomination and eould presumably experiment with stocks of higher or
lower denominations 1f it so desired.’

Borrowing money or funding bille into stocks of higher rather than
lower denominations gave the Chencellor opportunities for reducing the long texm
interest chergs on the nationsl debt through conversion operations. Conversion
oonsizted in essence of borrowing money at lower rates of interest in order to
roducs old dedis contracted at higher rates, Since the Covernment retained the
right to redeem bonda whenever their valup reached per when prices rose to that
level the Treasury could readily reduce the State's interest bill by converting
debt,” Perhaps an exemple will revesl more clearly how these operstioms brought
adventages to the Stats, Suppose during the war the Government had the opticn
of borrowing in 5% bonds issued at par or in 3% bonds at 60, In the short run
the interest bill on either option is identieel besause the rate of interest
is 5%, Assume now thet after the war bond prices rise by 505 and ths rate of
interest thus falls to 3i7>bonds of 37 denomination would then sell for £50,
that 1s £10 below par and 5 bonds for £150 or £50 sbove para If the Treasury
bed borrowed in 37 bonds it would not be presented with an option of reduoing
the Government's interest bill, But if borrowing hed osourred in 55 stock
(repgysble at par) interest could be reduced by 237,

Marketing bonds of higher denomination thus presented the Government
with the option of reducing its interest bill in future. As Ricards put it,
"Borrowing at par ensbles the state to redsem whenever the stoak rises ebove
PAr sees the other system fizes the rate of interest for ever.""’ Not only was
his argument thearetically tenable, but & long list of conversion operationa
dating from the early years of the 18th century testify to its efficacy. For

1. See Bank Report Book, 1793=1815, passim,

2, See ‘Table 13.

3. Hofullogh, Treatise on the Punding System, pp.hi8, 465 and L75; Ricards,
'Finsmoial Poliqy of Gar', pp.32=35, 76, 79, 60 and 82 snd Vargreaves,
Rational Debt, pp.i21=122,

hs Ricards, 'Financial Poligy of Var', pp.79-80.
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example, interest on loeans from the Bank of England end the South Sea Company
bad been reduced from 67 to 57 in 1717, to 4% in 1727, to 33X in 1750 and to

3. in 1757 by well timed conversion operationa.1 Between the close of the War
of Successlon and the opening of tho Seven Years War the Treasury reduced by
stagss the intersst on nearly £58 million of stock from 4% to 3% and all of the
stogks bearing interest at 4 and 337 in 1761 were subsequently reduced to 35
But from 1763 opportunities for conversions hsd been more limited because nearly
two-thirds of the bonds issusd after that date were of 37 denomination end the
remainder were nearly all 47 stoek., Furthermore from 1786 the Governwent
preferred to rely on thes Sinking Pund to bring about long term reductions in the
intereat paid on the Natlonal Debt, Nevertheless the Government's long term
interest was olearly served best when the Chancellor marketed bonds of the highest

denomination acceptabls to the market,>

The System of Competitive Tender

Firm adherence to the system of competitive tender was another means
open to the Treasury to influence the price it obtained for bonds., At the
outbreak of war this system was still of recent nrigin.s Negotiations for loans
in the early part of the 18th century had frequently been conducted with the
Fast India Company, the Bank of England or the South Sea Company."' Only public
companies of their resources and status oould guerantee the successz of a
Government loan, Later private bankers and prominent mercantile firms tock
over the funotion of distributing bonds for the Government but up to the Amerioen
War the numbers of firms who could guarantee the subscription to & public losn
rexained small, Most of those who could were no doubt present at the negotiations
with the Treasury.® Alresdy during the Americsn War sufficient groups were
interestad in distributing Government bonds for two rival oonsortivms to be
formed for the loans of 1782 and 1785 but ths Treasury preferred to allocate and
incurred the oharge of partiality, Pitt chenged the system when he insisted
upon sealed tenders for the loan of 4784 and thersby introduced the system of

1« Chisholm Rept,, 1868«69, pp,513-515 and 523=528 end Sinclair, Hikstory of the
Revenue, 1802, vol.1, pp.484=5,

2. Chisholm Rept., 1866«69, ppe537-541; Sinolair, History of the Revenus, 1802,
v0leip PPe503-505 and Pairman, An Aceount of the ¥unds, 1816, pps 22 end 162,

3« Rose, '"Observations', 1810, p.27.

ks Chishom Rept., 1868-69, p.515; Hales, "The Benk's Mirror', 1796, Pe3h and
Grelller, Terms of the Loens, 1842, pp,33-56.
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compstitive tendsr,'
Yet the system of negotiatione with seleot groups of City financiers even

in competition with one mmother, was not without its opponents who favoured *open
subnor:l.ptions'.z Critios of'ten failed to realise that open competition placed
responsibility on the Chancellor to fix the prioce at which he proposed to issue new
bonds and attract subsaribers end it would have been very difficult for him to
discharge such a responsibility with oompetence., His price had to be sufficiently
high to obtein all the cash required, The Treasury neesded to assess the reliability
of gll potentisl subsoribers to honour their engagement. If bond prioces moved
downward aftef the contrect the risk of default inoreased and if they moved upward
the Chanosllor stood exposed to the charge of extravagence with publio umaw.3 An
open subsoription implies an extensive and developed stock market ready to subsoribe
to any resscnable offer made by the Treasury. Such a market was not sufficiently
dsveloped in the late 18th century for snything dbut closed and competitive tenders
to be eppropriate. Nevertheless, the Loyalty Loan of December, 1796 is often
oited as an exampls of what might have been achisved by experimenting with open
subscriptions during the French Wars but this argument overlooks the speoial
oircumstances in which that loan was floated."’

By the otitbreak of war the London oapltal market wes suffiolently developed
for competition to be & possibility, and the systen of competitive tender enjoyed
widespread spprovel. But among those not impressed with the vauntad system of
competition was Sir John Sinclalr. Pis view was that competition encouraged
speculation, Speculators took up s new loan in order to sell out quickly which
lowersd the price of bonds and thereby inoreased the cost at whieh subsequent loans
could be obteined. Compeiition, Sinolair thought, had raised the rate of interest,
because it augmemied the risk and diminished the profits of lending to the
Government, Sinclair preferred the old systen whersby eateblished bemking housea
received their allocation of sorip which they sold wradually at a reasomable profit
to themselves and the Government interest bill was contnimd.s

There ie not much substanoe in his first argument. Certainly it would be

1. Parly.Rist., vol, 22, PPe 1052-6‘&3 vol,23, PPe 767=796 and vol,. 2L, PP-1018'5#3
Rose, 'Ob““&tim‘, 1810. p.273 sj-nom. Eiﬂm of the Renm’ 1802. “102’
P«281 and Norris, Shelburne, p.105,

2. Dm_;g;.u. 'On the Principle of Free Compatitiont, 1791 and Farly.Hist., vol,32,
P .

3. Sinclair, Aistory of the Publio Revenus, 1802, vol.2, p.280 and Hales, 'The
Bank's ¥irror!, 1796' Pe35e

he Ricards, 'Pinsncisl Poliey of War®, pp.i19=24 and see pp. 29-34,

5 Sinclair, 'H’.Btﬁ:y of the Revenuve, 4802, vol.2, PP¢281-2850
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4mpossible to prove that subseribers to loans offered to compstitive tender
contalned more "spsculators” (ao of'ten & term of disapprobation at the turn of the
48th century) who 8013 scxrip aore rapidly than oli-established houses. Upon
ingpection 20 many speculators with or without oompstition turn out to be old-
ostablished houses anyway, TFurthermore, how s competitive system of tender per se
influenced deoisions sbout selling or holding bonds is diffieult to comprehend,
These deoisions depended primsrily upon expected movepents in bond prioes, If
prices were expected to rise speculators held on to bonds, and thoy sold if a
domward trend was anticipated. Gf course, proponents of Sinclair's view might
ergus that the existence of competition itself leads to pesaimistie expsctations
about bend prices. Competition was, however, a continuing faotor in the oepital
parkst end only one amcng the multifariocus influsnces on grice changes, actual or
anticdpateds Even in theory competition oannot be congsived ss respomsible for

a tendenqy tomards more rapid sales of new bomds then might heve occourred if
loans were allooated among contractors by the Treaswry,

Thore is more to Sinoleir's second eriticism, Insofar as competltion
ralped the b4id made by & lom canmtrastor for bonds it reduced the margin within
which he could profit from thelr subsequent sale, and also inervassd the risk of
lons if bond prices declined while the loan wes under payment. Yovements in bond
prices in wartime wore very unpredictable and when s comsortium suffered loases
the oapital market in gonoral xoviged iis assossment of the risks involved in loasn
sontracting, Bids for the subsequent loan might thus be pushed upwerd., For
sxaxpls, the feilure as far as the merket was conosrned of the Loyelty Losn and
the Peace Loan of 41602 probedly inoreased the rate of intorest on the loans of
April 1797 snd June 1803,' Thess losses sppear to have reduced oompetitien for
subsequeat loans. YFor axample, the aontrastors Yokmstons Angsrstein and Morgsn
who made losses on the loan for 41794 mada no sttempt to farm a oomsortivm far the
loen of 1795,2 Perhaps it is signifioant that a collusien of contractors Pollowed
losses mede by them on the loans for 1802 exd 1803 and agein Por the lomns of
4810 and 1844 03

Chancellors of the Bxohsquer were awsre of this faotor and in sxpressing
satisfaotion with the texrma of a losn ususlly added that they hoped the terms

1e I;:;t fsepers. vols 1415 = Boyd dds 214445743 Times, 27,4.97. end see pp. 129, 130
140,

2. Pitt Papers, vw1,108 = Angerstein, dds 25,2:9%e

3. See pps 165, fn.5 ond 157164,
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would prowe profiteble for the contrzctors. Pitt, for exsmple, told Parlisment
the terms of the loan for 4794 "were highly favourable to the public and what
wes desirsble he hoped safe to the lender.”’ Thus Pitt's attempt to compensate
the capital market for its losses on the Loyalty lLosn displeys an appre8iation
that over time the Government would not gain if subsoriders to loans made
losses. A shrewd appreciation that pushing ocompetition too far would not be in
the publiao interest characterised seversl of the Treasury nsgotiations with the
oapital market.

Finelly, to point out that eertain of the loans negotiasted in closed
contract were raised at lower ooet than othisrs offered to competition is an
invalid criticism, Aidhsrence to the system of competitive tender remained the
only real gusrsniee that the Treasury had at the time of necgotiationa borrowed
monsy as cheaply as possible. Competition, moerecver, preventsd corruption and
A4 awgy with patronage. Vhen loans vere allocated by the Treasury the market
price of bonds on the day of the loan contract was invariebly used as a basis
for settling the price at which bonds were taken by oontractors. Thus ocontractors
had a Joint interest and sometimes took steps t0 artifically depress the yrioce
of bondis bafore negotlating for e loan. As a group they gained end the public
lost from subsequent apprecistion in bond prices. But under a aystem of
oorpetitive tendar, thelr interests did not necessarily coineide, Efforts to
depress the current price of bonds for a loan ocontrest cextsinly ocontinued duaing
the war years, but the presence of rival groups of consortiums st negotistions
implied an interest by at leapt some groups, to bid close to, sometimes hslow, &
narkst price which was generally known to be artifioclally depressed. Finally,
had loans continued to be allocated to old-~estsblished houses it seems doubtful
if the boundaries of the ocapital market and the development of specizlisation
within it would have been pushed as far as they were during the war yesrs.
Departures from competitive tender could only be defended by the oircumstonces of
a particular osse,

4+ Parly, Hist,, vod.30, p.1358 and Parly, Debss, v0l.3, pe543; v0l.6, pa569
and wvol,13, Pt555.



81

GOVERNMENT BOBLOWING, THE BANK OF ENGLAND
AND THE MONEY SUPPLY

The Bank as en Intermediary

Perhapa it is no exaggeration to maintain that the faoility and
cost at which the State borrowed money, through the medium either of bills
or bonds, depended more upon the cooperation of the Bank of England than any
other single faotor. Certainly by the end of the 18th century, the Bank, still
privately owned and managed, oococupied a oxrucial position in regard to the
finsnoe of war expenditure. Ita servioces as an intermediexry betwsen the
Treasury and the London capital market have already besn outlined. Hers it
is pufficient to recapitulate by noting that the Directors informed the
Chancellor sbout the kind of assets acceptable to the market, advised him as
to opportune dates for loan negotiations, checked the credentlals of contractors
for him and finally sssisted the contractors to meet their ocbligations with its
own Oﬂdito1

In the marketing of bills the Bank performed services of no less
importenoce, Since 1707 it ciroulated bills on bshalf of the Exchequer and for
mozt of the century ocompletely monopolised their sale to the marht.z Rates
of interast on exchequer bills were fixed by the Treasury in gonsultation w:l.th,
the Bank of England as close as posaible to the current market rate of interest,
in order that they might circulate at or above par, but if necessary the rate
oould be altered during tbe 1ife of the bill to meintain their par velus.” The
quantity of any particular issue which the Bank might retain in its om
portfolio was controlled by Act of Parliament, but contraots for the ciroulation
of exchequsr bills invariably contained a olause to the effeot that the Bank
could buy eny not taken by the market as and when requested by the Treasury,

1+ 8See pp. 49-51 and 68,

2. Clapham, The Bank, Vol, 1, pe59. and Dickson, The National Debt, p., 468,
Brisoo, W&lpOh. p.59-

3« Exch. E/406/219 end B/407/134 and Lords Ctiee. on Resumption, 1819, AppdxeAede
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Such requests wers usually made whenever bills were at a disoount in the market.
The Bank seldom purchased exchequer bills at a premium and never résold bills it
hed purchased for itselfs' Furthermore, the Bank sometimes helped the Treasury
to 1imit the unfunded debt of the military departments and thus to manage it moxe
effiociently, by purchasing Naval and Army bills at a disoount from the market,
Treasury bills used to finence extraordinary military expenditure sbroad were
actuelly made payable at the Bank of Englami.2 In other words, to assist the
Governmsnt, the Bank agreed to meet its unforesesn debts overseas, but before the
French wars the Bank had seldom held more than £150,000 of Treasury bills in its
portt’olio.j

2. The Control of the Money Supply

While the Benk's services as an intermediary were cbviously useful to the
Government its influence on the liquidity position of the London capital market in
partioular and through the cspital market upon the money supply in general wers of
far greater importance for the finance of war, If we define money as generally
acceptable purchasing power the British money supply in 1792 comsisted of gold,
silver end ocopper coins, bills of exchange and the liabilities of banks; the latter
inoluded notes of the Bank of England and private banks of issus and bankers
deposits. It is not possible to present a statistical breakdown of the total
money supply becsuse infarmation about important components, such as bills of
exchange end bank deposits does not exiat, although there are rough estimates
available on the amount of gold coin and bank notes in circulation forl the early
19th oen'bury.z" The gaps in information ere unfortunate because bills of exchangs
in the hands of the publio may well have been the most impertant single component
of the money aupply.5 Morsover, although bank deposits were not much employed as
8 means of payment outside London, within the capital oheques and drafts upon
bankers may have exceeded the value of Bank of England notes in ociroulation,

1« Lords Cttee., on Resumption, 1819! Poﬁ, Appédx. 4.4 and AJJ.3 Lords Cttee, on
Suspensien, 1797, ppe 168-169, 24,7, 269-271 and 548 and Bxch. E/406/218=219,

2. Cttee, On Suspension, 1797, p.133.

3. Cttee. on Remumption, 1819, Appdx, 6 and Binney, British Public Finance, p.t75.

4o Coppieters, English Benk Note Circulatien, ppe2i, 144=~145, 150 and 154,

5« Pressnell, Country Banking, pp. 171=172 and Ashton, *Bill of Exchangs®, pp,37-38.
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Forms of money which sttracted more contemporary attention included gold
ooin and the notes issued by the Bank of England and bankers located outside
London, For several reasons, discussed elsewhsre, the supply of coins at the
end of the 18th century failed to meet demands for an adequate means for the
making of fracticaal payments, and during the war years, with the rise in the
parket price of specie, gold and silver coins all but disappeared from
ciroulation,’ Within the metropoliten eres notes issued by the Bank of England
f4illed the gap left by the failure of the Government to mint adequate suppliss
of coins, but the Bank's notes seldom oirculated beyond a thirty mile radius
from central London, In the countrysids the failure of both the Mint and the
Bank of England to provides a means of payment suitable for the growing needs of
' the economy had been partly alleviated by the note issuss of country bankers,

" At thé begloning of the war the amount of their notes outstanding throughout
Great Britain probably almost equalled the eiroulation of the Bank and by the
battle of Waterloo may have exceeded 1t.2 Country benk notes usually circulated
within a fairly well defined geographical area and were employed mainly for such
payments as wages and the purchase of loocal produce. Payments for goods and
services supplied between different parts of Britain were usually made through
bills of exchange drawn upon banks located in the tae.pi't'.aJ...‘5

By the end of ths 18th century the money supply consisted primarily of
the lisbilities of the banking system. DBankers then as now issued notes and
oreated deposits in exchange for assets offered by those who wish to obtain
readily acoceptable purchasing power. Their ability to acquire assets and creste
lisbilities is todsy controlled by the central bank, but until well in the 49th
century it is perhaps incorrect to use a term as strong as oontrol to refer to
the status of the Benk of England with respsct to the momey supply. Certainly
the Bank's Directors never claimed to exsrcise such control and further confusion
has been created sbout the extent of their powsrs by the variety end confliot
of views smong contemporary and more modern writsrs on the 18th century
monetary system.h

Controversy has arissn not on the problem of the Bank's relatioms to
London banks, a subject gensrally ignored by oontemporaries, but on its

1. Feavearyear, Pound Sterling, pp.169, 185 and 187; Pressnell, Country Banking,
Pe 159; Cttes., on Suspenlinn. 1797, P069; Thornton, Paper Credit, 1&2._ P097
and Pitt Papers, Vol. 276 « Bank, dd. 4.5.98.

2. Coppleters, English Bank Note Ciroulation, p,21 and Pressnell, Country
Banking, ppe 15, 16, 136, 142 and 159

3. Ibid, p,136 and Feavearyssr, The Pound Sterling, p.15%

h.. Bullion ctt‘..’ 1810. Pe 90.
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relationship to the note issues of banks outside the metropolis, whioh probably
agsuped a more important position in the overall money supply during the war
years. On the one hand several of the bullionist writers and the Bullion Report
meintained that the expansion of credit by country bankers could be determined
by the Bank.1 Malthus, for example considered it ™a point suasoceptible of complete
demonstration that an increase in the issue of Bank of England notes is attended
with a proportionate inocrease in the issue of country bank notoa."z On the other
hand while a few contemporary writers denied all oconnexion between the Bank of
England and the note issues of country banks Bosanquet, Wheatley and in his speech
Nicholas Vansittart ceme close to this position, and in more recent years
Silberling and Angell seemad prepared to argus that the Bank ocould exeroise
virtually no influence over variations in the total monsy supply.’ But on this
question-at least the Bullion controversy either in its original or more modern
versions seems to have thrown up very little in the way of empiriocsl evidenoce to
i1lustrate the relationship between the Bank of England and the rest of the
banking system. There seems to be no nsed to go over the arguments agad.n."’
Particularly as nearly all the bankers who appeared before the Committees
on monstary matters during the war years admitted they followed the lead of the
Bank in the expansion and contraction of omdit.f' Gilchrist of the British Linen
Bank, to take but one example, stated quite unequivocably that, "If the Bank of
England were to restriot the lssuss of course Scots Banks would find it necessary
to restrict their iasues."6 Parliament's Selsot Conmittees seem to have been in
no doubt, to quote one, that "the Bank of England is at the head of oirculation,”
or to ocite another that the credit of private bankers was "a supersiructure raised
upon the foundation of the Bank of England."7

1. Riocardo, 'High Price of Bullion', 1811, pp.87=-88; Boyd, 'Letter to Pitt*, 4811,
Pe 23; Petter, Eomnomic Writings of Horner, p.46; Parmell, ‘Observations on
Paper koney', 1828, p.33 and Cannan, Paper Pound, p.6&i.

2. Nelthus, 'Review of the Controversy', 111, pp. 457=-58.

3, Bosanquet, 'Practical Obaervations', 1810, ps 78 ; Wheatley, °'Remarks on
Currency and Commerce', 1803, pp. 209=-24; Perly, Debs., Vol, 19, ppe S48-49;
Silberling, 'Financial and Yonetary Policy', pp. 399 and 419=20; sSilberling,
"British Prices', p.243; Viner, Studies, pp. 157=1 70 and Angell, Theory of
International Prices, pp. 4k, 479 and 490,

4. Sees sbove

5. Cttee. on Suspenaion, 1797, pp. 190, 212 and Bullion Cttee., 1810, ppe 141 and
143,

6. Bullion Cttee,, 1310, pet1de.

7. lords Cttise. on Suspension, 1797, p.373; Paper Pound, p.61; Cttee. on
Suspension, 1797, p.142 and Bullion Cttes., 1810, pp.90 and 132,
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%hile suoh general cpinions were shared by moust contemporaries, the
mechanism through which the Bank brought about variations in the money supply at
the end of the 1Bth century has only recently been elucidated by Wood, Clapham
and Pressnell, Briefly stated, their conclusion is that the Bank affeoted the
overall creation of oredit through its influsnoce on the reserves of London banks
and through them indireotly on the reserves of banks located outside the
metropolis. _

London bankers regulated the liabilities they incurred on a reserve of
specie and Bank ncn'-as.‘I During the war years when specie all but disappeared
from eiroulation, Bank notes becams the dominant form of reserve money. London
banks obtained their reserve money from several socurces including the deposits
of clients (largely landowners and merchants), deposits of public funds, en route
to or from the Exchequer, deposits from country bankers and fina.uy directly or
indirectly from the Bank of England itself.2 Before 1797. the Bank did not permit
London banks to rediscount bills of exchange, but this regulation could easily
be oircumvented by arrangements betwesen the London bankers and one of the Bank of
England's msrcantile clients. But even before the war London banks could open
drawing acoounts at the Bank and borrow money in that way and Clapham's figures
show that in 1793 juat under half of them kept balsnces at the Bankaj Aftexr the
Suspension of Specie Payments lLondon bankers were permitted to rediscount bills
at the Bank and nearly all of them came t0 keep balanoces 1:he:|.'e.‘L

As long as alternative ways existed for London bankers to obtain Bank notes
and specie, direot and immediate control over their reserves could not be
exercised by the Bank. Nevertheless, since the Direotors determined the level of
Bank notes and deposits im oirculation by expanding or contraoting the Bank's
1isbilities they oould ultimetely affect the reserves of London bankers.

Phe Bank inocurred liabilities (that is issued notes or created deposita)
in 4 ways: in exchange for gold or silvor. as, adysnoes to Individuals or firms
and by disoounting bills for the Government’ or’ the private aet.ﬂnu-.5 The exchange
of Bank notes for gold did not add to the supp];v of reserve currency since gold
already took that form, but advances and discounts for either the private or the
public seotor certainly did, Assuming tln.BanlI: followed the normal banking
practioe and matched lisbilities with esasts; its accounts for the years 178994

1. Morgan, Central Banking, p.52; Cttee. on Suspension, 1797, pp.35=37, 43 and
11=192; Boyd, 'Letter to Pitt‘, 1311. Ps23 and Bullion Cttee., 1310, D147,

2, Joslin, 'London Private Bankers', ppe167, 176, and 177

3¢ Clapham, The Bank, Vol, 1, ppe16%, 172 and 204-5 and Clapham, 'The Private
Business of the Bank', pp.83-84,

4o Clapham, The Bank, Vol.2,p.30; Lowe, The Present State of England, 1822, pp’
D25 and Nttaa,. on Susnansion.1797.on,T1=72,

5. Yorgan, Central Banking, pelie
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show that about helf of its liebilities were basked by publie seeurities; L1% by
bullion and the remainder by private assets. If the portion of notes and depesits
baoked by bullion is excluded from view and attention is focussed on the
monetisation of private and public assets, it then appears that sbout 80% of the
Bank's cutstanding lisbilitiss in the years immediately befors the war were
inourred in respect of loans afforded to the State, This picture changed
redioslly during the war yeers when the amount of bullion held at the Bank fell
sharply end discounts to the private sector became & more important part of total
asaeta.1 Nevertheleas, the point to stress here is that the creation of reserve
meney by the Bank of England originated as a response to requests for losns and
by refusing to meet sither Govermment or private demends for sseommodation

the Bank could effectively ocurteil the supply of reserve momey upon which London
end indirectly provincial bankers expended oredit,

Although the Direotors could legally refuse the demands of the Treaswry in
praotice they had little choice but to acoede to the Chencellor's requasts for
oredit, Outright refusal after 1793 oould have disrupted the war effort and mo
British Government would for long tolsrate the frustratiom of iig foreign policy
by & privete corporation, Moreovar, the Bank enjoyed its manopoly &s & joint
stock bank of issue for ite continued services to the State and the Gevernment
tock good oere to make the Bank®s privileges subjesot to periodio review and
renewal.’ The Benk Diveotors sdudtted to the Commcms Committes on Suspensicn
that, in the last resort, they simply hed to cbey and their eorprospandance with
Pitt during the ysers 1795~97 reveals that their powers to curtail the Bank's
disbilities on Covernment acoount were limited to pressuring the Chancellor to
borrow more momey direstly from the capital wknt.3

The monstery history of the years immedictely preceding the Suspenasion of
Cash Payments showed thes influence of the Bank and the Treasury on the liquidity
of the London money market, Pitt's attempt to ecomply with the Direstors' requesta
to market bonds rather than bills ond to imsue a higher proportion of bills
direoct to the oapital market elucidated the following relationghips, Whensver
the Bank exchanged its notes for exohequsr and other (overmmsnt bills, expenditure
by the militsry and othey dspartments added to the supply of Bank notesz in the
hands of the publie, who then deposited their surplus oash with private bankers.

1s Table 22 = liabilities include motes, plus deposits, plus rest.
2s Clapham, The Bank, V0letg Pat 77 and Cttee. on the Bank, 1807, Peli4e

Je« GCttes, on Suspsnsion, 4797 17 148 and 157, The correspondsn
printed fn the Benvis Mioe ?ana'aa”ippa:. B e s s Nporty Tuos A8
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Finding themselves with more reserve currenqy in their tills the bankers then
granted more advances and the overall monsy supply increased, I1f on ths other
hand the Treasury by-passed the Bank and offered a larger smount of publie
seourities (bills as well as bonds) directly to the money market, unless the Bank
of Bngland concurrently inoreased its discounts and advances to the private
seotor or the demands for credit by that seotor declined at a similar rate, the
banking systam would ba confronted with a higher level of dsmand for credit, If
bankers were not prepared to lower the ratio of Bank notes and specie to their
outstanding liabilities the demand for loansble funds then exoeseded the available
supply end interest rates rose., Rates on public seourities, unaffected by the
operation of the Usury laws, would inevitably rise higher than rates on private
bills, shares and mortgages. As Exchequer bills and bonds were usually leas risky
and mores liquid asseta than bills of sxehange, & greater share of the available
supply of investible funds was diverted into the hands of the Government and the
private seotor experienced & shortage of ersdit, Furthermore, the higher profits
made on Govermment paper prompted clisnts of London bankers to withdiraw their
deposits, which paid no interect, for the purpose of inwvestment in liquid
Government billss This reduction or slower riss of cush on deposit with London
bankers reduced still further their ability to ecreate eredit, If pressure from
the Bank forced the treasury into the mariet uniess the market obtained reserve
money in the form of discounts from the Bank of England facilities for borrowing
money diminished and interest rates inoremd.1

Although the Bank could in practide only divert the demands of the
Ireasury towards the market it oould definitely refuse to disoount bills or make
advances to the private sector, In wartime when higher profites oould be made
from speoulation in public securities, merochants, landowners, farmera snd
industrialists often found it diffioult to securs acoommedation from London
bankers and turned to the Bank of" Englandoz Provided they were willing to pay

1« Cttee, on Suspension, 1797, Pps 22, 35=37, 43, 72, 157, 175, 178, 180, 154-192,
212, 305; Cttee, on 10 Naval Report, 1805, pp. 42, 47 and 69; Thornton,
Paper Credit, 1802, pp, 281, 289 and 291; Boyd, 'Letter to Pitt', 1811, pp. 2
and 5; Bank Hinutea, 15.1[-.96’ 23.6.96 and 3.11 .96; Pitt Pspam. Vol. 115 L
Boyd, dds 14ele96 and 26,2.97, Vol, 183 = 8, Thornton, dds 18,2,97 and 31.4499;
Auckland Papers, Vol, 34Lbh = 34, 2,7.96; Wakefield, Observations, 1797,
PPs 26 and 54 and Yonthly Mage, May, 1796, De326 and July, 1796, pe498.

2, Joslin, ‘London Bankers', pp. 157 and 475} Cttee. on Suspension, 1797,
Ppe 37, 43, Ty 445 and 207,
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5, and the Bank complied with their requasts, the level of private investment
need not fall, Koreover, as the Bank inoreased its loans the supply of reserve
ourrendy aveilable to London bankers slso rose and aredit oonditions in ths
metropolis did not become siringent, But if ithe Bank behaved as it did be tween
December, 1795 and February, 1797 (when the Directors not merely forced the
Treasury into the market but rationed aredit to the private seotor at the same
time), the private scotor inevitably experiencad extrems diffieulty in raising
funde end interest rates rose very sharply.1 Moreover, as Walter Boyd told Pitt
and the Commons Committee ,the effects of the Bank's polioy went beyond restriotion
in loens and reserve currengy and adversely affected the confidence of London
bankers, who withheld accommodation angd operated with higher reserve rat:los.z

While the experiencs of 1795=97 revealsd how the liquidity of the
London money market depended on the aredit Policies of the Bank of England the
indireot dependence of banks outsids the metropolis has only recently been
elucidated, although an appreciation of their subordinate position oan be deteoted
from the evidence of country banksrs to Parliamentary Committees in 1797 and 1810.3
Outside London the dominant ocomponent of the money supply, apart from bills of
exchange, consisted of notes issued and to a le_ssaer extent deposits oreated by
bankers, Since the lisbilities inourred by provineial banks were legally
convertible either into gold or, after the Suspension; Bank notes, some limits to
their abilities to ocreate credit were set by the need to retain a certain amount
of reserve currenoy in order to meet demand,

Banks outside the eapital did not, however, regulate their liabilities
only upon a reserve of specie and Bank notes but on resasrves which included gold,
notes of the Bank of Englund and London assets, The latter comsisted of highly
liquid securities such as exchequar bills sonvertibls at oall into cash and a
balance on deposit with a London banhr.‘" London assets oould only be purchased
with London money, Deposita with London bankers eculd only be oreated or
mgintained if country bankers left a balance of Bank notes and specie in the hands
of a banker in the metropolis or London bankers were prepared +to extend oredit to

ocountry banks,

1. Pitt Papers, Vol, 178 = S8inolair, dds 5¢3.96 and 1164496, Vol, 145 = Hoars,
dd. 11.6496; Bank birmutes, 902,57 and Ctiee, on’ Suspension, 1797, ppe 12, 154,
2 Ibig.}l’g¢5|5*37. 50, 173«175, 190 and 215 and Pitt Papera, Vol, 115 = Boyd,
‘e de »
3. Cttee. on Suspension, 1797, pe179 and Bullion Cttee., 1810, ppe113=115 and 140,
Thornton, Paper Credit, ppe215-217; Bullion Citee,, 1810, ppe113+115 and 140;
Leighton-Boyoe, Smiths, ppe 111 and 116 and Sayers, Lloyds, p.110s
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Country banka obtained their reserve currency and London assets
through several channels and in a variety of forms. Undoubtedly the moast important
source was deposits from clients who as merchants, landowners, fesrmers and
industrialists traded either with or through the capital and received remittances
in the form of speaie, Bank notes, or, more ocommonly, bills of exchange drawn
upon banks located in London. Given the dominance of London as a market for the
consumption of provineial products and also as a centre of internal and
internationel treds, the flow of funds from the metropolis to its hinterlend
provided country bankers with a constent supply of London money or assets such as
bills of exchangs, readily convertible into money in the capitale’

Deposits from officials concerned with the despateh of taxes to the
Exchequer formed another but less important source of funds®, 0ther dsposits
cane from local Govermment bodies, turmplke trusts and the carriage, haulage,
canal and coastal shipping oompanies involved in the business of transporting
peasengers and goods overland and by sea."'

Finally, the country banks oould increase credit if permitted to
draw upon the resources of banks in London, By the late 48th century nearly all
provincial bankers had established close working srrangements with s bank in the
oapital, W¥ith London banks, country banks maintained a balance of funds surplus
to their needs in the localities in oxjder to pay their bills of exchangs and
drafts made payable in ths capitals London barkers alao acted as an intermediery
for country banks in the purchase of public and other scourities sold on the
London ecapitel market, In brief London bankers held and used the reserves of
oountry bankers and could inorease their reserves by extending eredit to thm."
Banks located in the agrioultural ocounties rarely called upon banks in London
for advances, because usually their balances on deposit mors than sufficed to
meot any payments in the capital. But banks located in the industrial parts of
tha country of'ten borrowed fromnetropolitm banks in order to provide their
customers with facilities for the finance of their purchases in 1’.,c|nc14'.'n-5

1. Pressnell, Country Banking, pps 76, 77, 122 and 243259,

2, 1bid, pp. 45 and 60«£7, :

3« Ibid, pp.76=77, 122 and 24,3=-253.

4. Joglin, 'Londen Private Bankers's pp.180 and 483; Leighton-Boyce, Smiths,
PPe 111, 116 snd 127; Pressnell, Country Benking, pp.76, 77, 80=81, 84, 98,
117"’125. 285’ hOZ. ws and MG and MfOﬁ’ G‘lﬂnﬂﬂ. p.96.

5e Morgen, Central Bamking, p.21; Feavearyear, Pound Sterling, ppe 164=165 and
. Pressnell, Country Banking, pps 76 and 288,
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Since the Bank of England eould bring about changes in the amount of
reserves (Bank notes, specie and London assets) held by oountry bankers, it was
in a position to influence their ability to creats credit, The Bank could do
littls to affect the propensity of the population outside London to exchange
cash for bank deposits, although the effeots of its credit polioies on confidence
might incresse the public's preference for liquidity.' But the Bank oould
certainly inflate or deflate demand for provinoial products in London by expanding
or contracting the supply of aredit in the metropolis, which in turm brought
about variations in the supply of oredit afforded by London bankers and the flow
of remittances from the capital to the countryside, Moreover, since London
finenoed and handled a large share of the country's exports any alteration to the
supply of credit frow London to provincial merchants and industrialists affected
~-the-level of receipts from exports. 1f, for example, the Bank deflated,ecuntry
banks, with of course a time lag, would find that deposits from olients would
elither fall or feil to rise and unless they obtained reserve ocurrensy from an
alternative source their ebility to grant credit would be dimipighed,

Their only important alternative consisted of advances from London
bankers, But if the Bank restricted its credit either to the Government or to
its private customers, the ability of London bankers to make advances to country
bankers would be correspondingly limited. It is because London loomed 80 large
in the British economy of the late 48th century and because country banks
depended on London banks for advances that the Bank of England eould influence
not merely the liquidity of the Londen cspital market but the overall money
supplyoz

Influence is not, however, the same as control, Despite the assertions
of some hu.‘l.l:lox_ulst writers it cannot be proved that expansions or contractions of
oredit by the Bank lead to proportionate changes in the liabilities of the entire
banking system, PFor several ressons the Bank of Englarnd never ocoupled a position
strong enough to maintain the monsy supply at some predetermined level, Firat it
had only slight influence on the volume of bills of exchange circulated as Bonay,
Next, inflows or outflows of bullion whiech acoompanied ohanges in the country's
balance of paynents position inoreased or diminished the £°1d reserves of private

1 Cttee, on &lﬂpenaion. 1797. PP-35"37-

2, Wood, Theories of Central Bank Control, ppe’=5 and 26=-27; Pressnell, Country
Banking, pp, 76, 77 and 213-222; Thornton, Paper Credit, 1802, pp.104=405;
Bullion Cttee., 1810, pps 90, 112, 147; Viner, Theories, p.159 and Clapham,
The Bmk' Vol, 2, PelB,
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bankers and parri passu their ability to create aredit, While movements in exports
and imports or remittances on oapital acoount were certainly not as independent
of the monetary policies pursued by the Benk of England as its Directors seemed
to imagine, there are reesons, discussed in Chapter 9 , to describe monetary
policy as having no more than a marginal influence on intermationel trade, at
least during the period 17931815, Thirdly, chenges in the level of cash on
deposit wilth bankers could come about through ohenges in liquidity preference
without any contraction or expansion of oredit by the Bank, Only if the Bank's
policies influenced confidence could the Directors affegt the publio's
disposition to switoh between bank deposits and cash holdings, Rere again the
Bank policies constituted only ome factor anong many which disposed the publie
towards 1.1:;1.1:1&1*1;,1}.2 But by rationing eredit and forcing the Treasury into the
market the Directors could force up interest rates and initiate a switoh from
bank depositn into public securities, Provided the momsy then expendsd by

public departments did not pass back immediately into bank deposits private
bankers would be prompted to sontreot liabilitiea.} Pourthly, the Bank eould

not effectively oontrol its advances to the Treasury and any increase in Government
expenditure finanosd by the Bank oreated possibilities for multiple expansion of
eredit throughout the banking system, In ordsr to restrain rises in the money
supply during pericds when the level of publis expenditure inoressed the Benk
oould encourage the Treasury to borrow direotly from the market and to cut baok
its omn advances to the private sector, Finally, the Bunk®s powers of control
over the money supply were definitely limited by the fact that both London and
sountry banks regulated their liabilities on flaxible rather than fixed reserve
ratios. Pressnell sollected sbundant statistical evidenoe to dsmonstrate
oonsiderable variations in the ratios maintained by country bankers in tha early
19th oentmy.‘" Unfortunately no comparable statistios exist for London bankers,
but remarks by Henry Thornton and John Wheatley's pamphlet suggest that e similar
flexibility prevailed in the oapitll.s The range of variation depended very

much on confidence, If bankers took an optimiatio view of businss prospects

4+ Bullion Cttee., 1810, PPe 95=97,

2. Seep.175 and Morgam, Central Banking, PPe 52«54,

3¢ 8ee pp. 117, 121, 122, 125, 134, 135 and 1 51 76.

bs Pressnell, Country Banking, pp. 196, 203=206 and 214; Sayers, Lloyds, p.177 and
Horgan, Central Banking, p.12. .

5, Thornton, Paper Credit, 1802, ppe 113 and 286; Wheatley, Remarks on Currenoy
and Commerce, 1803, pp. 209=-221; Bullion Cttee,, 1810, PPe 147=148 and Viner,
Theories, p.q159.
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their sdvanoes expanded. If their feolings tended towards pessimism the noney
supply often contracted. Yany of the eomnomic arlses of the 18th century
originated in ohanges in liquidity preference among the public end bankers., The
ratio of reserves to the cutstending lisbilities of the banking gystem usually
foll in the upswing of the business qyols and rose in the downswing.’

Given these very real constraints on the Bank's powers to initiste
changes in the money supply it is certainly inappropriate to use verbs like
oontrol to refer to its status vis a vis the rest of the banking syatsm, }Noreover
becsuse the Bank hod never made ony consistont attempt to exereise oontrol it ia
difficult to deoide how sericus the limitations were. levertholess the evidonce
now aveilable and the experience of tho years 1 7/5«57 sugsest that the expansion
of credit by the Bank created conditiens for expension by other banks and that
any contraction of its edvences either to the Stats or the private ssotor lesd
to a contraction in the overall money supply. Cortainly the bankers cporating
at the time would acospt this view and no recorded oase oxiats of a contrsotion
of eredit by the Bank coinoiding with expemsion by private banks. Changes in tho
supply of money depended upon the liguidity of the London money markst which
could bo influsnced by the cradit poliocies of the Bank of Englend, If the Bank
was not in control by the late 18th oentury, it certainly stood at the head of
the benking system.

Ze P of )

Govermment borrowing affeoted the money supply and in turn the monay
Bupply affected the terms and facility upom which the Treasury marketed publio
securitiss, If the Treasury borrowed direotly from the Bank of finglend, through
the lssus of exchequer billas, the supply of reserve ourrengy in circulation
rose and created oonditions for crodit expmaion throughout the banking system.
shenever the banks expandad their 1isbilitiss scmpetition between the public and
private sestors for losnsble funds dealined snd the Treasury found it easier
and cheaper to borrow the momey it required, A plentiful supply of credit
sctisfied the demend for liquidity and encouraged thoss with $dle balsnoss to
spegulate in Government bills, If we recaell that the Tresasury sold publio

1+ Cttee. on Commercial Credit, 1793, pp. 125133 ; Tooke, Vistory of Prices,
Vole 1y pPet77; Cttees. on Suspension, 1797, pre 69 end 303; Loxrds Cttes, on
Suspension, 1797, pp. 284=285; Thomton, Faper Credit, 1802, p.280 and
Cttee. on Resumption, 1819, pp, 166+ 67.
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seourities to middlemen who normally operated with borrowed funds, it is obvious
why easy credit oconditions would raise the level of demsnd for bills and bonds,
and credit stringency reduced it.! As Sir iichard Carr Glynn, the London banker,
told the Commons Comzittee, "a want of cash forces Merchants and traders to ssil
out of the funds and obtain cesh from people with momey in the funds",2 Thus
vhensver the Bank restricted the supply of its notes and deposits either by
forcing the Treasury to borrow directly from the market or by rationing disoounts
to the London business cosmmity, its poliqy produced a decline in the nonsy
supply which heightened the competition between the public md private seotor

for funds and forced up rates of interest, If the Bank's action also affeated
confidence the pressure for liquidity oould prompt a withdrawal of balances from
banks by the public thereby reducing the supply of loansble funds still further.
Since changes in the liquidity of the London money market brought about by changes
in the Bank's credit policy exercised such a powsrful influence on the pricea
obtained by the Treasury for its seourities, it is clearly important to understand
the principles upon which the Benk normally regulated its advenoces to the State
and the private sector, '

Advanoes took the form partly of deposits but mainly of notes issued to
the Government and the private seoctor. The events of 1795=97 showed clearly that
the Benk could not in praoctiocs refuse to grent aocommodation to the Treasury and
thus sffective control over its 1iabilities gould only be exeroised in relation
to oredit granted to ths privats aeotor.’ This credit included discounts om
bills of exchangs and drawing and dsposit facilities granted ocoasionally to
individuals but usually only to the large oity corporations such as the Hast
India, South Sea end Hudson Bey (:ompan:lea.l"

Bills of exchangs were the most important private asset held by the
Bank, but its regulations an disoounting do not indicate that the Bank set out
to attrast clients in the 18th century, Only firms located in the capital oould
discount their bills. The privilege required a2 Direotorst recommendation,
usuelly accorded only to well estsblished and solid businessmen, Bankers could

1es Ses pp. 49, 59-60 and 123,

2. Cttee, on Suspension, 1797, p.43.

Se B8ee pp. 110, 416, 117 and 13336,

4o cll'.phum, The B&ﬂk’ Vol, 1s PP 204 and 208, Vol, 2y Pen




LY

not enjoy the fasility nor, for example, aould persons the Directors disdeinfully
referred to as "speculators”, Rules on the kind of bills discounted appeer to
have been equally stringent, but as Clapham noted practice by the 1790's had
deperted somewhat from the letter of law, Bills discounted bad to be for the
purpose of Industry or trade, of short maturity (ocne to three months) and for
emounts above £50. Continuation loans were not permitted and no firm could owe
the Bank mors then £3,000 at any one time on inlend bills of exchange, These
rules and the higher rates of interest charged by the Bank suggest the Directors
were not seriously interested in compsting with London bankers in the discount
business. By the Frenoch wars soms 4200 to 1500 firms discounted with the Bank,
Just under half of outstanding advances on bills of exchange in 4799 were to
merchants engaged in foreign trade and the remainder covered slmost every other
mercantile and manufacturing activity vepresented in London,” Even the Bullion
Committee, s0 hostile to the Bank on other counts noticed that "the discount

of mercantile peper is confined to peper of undoubted solidity arising out of
resl commercisl transaotions and payable at short fixed periods."

Since the Bank had never emnuncieted prinoiples for the regulation of
oredit in the 18th century it is not easy to make unequivoosl sitatements on the
subject, A survey of practice over time supported by the somewhat vague
statepents made by the Directors to Parliamentary Committees enasbles one to
deduce, if not principles, at least some rules of thumb, First of all it is
olear that the Bank's liabilities were legally promisss to pay on demand a
certain sum in specie, its notes and deposits were regulated on a reserve of
gold, Only the rules governing the amount of 1iebilities inourred by the Bank
on a given sum of bullion ars in doubt, Statistios covering the period 1720=97
reveal that the Bank certainly did not maintain anything that could remotely
be termsd a fixed ratio of bullion to eithear its note issus or its total
outatanding lisbilities of notes plus 4.'].0;»«:&:1.1:8.3 But although the range of
variation is from a minioum of 5% $0 a maximum of 66%, for 58 out of the 76 years
covered by the data that ratio fluotuated between 20X and 507; for ten years it

1 Clapham, The Bank, Vol. 1, ppe 12hs 125, 129=130, 204, 205, 208, 215=216;
Bullion Cttee., 1810, ppe 89,.95, 97, 98, 157 and 220 and Clapham, 'The
Private Busineas of the Bank', pp. 84~90,

2, Cannhan, Paper Pm.md. 9.46.
3. Teble 22 ; Lovell, '"The Role of the Bank, pp. 18-19; Horsefisld, 'The

Bank end Its Treasure’, pp. 59 and 65 snd Clapham, The Bank, Vol. 1, p.156.
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fell bolow 207 end for 8 years rose sbove 50/, Purthermore, in 1797 the
Directors clearly repudiated the idea thet they regulsted credit on anything but
highly verieble cash ratios. Then agked by the Committes on Suspension, W1ll it
appear from any documsnts laid before the Committee in what proportion ths Bank
regulates its iesuss? Bossnquet, one of the Bank's senior Direotora replisd: "No
I conceive it will not becsuse although the Directora heve sttenticn to the atate
of their ocagh they have no stated or precise rle to regulate their oonduot."z The
Committee them asked why the Bank wished to suspect specie peyments in 1757 though
they had more gold in hmnd then in 1783 and Bosanquet edmitted, "It is possible
for the Bank to be & much safer situation with & amaller sum in specie when
public affairs arc prosperous.” He olso revealsd that the Benk judged the quantity
of gold necsssary for its safety "from & probebility of permeanent abundance,
Whenever there is sn influx of bullion the Bank has nothing to fear, shen o drain
takes place it is o period far them to be slarmed,™ For the Directars, viasble
indications of astual or potential movenzents in speoie included changss in the
volume of exports and imports snd prospected remittonces on the copital account
of the balance of pewmnu.k

Clearly the Direotors oould not be pimned down either in 1797 or at any
other tizme in the {Bth century to very concrets rules on how they regulated their
lisbilities, A study of the ocoasioms when the Direstors actually limited oredit
and of situations when the low tullion reserve at the lank might have prompted
limitation leaves the impresaion that they acted upon a variety of purely ad hoo
and espivical eriteria, It aslways depended on the oircumstances of the goment
and upon their omn prediotions sbout future changes in the economy.

Por exarple, thsre is no record of discount oontrection by the Rank in
1720=-21 or 172526 when the ratio of bullion to 1liabilities outstanding had
fallen well below the normal lewel and exchange rstes with Homburg had dropped

below par.’ But sn internal drein of gold associated with the victoriss of
the Young Pretender proumpted the Bank to limdt discounts in the last quarier of

1. Table 22,

2o Cttee., on &IIHMim. 1757. Pe D

3« 1bid, PPe 2Up=25e

be Ib1d, ppe 1517y 22, 3541 snd Lords Citee. On Suspension, 1797, Poe 15,
158, 160 and 247,

5« Tabls 22 and Ashion, An Economic History, pe.253.
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175+ On this occasion no action was taken until the ratio of gold to

liabilities had fallen to the exceptionally low level of 14j.' No limitation of
discounts are recorded at the Bank in 1761 end 1762 when the exchange had fallen
sufficiently below par to meke it profitsble to export lmllion.2 In 4763 Dutch
oapital left London and British bankers supported their Duteh correspondents in
the post-wer orisis by loans of bullion,’ The exchange on Amsterdem fell below
par and the Bank's ratio of bullion to lisbilities stood at its lowest level for
the entire century but commercisl discounts continued to expand."' Throughout the
years 1766=1 773 the reserve ratio et the Bank wes at a low 1evel.5 "Heavy
investment in houses, turnpikes, canals, and other public works had been in
process for eeveral years at a rate that probebly tended to cutrun current savings.”
Credit was over-expanded and in the Summer of 1772 private bank failures occurred
first in Scotland end then England and spread in the latter momths of that year

to Amsterdam. Bullion again left England in the early montbs of 1773 to restore
confidence in Amsterdam.s Claphem's statement that the Bank early in 1772 “had
tried to put a bresk on overtrading” is, however, a littls mialaading.7 At the
height of the crisis in the Summer of 1772 the Bank discounted liberally and
throughout the period of strain on the gold reserve the Bank's reaction hed simply
baen {0 rejeot private seocurities the Directora had reason to dismiss as
"doubtful” = such as the paper of certsin Scottish banks or Jewish houses involved
in speonlation on the Amsterdam Bm.u'ase.8 A decads later, from August 41780 to
August 1784, the Bank's bullion reserve fell steadily. Total mots iasues were
reduced with the diminution of Govermment expenditure at the end of the war, but
not suffioclently to prevent the ratio of bullion to liebilities falling to the
very low lewel of 8% in 1784, Bullion outflows in 1780 and 1782 hed been comneoted
with the Govermment specis payments to the British Army in the United states.9 In

1 Table 22 ; Claspham, The Bank, Vol. 1, ppe 233=34; McClood, Theory of Banking,
Pe 57 and Ashton, Eoonomic Fluctuations, p.123.

2. Tebls 22 ; Ashton, Economio Flustuations, p. 125; An Economic History,
P+253 and Mushet, 'An Inquiry', 1810, p.96.

3, Wilson, Anglo Dutoh Commeroce, p.t68; Chalmers, Domestic Roonomy, 1812, p.138
and Mushet, 'An Inquiry', 1810, p.96,

4, Table 22 @and Ashton, An Boonomioc History, p.253 and Chalmers, Domestic
Beonomy, 1812,p.158-

5. Table 22. :
6, Ashton, Economic Fluctuations, pp. 127-128; Wilscn, Industriel Activity, p.153

and Wilaon, Anglo Dutoh Commerce, pp. 176=177.

7. Claphsm, The Bank, Vol. 1, Ps 245.

8. Table 22 ; Nacleod, Theory of Banking, p.61; Aores, The Bank of England,
Pe 200 and clﬂphm. The Bank’ Vol. 1, p.2‘l-5.

9, Tabls 22 and Mushet, 'An Inquiry’, 1810, p.100,
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ipril 1762 the Governor of the Bank complained thet the exchange on Iavburg
continued to be adverse enough to produoe s heavy dmm.‘l “hen peace omme at ths
beginning of 1783 Dutch imvestors again repetriated capital and the exchenge
rezsined below par until 1785.° At the aloss of the war the demsnd for oredit
hed been stimilated in Britain by speculative exports sept to the United States
and & boom in the cotton industry.” The Banks resotion to this egparently
unfsvourable situation was to limit discounts eaxrly in 1783 and in YTay 1% refused
to make advences on the scrip of the Govermment loean raised for that yaar."‘ But
by June cormerciel disoounting was again hesvy and in October with bullion still
at an extrecely low level the Direotors felt zafe enough to reverse their poliay
and moke advences t0 scrip holﬂora.s The policy of the Bank wass described by
Samuel Bosanquet, a Bank Direotor, in these words: "The drain of cash proceeded
from the great extsnsion of commsroe which followed the psace, and which ocoasionsd
8o considerable em export of the commodities of this sountry that the oiroulation
wad hardly sufficlent to support it. It wes ovident that if this drain could be
supported foar a short time the influx of wealth that must follow from ths return
of the amount of the Exports would amply oompensate for the preceding drain, and
80 it turmed out, Tho Bank Difectors, therefore, without opening the stete of
affairs to the administration, took a bold step on their ovm suthority and refused
to make the advances on the loan of that yearj this enewoered the purpose of
making e temporary suspension in the amount of the drain of the specis, The time
at whish they hed moat ground of alarn was not when their oash was at the lowmat,
but ebout April or May, when they refussd advance on ths loem, and although in
Ootober their ossh wae lower than before, yet they had such reason to expect
a tumn in thelr favour by a fevoursble alteration of the exohenges that they were
. vnder guoh less appmhmod.m."s Tooke's opinion, thet the Bank had resorted to a
"foroible and extraordinary oontraction in 1783 and 1784" is certainly not borme
out by the Qm¢7 -

A study of th: evidence now available rewals that the Park's guides to
aotion in the 15th osntury vere simple. Discount all first olass bills of
exchange for respeoteble mmberanf the london mercantile ococmmnity at fixsd rates

1. Table 22 ; Ashton, An Reonomdo !’ﬂ.ﬂtm. Ps2b3 end Claphan, The Bank, Vol. 1,
Ps 253,

2. McoPherson, Annals, 1805, p.J4 end Tushet, 'An Incuiry, 1810, p.400,

3« Uecleod, Theory of Baniking, p.66j Ashton, Roonomie Plustuations, p.131; vilsen,
Industrial Aotivity, p.157 and Presanell, Country Banking, p.9t.

bhe Uacleod, Theory of Banking, ppe 66=67 and Clapham, The Bank, Vol, 1, pp.255=56,

5 Table 22 nd ¥acleod, Thedry of Banking, pp. 66=67,

6. Lords Cttee, on Susperision, 1787, PPe 2=25 and T3,

7« Tooke, History of Prioes, Vol. 1, pe 193,
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of interest but with e concern for the safety of the tressure. Directors of the
Bank had exercised this concern with a high degree of flexibility both in peace
and wars They made no attempts to msintsin either a fixed ratio of bullion to
lisbilities or to restrist advances when the rate of exohange fell delow par. In
fect only two accounts of diacount limitation are on record. One cocurred in the
highly uvnusual circumstances of the Jacobite Rebellion in 1745; the other at the
end of the American War of Independence whioh lasted for a very short period of
tims. On no occasion in its history had the Bank refused to provide the .
Government with the credit required for the public service, although it 4id limit
edvances to contractors on the sordp of the public loan for 4785, With the
exception of the two limitations listed sbove the seame is true for the private
sector. Provided those seeking acoommodation were estsblished businessmen,
willing to pay interest at 5% end offered the Bank secure bills of short maturity
their requests were seldom rejected, As Horsefield observed, "the chief
intsllectual baeis of bauking theory at the end of the 4{8th century was e belief
thet to supply the needs of trade was not only to fulfil most adequately the
purpose of banking but to avold any danger of over jasue.”’ The Bank's pragmatio
spproach grew out of and seemed sulted to e century whsn oonfidence in oredit of
all kinds increased steadlly and for most of the time the oountry probsbly
enjoyed the luxury of an active balance of payments. No wonder Lord North
deseribed the Bank in 1781 as "part of the oonsti'bution."z At the outbreek of
war in 1793 if past experience was any guide both the Treasury end the London
business community oould expeet complate support from the Bank for their
respective financial concerns.

4. Horsefield, 'Duties of a Banker', p.7.
2o Chphﬂﬂ’ The Bﬁnk. Vol, 1, p.131.
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IERT MN&GEFE?TT, 1 Zﬂﬁﬁﬁ
Introduction

Debt mensgement between 1793 and 1815 was oomoerned to provide the
Government with the additional funde it required to prosscute the war at the lowest
possible eost to the publis, The legal and institutional framework within whieh
Pitt end hie Buccesaors at the Treasury oconducted the business of borrowing money
hes alresdy been described and the essentials of debt menagement outlined, but a
brief repetition of points elready developed will be useful es m introduotion to
this chapter,

Both types of borrowing, funded and unfunded provided the Government with
funds for the finsnce of resl expenditure over the year, but the latter also met
the needs of the Exohsquer for ready cash, whenever the budget estimates turnmed
out to be inaccurate, Unfunded borrowing of this type occuld, howevsr, be curteiled
by improvements to the technigues used to Poreesst receipts and expenditure or by
measures designed io speed up the flow of revemue into the Exchequer,

Borrowing was accomplished through the sale of bills and bonds to the
London woney wmarket. Although the Treasury ultinately cbiained the momsy required
from a fairly lerge group of investors, it actually oconduoted negotiations for
funds with a far smaller group of middismen, who speoulated in public seourities,
It was through bargains betwsen the Treasury on the one hamd, and oontractors,
bankers, mexbers of the stock exchangs snd merchants on the other, that the terms
upon which the Governmont berrcwsd monsy were partly detormined, Only pertly
becouse the servioces of the Bank of England to the State both direot and indireet
exercoised a powerful influsnce upon the cost paid by the Government %0 obdtain
funds, The Bank acted as the intermediary betwsen the Chsncellor and the London
money merket., It offered him advice sbout the reliability of contractors, suggested
detes for negotiations and informed him on the general dispogition of the market
towards liquidity or partioular types of publio securities. The Directors held a
large share of the floating in the Bank's portfolio ond stood by at all times to
meet the needs of the Exchaquer for resdy oash, Pinelly, the Bank's 1iberality or
stringenoy in the extenmsion of iis oredit, either to the publio or private sectors
brought sbout signifisant chenges in the liquidity of the Lendon monsy merket amd
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in the total supply end through that the oversll propensity to purchase public
securitiess In short, oooperation with the Renk of Englend constituted & vital
element in the Government's efforta to borrow money,

To borrow as chesply as posaible the Treasury attempted first to
stimulate ocompetition emong dealsrs in public ssourities; second to markst bonds of a
high denomination whioh gave the Covernment opportunities for convarsion operations
after the war and, finally, it tried to regulate the flow and structure of public
securities offered to the market in order to take every possibls advantage of
veriations in the level and composition of demsnd. By the outbreak of war, if not
soon afterwards, most of the methods the Treasury oould conceivably adopt to lower
the cost of raising funds had been disoovered, Cempetitive tender for loans had
been successfully introdused by I'itt and a long aerics of conversion operatiomns
teatifiosd to the efficacy of borrowing in 47 or 5 bonds. Pitt certsinly lmew
that bond prices would be higher if he timed loan negotiations and funding
operations to colncide with buoyant demand in the momey rarket. On the other hend
if the market displayed an antipethy to bonds it obviously paid the Treasury to
utilise unfunded borrowing and sell bills,

Demand tended to be buoyant st times vhen its preference for liguidity
had been patisfied and it expected bond veluse to eppreelate, The liquidiiy of
the capital market depended mainly on the oredit policies of the Eank of Tngland,
but the Treasury could bring sbout =zhort run ohanges by issuing exchequer bills
through the quarterly payment of interest on the netional debt or purcheses by the
Commi ssicmers for the Sinking Fund, BRond prices were 1iable to rise if the Treasury
sold them after, rather then before, the payment of dividends, the purchase of
stook or the issue of exchequer bills, Expectations tended to be optimistio if
people antioipated perce. Although the tide of wer could not be controlled Jrom
London advance intelligence often enebled ths Chencellor to tims loans or funding
operetions to teke advantage of the merkets reactions to politicel events.

Contractors liked to be given the maximum possible time for the disposal
of ommium snd if the Treasury organised its losn and funding operations to meet
their wishes it was lisble %o cbtain bdetter terms. Here egain strategy involved
careful timing designed to ensure that funding operstions did not coinclde with
losns or that instalments on one loan did not overlsp with payments on another.
Only if the flow of bonds onto the merket could be spresd out more or less evenly
over the year could the Treasury and the oontrantors hope to avoid the sharp falls
in prioss which usually scoompanied suiden and largs inorsases in supplye

Of course the whole notion of poliqy or planned debt menagement might
sesm misplaced in ths oontext of war at the end of the 18th century, Sudden demands
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for extra cush by the military departments, unaxpected acocessions of bills onto the
parkat and a lack of cooperation from the Bemk ocould, and freguently did, frustrate
even the most carefully formulated of Treasury schemes, Furthermore, in wartime
when the supply of securities marketed over the yeor inoressed enormously and
demand beoems highly volatile, even very short run prediotion becsme extremely
difficult and by no means ell the men who succeeded Pitt at the Treasury mttended
as carefully and diligently as he did to the publie interest.

Borrowing policy between 1793 snd 1815 inpvitobly beceme a matter of
improvisation to take adventsge of vhatever opportunitiea présented thomselves in
a highly unstable situation. In fact the evidence gives the impression that the
Treesury often simply staggered from one expedient to encther in 2 hesty endesvour
to ohtain funds for the prossoution of the war effort. Sometimes the method and
cost seemad to be secondary and obisining the nomey bsoeme all. Tlevarthelsss,
the ways open to the Covernment to reduce the interest charge and to manags the
debt 1n the pudlic intorest remained the same in peace and war alike, War simply
made all planning much more diffiocult,

Borrowing money consisted ecasentially of a large number of separate
transactions involving the Troasury, the Bank and the money merkst for the sale of
bonds end bills, which ocen cnly be sppreciated in their immediate oontext. For
example, it would be impossible to comment on the loan for 1795 unless details of
the overall supply of assets owver the year, the oredit poligqy of ths Bank of
England and the state of demand in the momey market during the spring of 1739 are
taken into account, Sinoe debt management was a day to day affair with the
Treasury resoting to the Govermment's preasing demande for finanece on ths one hand
and variations in the demand for public securitise on the other, 1t cen cnly
really be dsacribed and appraised sgainst the baskground of events which engendared
changes in the conditions of demend and aupply. A chronologicel and detailed '
treatnent of debt menagesment during the war years appears to be indispenssble because
generalinations and oconclusions oun only emerge from evidenoe presented in that way.
I propose in this chapter to give & year by ysar acoount of the Government's fundsd
and unfunded boxrowing operations between 1793 and 1815 in order to show as olearly
ag posgible whal happened and also to ascertain if the Treasury mancged these

operations with any degres of efficlenoy,
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An eoonomic orisis whioh socompanied the ocutbresk of war lead to credit
stringency on the London capitel market im 1793. Bulllon reservos at the Bank hed
declined steadily from August 4791 and in Tebruary 1793 the proportion of specie to
lisbilitdes stood at 237; a ratio well below the level recorded at the outbreak of
previous warse The decline in the Bank's reserve could not be comnpoied with the
bulsnce of trade because exports continusd to rise up to the outbreak of war. There
kad, hovevar, been some repatriation of foreign ocapital from London during 1792 and
the rate of exchange fell 2 below par for most of the year, but contsuporary
gcoounts of the orisis all suggest that an intornal drain was mainly responsible
for the redustion in the Bank's specis maem.1 The basic factor respomsible for
the drain of gold inlund imocluded a failure of conPidonce which followed an overe
extension of' credit by ccumtry bankers at the height of the invesinent botmy but
the strong desire for liquidity which acoompanisd the antioipation and ocutbreak of
war in February 1793 undoubtodly aggravated the orhia.z Heavy and persistent
demands for credit were being nade by the commersial commmity on the Bank throughout
1792 =nd the first quarter of 1793. Despite assertions thet the Directors were not
daring encugh to restore confidence by meeting all reasonsble demsnds for credit,
advencaes to the private seotor expandsd rapidly betweon 1791 and ‘I79.'!0o3

Againgt & background of economic orisis Pitt prepared his arrengements
for the finance of the first year of war. Already in Ootober 1752 the Bank warned
hinm that gold was flowing overseas and a month before the outbresk of war the
Governor wrote again to inform the Chancellor sbout the repatriation of foreign
capital and asked him to reduce the Bank's holdings of exchequer bills dy £1 million,
adding thet if the war broks out the Bank would like the debt reduced by 42 milliom.*
Pitt sgreed and his budget proposals submiited to Parlisment in ¥arch ceniained a
promlise to avold the agounulation of unfunded debt during the wa:'.5 Thue, FFitt's
srrangements for the plamed issue of bills to the market for 1753 provided for
the sals of £5% million of exchequer bills snd the repsyment of a like smouni, In
other words the Chencellor planned to hold the floating debit 2t & constant lsvel.

1« Bank Minutes 5 and 18,1.,53. and see Tables 22, 26 and 34,

2e¢ Ses Ppe 199-200,

3+ Bea Table 22,

he Bank Einutes 16,10,92 and 5 and 1844 eY3e

5. Bank ¥inutes 19 and 31 1.9%. snd Perly, Bist., vol. 35U, pe559.
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But as new issues included e Vote of Credit of £1% million for unforesesn pd1i tary
expenditure, Pitt had in fact reduced the usual issue of supply bills from £5%
million to £ million,!

vhen the coniract for the lomn was ooncluded the rste of interest on
exchequer bills was higher then the bend rate.> Thus the Treasury might well have
opted <o reducs the unfunded debt still further by increasing the amount of the
loan and thereby reducing the smount of supply bille renewed. &hy million seems a
relatively small loen, and if Sinking Pumd rapayments are taken into account the net
exount of bonds issued ovar the finanoisl yoar amounted to £2.5willien, The Treasuxy
hed D reason to expect the rrice of bonds to eprrecicte and with the rate of
interest favouring bonds, further reduoticns in the floating debt would have been
profitable.

As the Bark wished to diminish its holding of exchoquer bills, 2 higher
proportion of the yeare circulation was s0ld to the market snd the Bank thereby
falled to provide the banking system with additionsl reserve ourremgy.” Seles of
bllls to the market diverted credit from the private seotor and aggravated the
cormorolal crisis. In iApril the Government itself restored confidenes by offering
short term loans to busineasmen in the form of exchequer bills omsheble &t the
Bank." By the summer of 1793 the crisis had passed and with the Dank's £01d reszerve
for fugust well above the Pebruary level, the Government hed nmo troudble in
persuading the Benk or the market to accept its bills,>

The very f'irst loan of the war for £4f million wes not pubject %o
competitive tender, Greliier and Nswmarch considered that the Chancellor had done
everyihing in his powsr to exoite tompetition but was unabls to 4o 50 because of
conditiona in the momey market, 'Fhey blsmedthe commeroial erisis which undoubtedly
made borrowing of any kind difficult.s Dazpite the orisis, the merketing of what
was after all only a very small quentity of bonds appears to have been ineptly
handled, VaB it necessary {o conduct negotiations for a loan et the height of
the oonmercial orisis? Surely the Treasury might have borrowsd short term &nd
waited until its omn palliatives for the commercial orisis had had time to take
efl’eot.7 Short term borrowing would have had the dual sdventage of finanocing

1. Parly. Hist., vol.30, pp.561 and 570 and see Tabls. 15,

2+ The loan was negotiated on 25 March, 1793 ~ sse Bank Finutes 25.3.93 and Table48.

3« The Banks refused the Chansellor's request for a £300,000 loan in April - Bank
¥inutes 19.‘”95 and 20.6093.

4e 3See ppe 200-201,
5« Befors 1796 the Bank's holding of exohequsr bills purchased in the market was

negligible and I can find no trace of reguests from the Treacsury to teke
edditionel tills., And see Tables 22 and 23,

6. Grellier, Terms of the Loans, 1612, p.57 and Vewmarch, 'On the Loans Raised by
Pitt.g pp.9-1 0.
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necespary expenditure snd also providing needed liquidity for the capital market,
True Fitt first attempted to raise this loan in LSor 5% stock and when he secured
only a single bid, he offered the market oonsols inatesd, But he falled to give
contractora sufficient time to organise consortiums to tender for the revised loen
and conssquently jusi u week after his initisl negotiations he again obtained only
a single 'bid.1 Furthermore the first instelment on the loan was meds payeble
before the peyment of dividends on the Bational Debt. Just one month after the
contract was signed bond prices recoversd again. From every conceivable point of
view there appears io have been a oase for delaying negotiations until April at
Jeast.

At the end of the ysar the Treasury was obliged to antiecipate taxation
revenus for 179, by issuing £3% milliom of exchequer bills on the surplus of the
consolidated fund, But although Pitt managed to keep the amount of exchequer bills
outstanding in check he exercised 1ittle control over the issws of military bills.
During the year ending in January 4794 the military debt was doubled and the issue
of Army and MNavy bills was responsible for almost all the inorsase in unfunded
debt in 1793. This rapid scousmlstion of floating debt cocurred becsuse actual
expenditure by the servioes excesded their estimates submitted to Parliament by
384 Over half of all "extraordinary” expenditure was inourred by the Navy and
nevel debt wes inoressed by1005,2 The sale of Navy bills was su expensive way of
borrowing money, chiefly bacouse of the uncertainty assoociated with their repeyment.
Thay were at heavy rates of discount throughout 1793 and in Septeuber Fitt asked the
Bank to prevent their further depreciation by buying bi1ls from the markst.”

' Unsuthorised expenditure overseas by the Army inoveased the Bank's holding
of Tressury bills vhich were issued as "peysble at the Benk"."' Vhether they liked
it or not the Dirpctors had to support short term borrowing overseas by the Army.
In June the Governor sxpressed ocomoern to the Chancellor in case holdings of
Treasury bills infringed the Bank's Charter whioh clasrly stipulated that the Bank
oould not hold Government bills unsanotioned by an set of Parliamnt.s Pitt
quickly eircunvented the diffisulty by introdusing a bill which indemnified the
Directors for pest misdspeanors and allowsd the Bank 0 hold unlimited smounts of

4. Bank NMimutes 18 and 25,3.9% and Times, 19, 21, 25, 26 and 28+3.93
2, GSee Tables 16 and 17. '

35, Bank ¥inutes 10,9.93 end see Table 21.

4o See Tebla 23.

5 Bank ¥igutes; 19.6493s
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Tressury bills.' st the same tize the Chancellor, recognising that the Governor's
enxiety was in part prompted by a dialike of his cbligation to cesh Troasury bills,
aspured him that the Bank would not be required to retain more than £% million at
any one ﬁm.a

At the end of the first years hostilities,despite Pitt's promise to avoid
accumulation of floating debt, the rapid inorsase of military bille outstanding
undoubtsdly represented the most urgent problem which had exergaed in comnection with
the management of the netional debt, Beocsuse of a continued and serious divergence
betwesn actusl and estimated wilitory expenditure this problem persisted in an eoute
form until 1798, Extracrdinary expenditure by the military departments over the
yeara 1733 to 1797 exceeded the estimates placed before Parliasment by 707, even
though ths Cbenoellor included in his budget e sum of £9 million on Votes of Credit
~in ordsr to meet "unforesesn” axpenditure by the servioaa.3

Nearly 407 of all floating debt outstanding during the first four years
of war consisted of military bills, the majority of which had been issued by the
Nmoh

Breakdowns of naval debt outstanding on 39 December 1793 to 1796 indicate
that expenditure on transport, food and stores caused most of the inaccuracies in
the forecasts of Naval e:pendi‘hzm.s One seriouz source of error consisted of the
failure to cocrdinate estimates for the land and cea services. For exmmple shipping
hired by the Trensport Board to cerry troops and their oquipment to and from Europe
and siso betwesn portes on the continent were insluded inm neither the Army nor Naval
estimatea and demands by the Army for ahipping servioces for the campaisms in Europe
were partisularly heavy during the early years of the !ral.'.6 Freight rates failed
to raintain the atability achieved in the American War and up to the summer of 4798
T0se rapidly.7 Popham, the Trensport sgent at Remburg, told the Navy Board how
military peopls always want trcops in the battle area as gquickly as possible whioh
send up the price of ahipp:lns.a Furthermore the uncoordinated demanin of the

1e 53’ Gd.on; Commns Jnl., vol.hB: P.ﬁﬁ? and Loxrds Cttea, on Suapansion, 1797.

Appdxe Adde

2. Bank Minutes, 511494

3. Without these ¥Wotes extraordinary expenditure would have risen to 84 of estimated
expenditure, See Table17.

Lo See Tables 16 and 17.
5. DBreakdowns of Navy Debt wers published with the Supply estimates in the Commoms

Jnls,, 1793=1798. GSea also Pitt Papers, vol, 2h7.
6 Anmual Supply Estimates, 1793=1797 end Navy = ADM/4O/96-97, ADN/108/69,
7» 39 Cttee, on Finanoce, Appdxm. Ge3+b and 0,2 and Kavy, AIM/4108/69,
8, Navy - AM/108/69.
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Kavy Boerd, the Boerd of Ordnence and the Transport Compiesioners for limited
suppliea of shipping helped to push prices even higher,’ Pitt told the House that |
the unforeseen expenss of transport threw out naval eatimates.z

Food supplied to troops en route for and at foreign stations cese from the
Vietualling Board, Although this item of naval expenditure amountsd cn average to
nearly £1 million a yeer it did not form the subject of an estimate to Parl:lmt.j
Furthermors, the Board continusd to estimete the copt of feod for the navy at {9/~
per men per month at a time when nearly all foodstuffs it purchased were rising in

prioa."' Finally, between 1793~97 a repid increase ooourred in the prioces of
naterials purchased by the Navy for building, mainteining and equipping ships. Most
of the timber, hemp, canvas, tallow and some of the iron lead and copper came from
gbroad and the increase in their price refleots competition with the Fremch for
limited supplies as well as higher freight charges cn the Beltde rum.d - -

Army estimates were oconsiderably more accurate end only about half of its
expenditure was not included in estimates submitted to Parliement betwoon 1791"-9'6-‘S
A8 the Paymaster-General compiled acoocunta showing why extraordinary expenditure
vas ingurred, it is possible to outlime the main reasoms for inascourasies in hip
estirates, Well over helf of the extraordinary expenditure went on food for troops
stationed in Rurope, India and the West Indtes. Barrack building in Britain wss
another important resson and the domsstic rise in food prices ocscosioned additional
expenditure on food by regiments stationed at hm.7

Extreordinary expenditure by the Ordnance almost equalled itp estimated
expenditure bstween 1793 and 1746 end by 5 January, 1796, the outatanding debt of
the Board of Ordnance stood at just over ten times its pre=war 191:1.8 Acoounts
submitted to Parliament by the laster Genersl reveal that the major reason for
inacourate estimates comsisted of a failure in evordination between the Board on
the one hand and the War 0fPice and Adeivalty on the other, besause most of the
oonwestimated expenditure by the Boand covered arus, ammunition, tents and other
military equipment supplisd to the nsvy and to troops fighting in Rurops, Ths only
item of substance for which the Board bore some responsibility consisted of

te 31 Cttea. on Finanoce, 1798, Appixe Gelubs

2, Parly. Hist., v01.30, p.1358 and vola32, pu1263,

3¢ Amnual Supply Estimates, 1793-97 ~ breakdown of Kaval debt,

he 32 Cttee, on Finance, 1798, Appix, 3{2) and Cttee. on Finsnoes; 1817 Appdx.2e

S TMg H’-Btm ﬂf Prioces, volet, Pu“eg end 31 Cttee, on Fm’ 1798.5”&!.3.

e Mainly because the Army eppropriated the Votes of Gredit given by Parliament for
sxtraordinery expenditure - see Tablas 7.

7 annuel Supply Estimates, 1793=97 - breakdowns of oy Extreordinery Expenditure,
and ARW P,¥,G./2/90.

E. Sese Tables 16 and 17.
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extraordinery sxpenditure on the construction of military fortifications in Britain,
but in this case the rapid rise in the price of building materials and lsbour made
prediction extremely aifficult,’

Unfinded borrowing by the services could not be predicted and complicated

the Tressury's task of managing borrowing. Unocertainty aebout the anmual flows of
bills onto the market mede a rational policy for debt mansgement almost impossible to
implement. The Chancellor needed to forecast future tremds in asset prices in

order to reach decisions ss to how muok unfunded debt to leave outatanding and how
much to convert into fundsd debt threugh loans or funding operatioms, As Vamsittart
told Castleresgh when the Treasury used bill finence it was importent not to have
sudden accossions which would derange the market.’ o doubt the same uncertainty
sbout the flows of bills onto the market alse influenced priess offered by the money

‘market for bills and bonda.3 Moreover the issue of military bills was one of the — —

@ore expensive ways of borrowing, WNavy bills were never popular with the market and
the suddsen emd rapid accumlation of floating debt oocasioned funding operations at
tines not comvenient to the Exchequer or profitsble to the public, Lastly, the

sale of military bills overseas produced a strain on the country's gold reserves,
which might have bsen partly svoided ' more amcourate sstimatas had boen submitted
to Parliament,

12k

Pitt snnounced in the budget of February 1754 that he would not leave

Kaval debt to eoeummlate until the end of the mr."' Aeting on advice from Samual
Foare the Banker, the Chancellar fixed 15 months as the maximur period for the loan
period with A% interest paysble on the bill from the day of issue and he reduced
the amount of debt outstending by ome-third by funding £2 million Navy bills jJust
after the payment of dividends on the Debt in April,” Conversion took place in &
57 stock, at 5.417 which _was 0,42/ above the rate of interest paid on the loan
negotiated in ?ebmezy.s Can it, therefore, be conoluded that the Tressury would
have been better advised to pay off the Wevy bills by adding £2 million to ths lean
in Pebruary? Additioms to the loar might, however, have eliminated the narrow

2,
3

Annusl Supply Estimates, 179397 - breskdewn of Ordnanee Extraordinary Expenditure.

Vansittart Pepers, vols 31231, ddet7¢10stie

Fitt Fapers, vole176 - Sinclair, dd,lerch '96 and vol,183 - Thornton, dd.18:1196,
251 2.96. 1802697 and 314599,

P&rly. Hint., vol.30, T 356.

Pitt Fapers, vol.145 snd Treasury, T1/729/858 and T1/730/1078,

See Table 18.



108

differential oost between borrowing and funding and the asle of stooks of high
denorinaticn, gave tre ireasury the opportunity of converting benda to a lower rate
of interest after the war. T™urthermore, refenus from loane reached the Exchequer

in instalments while funding operations were comploted an ths chosen date, If

Favy bills had boen permitted to float beyond April 1794 their disoount magy have
risen, Lelay would have added to the supply of short term assets in the market

and probably reduced the price of bills issusd over the year. Thus, whon the possile
gains from additions to the loan are weighed againat possible increases to the
interest on the unfunded debt it secems that the Tressury managed the issue of

bills to good edvantage,

Negotiatioma for a losn of £14 miliiom took place at the begimning of
February whish gave tho contractors {1 months to psy their instalment, 4 fifth of
the bonds issued oonsizted of U stook., At this meeting the Chenosllor. gave some
information about hir future plans for the management of the floating debt. He
eanounged his proposed issues of exchequer bills but did not disclose his plans
for the funding oporaﬂm.1 Contractors in their bids for the loen had to wake
prediotions ghout the aggregete future supply of assets. If they anticipated a
funding operation their bids would be reduceds even though the Treasury usually
tried to oomnvert into stocks which did not compets direoctly with the loan, It mey
have been in the publie interest for the Chenocsller not to disclese plans for the
unfunded debt and to leave comtragtors to spoculate about what might ocogur.

Provided they did not owerestimate the future supply of bemds the Government might
gain, In 4794 funding was still a novel part of debt management operations end it
seems probable that the public inocurred no extra charge on the loan which was
ratsed st he6fe>

Interest on axchequer billas in 1794 was 34dt ond it might sscem that the
Treaswy gave inedequate attentiom to possibilities for the redustion of interest |
charges by sslling fewer bonds and carrying 2 larger unfunded debt in exchequer
bills., FKeavier short term borrowing by the Govermment at &4 tims when the Bank of
England was being cauticus in disocounting for the privete sector woulid, however,have
diverted credit to ths Government and might have advorsely affected the level of
trade and produotion, Fitt's policy of ocontaining the unfunded debt seems to have
besn formulated with en eye to the needs of the lLondon mervantile cormmify and Swogh

1, Bank Minutes, 3e2e9ke i
2e Ses Tabh 13. I|I
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them to Govermment reverme from taxation,

Thus the bill errangements for 4794 remsined conventional. Borrowings
on the security of the Land and Kalt taxes amoumted to £2§ milliom, supply bille to
£3z million and a Vote of Credit added a further £2} million, At the ssme time Pitt
aryenged t0 pay off £5z million bills issused on the supplies for 179 and to make
good the deficiengy in grants of £475,000,' Despite the Bank's refussl to inorease
i1ts holdings of Exchequer bills the Treasury had no diffioulty in disposing of them
in the narket at rates of imterest only 11/ ebove the pre-war levels and Pitt's
reforn of the Navy bill and the funding operation in April reduced the discount on
Favy bills for the reat of the year.z

Funding failed to prevent an sbsolute rise in the amount of naval debt
outstanding during 179%. By Januery 1795 it stcod at 7y, 7mdllion above the year
before, despite the fast that the Chemocellor had taken tke preccution of adding —
£1 million to the eestimates submitted by the Navy Bc:m:ml.3 Pitt rashly told
Parlisment that the Navy's debt would not increass at anything like the rate of
1793 but in faot ilaval estimatea for 179, were inmccurate by nearly 30U/ ""'

Army estimates wers also out by 60 ¥ eand as most of its extraordinary
expenditure took place overseas, the amount of Treassury bills held by the Bank more
than doubled in 179&-.5 The Direotors did not welcome the rise and in Movember told
Pitt thet the Dapk's holding of Treasury bills exoceeded the amount they agreed to
hold and esked for prompt mpmt.s At that stage of hostilities & considerabls
part of the British war effort was looated overseas, and ths Inoreased holdings of
Treasury bills merely refleoted the Government's military strategye. But since the
ratio of specie %0 lisbilitiss at the Bank hed risen to J4f: by August 1734 end its
holding of Exohequer bills had fallen below pre-war years, oomplaints by the
Directcrs about Treasury bills probably indicated nothing more than their dislike of
thet particular security end not & concern with the specils msam.7 Thus it was
perhapa unressonable of the Directors to press the Chanocellor for prompt payment,
Funds wers not always resdily availsble at the Exchequer and the canversion of
Treasury bills into Exchequer bills may have raised short term interest rates in the

warket,

1e Parly. Hiﬂt.. 701-30’ p.1356 and see 'Table 15.
2. Soe Tablas 20 and 21.

3« Parly. Eist., vol. 390, DPe1357e

5« See Tables 17 and 23.

6. Denk Minutes 6, 7 and 19.11:94.

7. See Tebles 22 and 23.
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Prom the susmer of 1795 to the Suspension of Speois Paymonts at the end of
Pebruary 1797 the Governmsnt experisnced real difficulty in obtaining the short term
loans it required to finance the war effort, Certainly the Chancellor's difficulties
in marketing Covernment bills were more acute during these 20 months than they were
throughout the reet of the war, Furthermore, the friotion which developed between
Bank and Government hed no precsdsnt and on severzsl occasions cooperation between
the Dank and the Tressury threatemed to break down entirely, \hile the grudging and
half-hearted support the Chencelloyr of the Exchequer managed to elicit from the
Directors for bis finanaial policies constituted a conatant worry.

The cause of dishaxwony betiween Bank and Government ig not difficult to
find, Between Jume 1795 and February 1757 the ratio of specic to liabilities at the
Benk dealined from 41% 0 a mere 8 eand very rapid rates of decline in the gold
reserve ocourred in the second half of 1795 mnd tho eerly months cf 1797, Throughout
1796 the specie reserve remuined stable at the very low lsvel of betwsen L2 and £2%
m:lll:lon." In January and ¥ebruary of 1797 the decline becace suffieiently rapid
and the gold reserve foll to a level low encugh for the GCovernment to consider it
expedient to relieve the Bank of its obligation to redeem its notes in specie.

The Bank Direotors sontended that the Government's expenditure oversees
bore the msin responsibility for the downward movawent im their specis reserves,
Director Winthrop imputed the deoline in 1795 and ike continuing low level of
1756 ™in great measure to the Imperiel Ioan, to the subsidy to the Xing of Frussis,
to the amount of bills drawn for the expenses of war on the continent; to bills
dravn for the West Indies; to the amount of neutral cargoea and in general to such
causes as appear to me to have no oomnneotion with trads or with any balance of trade.'z
Giles, the Bank's Governor, agreed with this 1151:.3 Sapual Bosanquet considered
foreisn expenditure had the additional disadvantage of depreniating the exchange and
encouraging the export of bullion for purposes of speculation; e roint also mentioned
to Pitt in & memorandun from Lord Auckland.” In other words zhils the bulance of
trade recgined favoursble, Government remittances overseas ond contingent movements
of speculative funds had cecasioned an adverse balance of paymentis.

{s See Tabls 22.
2, Ctiee, on Suspension, 1797, pPelils

e Ibid, po'!ﬁ‘l-
he Commons Cttee. of Supension, *797, pe26; suockland Fapers, VOle344Dly dde3eEa96,
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Winthrop's list of factors which operated first to denude and later to
prevent the replenistment of specis at the Bank appears to be substantially correct.
During 1735 and 1796 the Treasury remitted £8% million ebroad as loans and
subsidies to ths foreign Govermments, Over helf of this sum consisted of a loan
raised in Great Britain for the Emperor of Austria, agreed to by a convention of
4 ¥ey 1795 end another million included subsidies to Sardinia and the German states
engaged in military operations ageinst France., Most of the remainder appears to
have been sent to Dublin as loans end subsidies to the Irish exchequer, At the same
time the Treasury sent another £5% miliion in specis to British troops serving in
Europe. During 1796 imports of naval stores from the Baltte inoreased oonsidsrably.
Finally between June 4794 and February 1797 a further £4,876,000 was paid as
compensation to the owners of neutral ships confiscated by the Reyal Nawye !
Government remittances abroad in 1795 and {796 seem t0 be equivalent to an increase
of nearly 207. on the current anhual level of inports.z

Although Govermment payments overseas were cutgoings on the caplital account
of the balance of psyments; overseas remittances were probably not without influence
on the current lewel of exports and their net ef'feat on the Bank's specie reserve
is overstated by a oconsideration of the sbove figures alone. Since the loans and
subgidies were remitted to ensble the German and Austrien Governments to put troops
in the field asgainst the French, some of the money may well have been employed to
purchase military equipment made in Britsin, Expenditure by British troops on
the continent might have imoreased the propensity of Europsans t import British
merchandise and exports to Garmeny in 1795 end 4796 certainly rose well sbove the
pre=war level.3 Purthermore, as Walter Boyd told Pitt, the depreciated exchange in
4795 and 1796 also encouraged additional purchase of British goods ovaerseas in 1736,
and Sir Francis Baring and Jasper Atkinson made the same point some years 1ater."'
Boyd who was the contractor responsible for remitiing the loan to Auvstirie also
claimed that the Emperor's credit was good enough overseas for the Imperiel Loan
to attract foreign oapital._‘r' Boyd's enswer to those oritiecs who cleimed that the

1« Chisholm Rept, 1868=69, p.547; Pitt Papers, vol.196; 35 Ge3ec.93; Commons Jnl.,
vole51, Pe358 and for 1801, p.897; Cttee. on Suspension, 1797, Appdx.23; Cttee,
on Suspension, 1797, Appdx, 2, 4 and 20 and see Tables 32 and 37.

2, The figures of imports for 1796 ere Imlah's ~ see Table 25,

3. See Tabla 280
L. Pitt Papers, volei15 = dd.9:4.94; Baring, 'Observations’, 1804, p.20 end

Atkinson "Thoughts', 1802, P73
5. Pitt P&Iﬂl“l, Wln‘Hs L adogoil-bgli-o
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Imperial Loan had drained bullion overseas was to point out that omly £41,200,000
had been remitted in specie and the rest hed been remitted by bills of exchangs,
but remittances by bills of exchangs do not eventusily lesd to an outflox from the
Bank; & point which seems t0 have been overlooked by the entlusiastic Boyd, but not
by the Lords Coumittee of Secreqys’

Pitt admitted to the Commoms Committee that Covernmment payments overseas
were perhaps mainly vesponsible for the low level of the Bank's reserve at the
beginning of 1797, although he refused to acoept Sheridan's motion that loans to
fustria and lreland had been entirely responsibls for the Suspension of Speocie
Payments in February 179?.2 There were indeed several other factors which ceused
an outflow of gold not atreased by the Bank Direotors or adwitted by Sheridan.

First of all ths restoration of metallic ocurrenoy in Frence mads it profitable to
export bullion to Paris from the spring of {1795 to the autumn of 1796, Pitt
mentioned this factor to the Commons Committee and the event hes been deccribed in
two articlas by Bawtmy.s Unfortunately i1t is not possible to even guess at the
amount of bullion sent to France end Hawtrey himeelf is perhaps inclined to

pinimise the difficulty of illegally exporting specie to an eremy country in wartime.
Nor does he explein why gold did not contimue to flow to "aris in the first half of
1796 when the Prench Govermment continued t¢ restore the mrrency."’ ¥oat
contenporaries completely overlooked the effects of borrowing by the Ivish Government
on the Bank's specis revenue.5 Next the coinoidence of a poor harvest in 1795
undoubtedly sggravated the situetion because the quantity of grain imported in 1796
inoreaged by 28,3% and its cost from £1% million to nearly £4 million,” Yawtrey's
point and the bad harvest of 1795 qualifies, but in no wey disproves, the contention
of the Bank Directors that Govermment remitianoces oversess were principally _
responsible for the decline end subsequent low level of the Bank's specie reserve

in 1795 and 1796

To restore and maintain the reserve ratio to & level which they considared
consistent with the safety of the Bank the Directors tried to check the outflow of
gold and to reduce cutstanding lisbilities by curtailing loans to both public and

1e Cttes. Ooun Suspemsion, 1797s; DPPe35=36; Pitt Papers, vol.115, dd. 9 and 10,94
and Lords Cttee. on Suspension, 1747, Pe37is
2. Dacres Adems Papers, vol.196; Gttea, on Suspension, 1797, Pe13 and Farly.iists,

V01-33. PPe222, 238-235 and 466,
3, Hawtrey, Currenqgy and Credit, chs. 15 and 16 and Cttee. on Suspension, 1797 606

4e Hawtrey, Currenoy and Credit, pp.263-267.
5, Cttees on Suspension, 1797y Pe30, Chisholm Repts., 1868-63, pp.551=52 and Pitt

Papers, volet45 = Boyd, dde18e3¢95«
6. Burke, "Thoughts and Details, 1795', DPpe32=3h and Citee. on Suspension,i 797,

Appdxs. 5, 16 and 23.
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private seotors.

Towards the Government the Directors pursved two policies in ordexr to
protect the gold reserve, Firat, they protested to the Chsncellor against amy
public expenditure whioh transferred specie overseas, They also tried to oontain
the amount of public securities held at the Bank by refusing to dizeount Government
bills, These two policies werv related beocasuse the Direotors often coupled a
protest against expenditure abroad with a threat to withbold oredit and their
efforts to coniract lending to the Government were concentrated on reducing the
amount of advences on Treasury bills, the means employed by the Govermment for
militayy expenditure overssas,

 Although gold reserves at the Benk begen to decline from August 1794
their sbsolute level occasioned no alarm until Jume 1795,' But es & loan for
Austria had besn mooted and opposed by the Bank during 1794, the Directors told
Pitt in December "not to depend on our assistanes too much becauss of the pending
foreign 10an,"? Against this wnpromising background Pitt meds his arrangspents
for financing expenditure for 1795. The contract for a loen of £18 million was
settled even bafore the new year, !Negotiations were opened s0 early that the first
instalwent of the losn overlapped with the final instalment of its predecessor,
but the loan still appears to have boen well timed. Its payments were spread
out over twelve months and throughout 1794 the unfunded debt had inereased in
such et erratio way that the Chmosllor probably antiocipated the need for funding
operations in the sarly months of 1795, Moreover, his plans for the Austrian
loan were already known to the oepitel market. By opening negotiations in
December, Pltt gave the Treasury cpportunities for seleoting advantagecus dates
for funding and allowed contractors valuable tims before bonds on the Austrien
loan wers offered for sale to the market. He even managed to persuade comtractors
to accept a third of the loan :lnl.ﬁstockoj

But ths Cheanvellor mads very littie attempt to offer the loan to
aompetition for reasons conneoted with the Imperial Loan, During 1794 Britaln's
Austrisn sllies had been trying to arrange for e loan for £6 million, on the
London capital wht." Sinos they needed monsy to prosecute the war against
France, the British Governmemt could hardly object, but was ooncexned in case the

1o See Table 22.
2, Pitt Papers, wl. 115 = Boyd dds ke 8nd Bahk Winutes, 11.1294 &nd 15.6¢54.

3, Bank Minutes, 12,112,943 Commons Jnl., v01.50, ppe268 and 463 and Tiwes, 12 and

20012494
4+ Pitt Papara, vol.115 - Boyd dd,OelseThe
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Austrian loan raised the overall sost of borrowing. Understandably Pitt did not
vish to 8dd the shsrge of extravagamcs to opposition on other grounds to an
austrian loan.' welter Boyd who handlsd negotiations for the Austrisns proposed
the neat solution of linking both loans. He offered to fom a oonsortium to

handle both the British and Austrian loans, provided the Treasury offered neither /
to competiticn,? Under the terms proposed for the British loan subscribers were
given the option of buying & proportionate amowmt of the Imperial loan, Interest
cn the Imperial loan was to be peid by fustris but guarantesd by the British
Government.” Although their security seemed equolly unimpeachebls, Imperiel
bonds were purchased by the cantrectors well below the prioce pald for the British
loan, negotiated at the same time,

Pitt vas well satisfiod with the prioe be hed obtained for his comsols,
but_as Fox pointed out, the terms of the British loan were good because contractors
were able to make high profits on the Imperisl loan,* Fox's prediction that
saddling the Austrisn Covernment with part of the oost of the British loan
might increase ths risk of defsult turned cut to be accurats, No further interest
was paid by the Austrians after Vay 1797 and the interest on the Iapexdal loan
was thereaf'ter pald by the '.l'raaam:v.5 Thus in the ovent ths departure from
campetition proved to be expensive to the public and the Chancellor might have
been better sdvised to leave the Emperor of Austries to raise his loan for whatever
terms he oould obtain and to have offered the British loan to competitive tender,

Pitt's other arrengements anticipated no planned edditicns to the
unfunded debt dbut comparison between bond and bill rioes may suggest that the
Treasury ocould have borrowed more cheaply by selling bills, At that stags of the
war the situation in the money market probebly prempted the Chenmosllor to contain
unfunded bormins.‘ Pitt knew his loan to Austris and militery expendi ture
overseas would deplete the Benk's gold ressrve and he undoubtedly antioipated
further additions to the smount of military debt ocutstanding. A prudent poliegy
with respect to the issue of exchequer bills sesmod the best oourse to follow.

Army estimates, sven with the sdditional Vote of Credit were cut by
onp=third, navsl estimetes by two-thirds and the Ordnance estimates by 1005

1+ Parly,Bist., vol.31, p.1310.
2. Pitt Papers, vole115, dde10.12,9%
3» Benk Mintes 12.12.%h end Commons Jnl., vol.50, pp.268 and 463 and v0l.51,1, 358,

4o Parly.Rist,, vol, 31, Ppe 12 499, 1311, 4315 and 13163 Times, 13.42.94 end
Adolphus, History, vol.6, ppeitid=115.

5« Chisholm Report, 1868"69’ pp-5h8-5h9.

6» 5See Tables 18, 20 snd 21,

7« See Table 17.
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As & repult discount rates on Navy bills were high in Januery and February, vhen
the Treasury made srrangements to fund £1% million Navy bills.! It would not heve
paid to use the loan %0 redeem Yavy bills becsuse the differential oost of
borrowing over fimding remsined narrow and the Treasury securei the advantage of
e conversion into 55 stock. Negotiations for the funding procesded as follows.
Twenty six major holders of Navy bills met at the London Tavern and resolved to
demend £408 in 5 stock for every £100 subsoribed with interest on the stook to
begin from Fanvary, They commmicated their terms first to Newlsnd the Bank's
cashier who told Cherles Long at the Tmea\u'y.z Since the funding did not take
place 1t can only be sumnised that the Treasury were not satisfied with the offer
and preferred to wait for a rise in the price of 5 stock, but the Covernment
obteined no better terms when the fimding eventually took plaoce in May. Delsy _.
ocoasioned increased cost to tho public because by allowing the Navy debt to rise,
the Treasury oontributed to & further dscline in the prices of Kavy bills.”

Although funding halped to chsok the depreciation of Nevy bills the
Government still required large soale assistance fram the Bank in order to prevent
short term ratea from rising sharply. By August 1795 the Bank had purchssed over
£2,3 villion of Navy bills from the market, but the Directors became inoreasingly
reluotant to finance the Army's extracrdinary sxpenditure by holding Treasury
B:D.la-"'

¥hen the British Government signed the men;im with Austrie in Kay of
1795 the Imperdial Loan had been reduced to £4,600,000, At this stage the Bank's
specie reserve still amounted to 30% of cutstanding liabilitles and the Direotors
appsared no more than aspprehensive shout a foreign 1¢'.~nn..6 Vhen tramafer of the
loan coincided with a rapid decline in the spscis resexve they bscams hoatlle and
their protests to the Chanosllor about the Bank's holdings of Treasury bills became
frequent and strong. As sarly as the S5th Juns they told Pitt that the Bank held
over £4 million in Treasury bills and could not therefore agres to any further
advances, On the 28th July the Chancellor received a very solemn warning about
Tressury bills snd two dsys later ths Bank threatsnsd not to cash the bills while
the specie drein oont:!.nuu.7 Early in August Pitt's regusst for an advance of £23

1« A fumnns operaticn hud been first suggested in December { 754, Bank Hinutca.

4412,54 end See Tables 18.
2, Pit% Papers, W1.276’ Hewland to Long, dd.20.2,95.

3. 330 Tﬂbh 21 L
he Bank Minutes 20 and 31,3,95 and 16 and 17.4.95 and see Taeble 23,

5« Commons Jnl,, vole51, Po’SB and 35.Ge43+0.95,

6e BSes Tebls 22.
7. Pitt Papers, v0l.276 = Bank dd,5.6.95; Bank Himutes, 28,7.95 and Ctee., on

Suspenaion, 1797, Appdx.J.
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million on Exchequer bills was not even considored by the Court of Directors
beosuse he had not repaid any of the advances on Treasury bills.! His reply
prozised to repay Tressury bills from the momey sdvanced on Exshequer bills.2

The Bank's dislike of Treamoy bills was sufficiently etrong for them to agree to
this proposal, provided the Exchequer bills were repaid later in the yoear and the
Treasury bills repeid immedietely.’ In August Pitt had reccurse to the umsual
expedient of asking the loan centractor, Boyd, to antioipate three of his
instelments on the loan in order to cbtain funds for the public service.

By the sutumn of 1795 the specie reserve at the Bank hed fallen further
and at this stege the Directors were "cut of Mumour with Pitt*.> They informed
hin that events had prove:d then right sbout tha consequences of the Imperdial Loan
and hoped they would hear no more of foreign loans, The Directors hed alveady =
suspended purchases of Navy bills and demanded the immsdiate paymont of £ mdllion of
Treasury bills, this time on the sdvance granted on the Vote of c:::vad:l.*.z.6 Pitt was
furthsr told e must not depend on them for the traditiomal advences on Land and
Valt taxes, Pitt promised to dslay the requsst for advences on Land and Yalt and
told the Governor that the smount of outstending Treasury dills would be reduced
a8 the troops oame home from Europes’ At the end of Ootober when "the lerge
spegls drein filled the minds of the Directors with alars”, they heard rumours of
8 sscond forelgn losn, Pitt denied the rumour but said it might hsppm.a Oon

18 Novenber the Chancellor informed the Directors he would 1ike to send another
£2 mdllion to Austris but would dolay doing s0 if the Bank opposed it. His
assurances did not satisfy the Directors; specie still drained sway snd they
demanded the repayment of more Treasury bills and asked P'itt not to rely on them
for advances on the Vota of Credit or on Adds and Suppliss of the following yoars’
Pitt was not deterred and on contrasting for the loan for 1796 reserved to himgel?
the right to raiss a further £3 million for the Emperor if be s0 wished. At this
high hended treatment further proteats osme from the Bank.)®

il

1 Cties. on Suspension, Appdx,9 and Bank Mimutes, 6.8,95,

2, Bank Minutes, 7.8.95.

3 Bank Ninutes, 13.6.95 and Cttee. on Suspension, 1797, Appdx.9s.

4s Cttes. on the Loan for 1796, pp.329-330,334, Appdx.7 and Appdx.8 end Pitt Pepers,

Boyds d8,7.10499,
Se Greig, Farrington Diary, volsts Pei58. _
6, Bauk Minutes, 8 and 10,10,95 and Cttee, on Suspension, 1797, AppdxsY.
7s  Ibids
8. Bank Ei.l:m‘hs, 23."°q95!
Ys Bank Minutes, 18 and 20,1495,
10. Bank Hm‘&ﬁﬁ. 25 and 5 and 31 ot 2.95.
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One important result of the Bank's pressure on the Chaneellor to reduoce
short term borrowing was to push the Treasury into sslling a higher proportion of
its bills to the momey merket.! Direct sales to the market reduced the supply of
Bank notes availsble as a begis for eredit expansion by other Banks, Since the
supply of bullion in the hands of private bankers probebly deolined at the same
tine this constituted a serious limitation on their edility to oreste credit. When
businessmen found their feollities for discounting contracted they attsmpted to
obtain acoommodation from the Bank of England but from the summer of 1795 the
Bank refused to meet all the demands made upon it by the private sector end in

December 1795 the Bank gave formel notice of its intention to reticn disoounts.®

iT6

The Chaneeller's plans for borrowing for the financial year 1796 were
formulated against the background of tight oredit oonditions on the Lomdon money
rmarket, occaslonsd by the reactions of the Bank of England to hsavy Government
expenditure overseas and persistent short term borrowing at home., DPrespures from
the Directors were, however, not without effect on the GCovernment policies., On
14 Jeanuary, 1796, Pitt wrote to the Directors and asked them if thsy would still
objeot to a foreign loan, if it wers ralsed in Germany, They did object, bvuquse
es thay pointed out, even if the Prime Minister prevented British subjects taking
up loans sbroed, foreigners with funds over here would withdrew them.” Despite
strong diplomatic preasure from the Austrians end Talter Boyd the Treasury raised
no further loans in London for the Empereor in 1796, Nor did Pitt sven oconsider
Boyd's recuest to raise a2 loan for the Portuguess Government on the London capital
market, * In March the Direetors sppsared apprehensive about an Irish loam, but
the Chenoellor assured them it would nct be raised heru.s

Pitt incurred socme strong and justified oriticism for the arrangements hs
made for the loen for 4796, To begin with, nhan the nsgoglations wers opened at
the end of November, three inatalments of the previous loen renained outstanding,
end the Chencellor accepted the comtractors' argument that the overlsp compromised
the Government's righf. to of'fer the loan for competitive tendoer. In fact this
loan established the precedent thst if the Tressury floated any loan while the

4» See Tablss 16 snd 25.

2, DBank Minutes,; 31.12:55

3. Bank Minutes, 14e1:96,

4y Pitt Papars, v0la115; 3de 2.1¢96y 11ele96 and 16454964
5. Bank ¥inutes,; 4e5.56. '

6. Bemk Minutes, 25¢11.96; Pitt Papers, vol.115 - Boyd, dde 2341195 and Colchester,

Disry of Abbot, 70let, PeiBa
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previous loan remained undsr poyment it could not be offered for competitive bid,
but would go to the contrectors for the previous loan. Contractors were cbviously
interested in the guarantse this principle gave of some oontrol over the market,
If all new bond issues wore to be menaged by rival contractors, sorip prices might
well be forced down and profit margins out, The new rule gave them some comntrol
over the rate at which bonds were supplied to the wider market sc that the original
oonsortium oould benefit for sny appreciation in prices or, eltormmatively, would
possess the optien of holding stoak whenever prices were deolining., Of course
their oontrol over supply remained only partial and temporaxry, Partisl because the
total supply of bonds consizted of new issues end sales of old stook over which
the contractors oculd have only marginal influence. Teoporary becauss it lasted
only until all instalments on the ocurrent lcan were paid uvp, Normally to retain
even this limited ocontirol of the market the oonmtragtor hed to underbid his rivels
for the next losn, Keverthsless the guarantee wes suffioiently important for
contreciors 1o ingist upon its being part of every losn contraot and to protest
vigoarounly egeinat any infringsments of it,

Wren Pitt admittsd Boyd's olaim to the loan for 1796 beocauss ome third
of the losn for 1795 had not been subsoribed, he was subjected to vigorous
attacks both inside and outside Parlisment for departing from the gystem of
ooopetitive tender, and even acoused of corruption. Boyd had not only protested
against the loan being open to competition but had offered to take it at 3. below
any other bid, Subsequantly at negotiations with all the interested parties, Pitt
explained he wented to open the loan to competition but he had given hia word to
the contrectors that no fresh loan would be negotiated until payments on the
previous loen were complated, Morgan and Mellish rofused to bid on oondition that
Boyd should pay 47T below their offers for the loan, so Pitt and Boyd settled ths
terms between them, Morgan strongly disputed Boyd's right to the loan and with
pomz foroce he pointed out that as oontraotor for the loan of 1794, he had not
protested when the loan for 1795 had been floated a month before its final payment
wes zade, 7o allow a contrestor 2 or 3 momths was, Morgan felt, long enough; to
give them 12 months seemed to him incompatible with free competition,’

Pitt inaisted before the House of Commons that he had wanted competition
but ag a congidsrable part of the previous loan was not paid up he had to decide
whether to desfer the loan or break foith with the oontractors. At first he had

1+ Ctiee, on the Loen for 1796, ppai11=312, 323 and 325=328 and Addphus, Hiatory,
vol.6y FPolA k=it Do
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felt inalined to delay, but when Boyd offersd [7. below the lowest bid, thers seemsd
no point in doing 80.! Pox was not impressed and oonsidered the }'inister had
"outraged a fundamental prineiple of the constitution by deserting competition,”
"i1liam Smith felt Boyd hed received no real promise sbout s future loan. Cases
wight srise, argued Smith, highly prejudicial to the public if the Chanoellor
wore excluded from cpening a new loan to competition and sn anonomous pemphleteer
pointed cut that the Chancellor legally oould not glve such assurances o loen
contraotors, becauss future loans were a matter for the disoretion of Parliament.
On the other hand both the Select Committee which investigated the
matter and the Directors of the Bank of England oonsidered the sotion adopted by
the Chanosllor to be just and correot. Newland, the Cashier, thought it was
understood that the o0ld4 loen should be completed before a new ome was negotiated.
Giles, the Governor, observed that since the establishment of the Bank no new
loan had basn meds when two payments on the previous loan were cutstanding.
Thus the loen for 1796 estsblished a precedent which curtailed the
Treesury's freedom to offer loans to competition. Since Boyd cbiained the entdre
loan as oonsdls presumsbly the precedsnt created inhibited the Covermment froam
offering bonds of whatever dencmination it thought best to the market,Becsuse 'he
Chancellor of'ten found it neither expedient nor advantageous to delsy floating e
new loan until the previous loan had besn fully paid up both restrainta proved to
be jmportant, Howswer, if Pitt had adopted the edvice of his critics end refused
to give contrastora assursnces about future contraots, the public nmay have gained
some peourniary advantage from competition only to lose it agein as ocontractors
lcwered their bids to counteract the additional risks of a mew lomm.
Nevertheless, it is prima facis somewhat diffioult to see the case for
opening negotiations for the losn for 4796 as early as Rowember 1795. A delay
until the middle of Jenuary would have given the Govermment the advantage of the
quarterly dividend peyment on the nationsl debt,” ¥ore importent, within e few
days of the contract, the King recognised the Republicen Government of Franece,
which encouraged widespread expectations of peace and bond prices immediately
rose between 57and 7% There seems little doubt that if the loan had been
postponed, better terms could have been obtained and Pitt's excuses that he could

2

3

1 Parly. ﬂiﬂtq. vole32, P0565 and Parly. Debs., vol.5, Po'&ojt
2. Parly. Hiat., 7010321 POSGB end Anon, 'Latter to P’.tt" 1796. pp.26-27.

5‘ Par]y. Fiate, vol. 32’ PPe 567’ 771 and mo

4 Cttee, on the Loan for 1796, ppe 310, 332, 335 and 341 end Parly. Hist.,
vol. 32, pp. 786 and 789,

5- Comeons Jnlo. vol, 51! p.1990
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not have foreseen the rise of the funds ocoseioned by the Ling's messsge and that
other faotors also contributed to their rise, sre reelly rather fesble.’ He knew
88 w1l as enyone that politioal news whioh increased the expsctation of peace
would almost certainly augment the demand for bonds snd lower the oost of
borrowing.

Although he might, with adventage to the public, have delayed negotiations
until after the roysl proolamation,Pitt's cese for an early loan prodably rested
upon the state of the floating debt and ever present possibility of oredit ,
contraction by the Bank of England, Throughout the mutumn of {795 the Chancellor
mst have been aware that further deplotions in the Bank's specie reserve would
ocosgion severe credit stringency on the London money market end raise the cost of
borrowing oonsiderably. TFurthemore, the oontinued acoumulation of debt by the
military depertments muat have lead him to anﬁ.oipata the possibility of f\md.ing
operetions in 1796 in order to relisve the merket of bills, In these oircumstances
Pitt probably deemsd it necessary to open negotistions sarlier than usual for a
loan ss large as £48 million, Hie arrangements were later vindicated beosuse
vhen the Bapk armounced disoount rationing at the end of December bond prices fell
two points in a dgy, and in 1796 the Treasury found it expedient to fund floating
debt on no less than thres ococasions. If Pitt had delayed the loan the coincidence
of funding operations end loan negotiations could have dapressed bond prioces
seversly.

A)though the Treasury's arrengements for the ciroulation and redempticn
of axchequer bills during 1796 provided for no planned sdditiens to the floating
debt, throughout the year the Chancellor's attention came to be oooupied by a
ocontimous but unplanned increase in the supply of bills to the market then
operating under conditions of credit restraint., lNeval debt in January 4756
reachad a level nesrly £ millions above that of the previous year and further
lerge sdditions were made to it by the end of Larch and the rate of dspreciation
on liavy billa rose rapid]y.z Excbequer bills outatanding in January were also
8t a far higher level than the yesar before largely because income from the surplus
of the Consolidated fund proved insufficient to redeem the £2% milllon of
Exchequer bills sold to anticipats taxes for 1795-3 Foney wus needed urgently by
the Exchequer to meet Army expenditure in Furope and t¢ satlsfy the Bank's

1a 'I.ette:' to Pitt*, 1796. PPe14y 32 and 37 and Parly.ﬂiat.. vOole 3525 PPs 769’
776: ™, 807 and 882,

2. See Tables 15, 16 and 21.

e Parly,Hist,, "0],-52' Pe55B,
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insistent demends for prompt repayment of Treasury bills, Pitt told the Bank

in February he planned some alternative method of meeting these bills but asked
the Bank to continue to cash them until ¥ay at least.’ So urgent wers military
demends that receipts from Supply bills issued in March could not be used to pay
off Sugly bills for 1795, (the normal Exchequer practioce) and payments on the loan
had to be antioipated by issuing en additional £33 millions. Exchequer bills in
the first quarter of 1796.2 At the seme tims, the contractors were borrowing
from the Bank of England and private banks to meet instalments on the loan

peyeble in December 1795, January 1796 and March of 1796.

Sir John Sinclair wrote to the Chencellor in Karoh to say he regretted
to find the public elarmed with the megnitude of the unfunded dabt.3 Strong
protests had been made to the Bank against its polioy of rationing discounis and
Merchants had asked Fitt to intercede with the Directors.l" Clearly the Bank
could not possibly meet all demands made upon it on such a low gold reserve. Pitt
hed no powsrs to interfere with Benk's regulation of aredit but instead adopted
the policy urged upon him by the Bank Directors of funding bills in order to
relieve the pressure of Government demands for short term accommodation from the
monsy wmarket. Thus in April the Treesury offered Navy bill holders £403 in 5%
bonds for every £400 subsoribed but its offer was mJected.5 The Treasury
successfully relieved the market of £7% million Exchequer bills by raising a loan
in 3% stook and using the proceeds to redeem bills, Although negotiations were
vwell timed to come after the April distribution of dividends, it had none of the
advantages normally attached to funding operations, To begin with the bonds were
& stock of low denomination, Under the precedent established the previous
November, the Government had to allow the same contraotors first option of any
subsequent loan floated during the year and this loan went to Boyd and his
eonsortium'..s Despite the sbsence of competition the Governmment borrowed money at
8 rate of interest only just above that paid for the loan of the previous November.
Even so the Chanocellor incurred strong oriticism outside Parliement for giving
the loen to Boyd. °“The Minister hes committed his boasted system of finence te
the direction of contrasctors and loan jobbers"wrote one pamphleteer. Another,
quite incorreotly, referred to it as a usurious bargain.T Presumably the

1o Bank Minutes 28 and 29.1.96, 5 and 12.2.96.
2 Treasy. T-/30/20.
3« Pitt Papers, v0l.178y dde1143+96 and 41.4.96 and 29,4.36.

4, Bank Minutas. 25.20960

5! Pitt Pamrsg 701-276"- Bank 4d, 23.‘]-.96.

6. Pitt Papers, vol,i15 - Boyd, dd. 12 and 13.4.96; Bank ¥inutes, 11 and 15.4+96;
Comnons Jnla. 701.51’ p.588 and Tms. 16’19'22 and. 25-&-.96,

Ts Morgan, *An Appﬁﬂl" 1797. p.38; nm’ YA Letter', 1796.P.3‘l-; Grellier. Terms
of the Loens, 1812, p.6t and Ctee. on 10 Naval Report, 1805, p.92.
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Chancellor extracied good terms from the contractors because of his strong
bergeining position, If Boyd refused to take the loan at the price offered, he
could always revert to a finding operation and weaken their control over the
market, Since band prices declined steadily from April the negotiation seema
opportunely timed. From its revenue, which had tc be paid in by the end of
Ootober, the Treasury issued £4F millions for the repsyment of bills in the
portfolio of the Bank and £2 millions to redeem bills held by the market.

But agein the Treasury reaped no advantage by the delay in funding
Navy bills becsuse in July it hed to raise its offer to £105 in 5, stock in order
to clesar the market. Meanwhile the Exchequer bills had considerably depreciated,
Interest charges on the funding rose to 5.,33% compared with 4e49% for the loan in
April but the Government did seoure the longer term advantages of selling a 5%
atook, Moreovery by olearing the market of £4.2 millions of havy bills in a single
dsy funding ceused discount rates om navel debt to fall sharply.'

¥Whather or not these operations relieveil the private seotor from the
pressure of Government demand for credit dependsd wupon the subssquent behaviour
of ]?:e.n.lcth.2 If bankers simply beld bonds instead .f bills, no additions could be
made to the emount of private credit. If banks sold bonds to investors for gold or
bank notes then they were in a position to grant more credit to traders end
mamufacturers, Finally, if the Bank of England discownted more bills thlis would
have multiple effaects throughout the banking system, Private securities held
by the Bank certainly rose between February and August 4796, but some of the
credit granted to the private seotor was undoubtedly employmd to maks payments
on Government Il.omun3 The conversion of bilis into bonds seeme a rather dubious
method of helping businessmen afflicted by oredit stringency but as far as the
Governuent was concermed, funding usually produced a rise in short term intereat

rates on publio securitiss.
At the beginning of July Auckland informsd the Prime Minister that gold

was going to Hamburg bsocsuse it could maeke 6} there and warned him that further

conireotion of credit by the Bemk could have really adverse consequences for
public borrowing. b At the end of the month Pitt asked the Bank for en advanoce of

nearly £2 million and required the Directors not to resell Exchequer bilis in the

1 See Tables 18 and 2/, -

2, Sinolair thought not - Pitt Papers, vol.178, dd. 11 &and 2le4e96.
3+ Bank Minutes, 34 5496,

L. Aucklsnd Papers,; vVole34ibl, @d.2.7+%6s
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market beocuse they were already at o discount there. The Direetors accsded to
half of the short term loan but insisted that a1l Puture advanoes on Treasury
bills must be dome away with,! A week later, in respomse 0 o further appeal Prom
the Chancellor, thay sgreed to advamce a further £800,000 "because of the great
depression of public oredit and from s sense of public service". They begged
leave to declare that "nothing could induce them under the present ciroumstances
to comply with the demsnd now made upen them but the dreed that their refusal
night be productive of greater ovil = in doing go they render thomselves

incepable of granting amy further assistsnoe to the Government for the remainder
of the yea:h“a

In 1795, during a period of intsnse pressure for disecounts, the Bank
refused to meke the usual advances to the loan contrastors for their instalments
on the-loan of December, 1795, and alwost caused the collapse of the Housa of
Boyd Benfield.” Pitt seoretly diverted £40,000 of public money, appropriated
for the Vavy ay/ :if:ntamst free losn to Boyd. Several years later whem the
Chanoellor was called to account for his unoonstitutional action to a Parliamentary
Conmittee ho excused himself on the grounds that the failure of a major oomtractor
at that time, which he desoribed es "o period of the greatest embarrassment both
of public and private oredit", would have had far reaching effects on the
confidence of the entire capitel mrket.!" The Committee accspted his case and
reported to Parliament thet "if a fallure in the loan them in progress of payment
hed cocurred the deficismqy oculd not have been supplied by a firesh loan except
upon terms of very ocneidersble 1oss end dissdvantage to the public.”

Since the Bank's speode reserve remained ai & critioanlly low level, Pitt
planned to bring ebout a substantial reduction in the amount of unfunded debt
outstanding, Navy bills were the obvious c=ndidate for conversion becsuse the
Benk refused to purchase sny and with the rapid inereass in the supply offered to
the market by September they had fallen to & discount of 15/, The Treasury
wrote to the Govemory of the Bank of England and asked him to ascertain on what
terms bill holdsrs would be induced t0 accept 5, atoek.s Evidently the terms
were not sooeptsble to ths Govermment beoause an 24 October, Boyd urote to Pitt
saying he had heard from the Deputy Governor that the Treasury intended to fund

1e Bank Vinutes, 20796
2. Pitt Papers, vol.276 ~ Bank, dd,28.7.96 and Parly. Fiste, v0le33, pe295 et sed,.
3« Ctteoe. on 10 Naval Report, 1805' PPe5350,8nd 5}"56’ Bank Mimates, 3, 10 and

31054964
he 1bld, ppel7=LBe
5- I‘bid, BPe 6"7. .
6e Pitt Papers, vol.102, dde17.%.96 and Ses Tables 16 and 22,



124

in 3 stock end ke pointed out that the contractors to the late loen would

object most strongly to thds plan, Boyd also advised Pitt to deloy his funding
operation untll Janvary because when dividends were paid on the Pational debt he
zould then cbtain better terms.’ Pitt wished, however, to nffect immediste
reductions in the floating debt in order to nesist the Benk, to reduce Treasury
competition uwith the private sector and as part of a longor term plan to solve
for onoe and all the problem of Haval debt, He realised that temporary expedients
guoh as funding, whenever the rate of depreciation on liavy bills reached a high
level, oould not oontinue indefinitely without radically disturbing the whole
basis upon which negotiations for lomns were conducted. Alresdy contractors to
the present loan had pxotasted sbout the Government's decision to add unsxpactedly
%o _the supply of bonds on the warket., Furthermore, if Naval borrowing wore

kopt to a minimum the Treamury would have greater control over the whole srea of
debt management, It could then make some sort of prediction sbout the possible
futurs supply of short term assets to the market end arrangs borrowing operations
more advantageouslye Thus during Cotober the Chancellor explored, in cooperation
with the Mavy and Viotdalling Boards, the possibility of paying for supplies vith
bills of 90 dsys maturity, bearing interest of 5 from the day of insus.2
¥eanwhile Boyd sent the Chancellor a strongly warded resolution from the loan
contreotors protesting sgainst any propossl to fund in a 3 stook, He oclaimed
that they had already mede losses and urged the Treasury to fund in bonds of
higher chnmination.’ Some notice mgy well have besn taken of his ¢bjsotions
baoause when the funding took place on 7 }'ovember the Treasury gave bill holders
the option of exchanging their assete for bonds of 3, 4 and 5 denomination.
They opted overwhlmingly for Comaols, Of the £13 million bills funded on 7
liovember, B5. were exchenged for consols, even though the rate of intarest was
12/6;: higher on 5 stock and &= on 4, stook, Apparently the merkst oould not
be parsuaded to accept stocks of higher dencmination, except at prices which far
outweighed any longer term advantages to the Stste."'

J127s
in the olosing months of 1796 peace negotiations with Trance failed and

1 Pitt Papers, v0l.115, dd.24.1 0496,
2. Tl‘eﬁ;sy., TVW&‘.‘BG

3« Pitt Papers, wls 115, dd.27:10.96.
4e Coumoms Jnl., v01e52, Pe80
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invasion becsme an inminent possibmty.' Gold reserves at the Bank continued to
decline and the floating debt remnined m serdious problem, Purthermore, the

rapid increase in the supply of bonds over 4756 together with the wneortain
politionl situation depressed their prices se\rerely.a Against this unpromising
political sand finanoial background the Chsnoellor prepared his plens for
borrowing sufficient money to finsnce the additional military expenditure recuired
to meot the threat of s French attack and to show the Dircotory that the British
Government possessed the resourscss and the will to fight baok.

In arder to appease the Bank, Pitt continuved the poliqy of oontaining
unfunded borrowing as far as posaibls, Farlisment voted sufficient monsy for the
repayment of all Exchequer bills issued on tho revenue of 1797, but he also
made arrangements to repay all bills issued on the Surplus of ths Comsolidated
Fund for 4795=963 a revenue which failed to mai:a:.-.i.ta.'l.:laa.3 Az Pitt told the
Kouse, "I cannot beliove the Committee would have chosen to have those sums
charged liks a mortgege on the Consolidated Fund, 1 have provided for its
rel:lef."l" In other words, the Chancellor did not intend to allow bd3lls to float
on the Seourity of the Consolidsnted Fund year after year until it produced a
surplus sufflalent to pey for thelr redemption, Parlisment agreed to repoy
£14250,000 Exchequer bills issued on the sesurity of receipts from the Lend and
¥alt texes which had also not been realised in past years. Pitt considered it
expedient not to issue too many Exchequer bills on the security of tax revenue
for 1758 end in Movember he told Parliament he intended to raise only £53 millioms,
but in April (even after the Suspension of Specie Payments) he reduoed the issue
to 83%4'911.11@!:.5 He did not ask Parlisment for a Wote of Credit for 1737. '

Apart from the limiting plenned seale of bills the Chanocellor also
dotermined to ourb the amount and reduoe the oost of unpredictebls horrowing by
the pilitary departoents. He told Parliament of his intemtion to meke military
estimates more acourate and "at the same times to olaim a large though discreet
indulgence for unfareseen mui'.i.nsanui.eau."6 Fer copits allowances for soldiers
wore increased from 8;d to 104 a dey and the Paymaster General was told to submit
an Hrnusl estimate to Parliament to cover expenditure which "might"™ be incurred
by the Army over the fimancial yoar, instead of asking Parliament a year later

4. Funt, Politioal History, pp.583-87.

2, See Tables 19 and 22.

S Par:lg.lﬂst.. vol,. 32, 901258 and see 7able 15.

4, Senator, vol.18, ppsi211+i2.

5, Senator, vol.,16, p=232, vole1E, ps1213 end Perly.kist,, vol.32, p.1258.
6« Senator, vol.18, pp.1205=1210 and Parly.Bist., vol.32, p.1263.



124

to approve extraordinary expenditure inourred in the previcus year.' is a result
of this simpls administrative reform the Army inourred mo further unforeseen
expenditure until 1801 end seles of Army debentures wore considersbly reducsd.®
Presumsbly this comstituted the Chancellor's promised soldtion to the Treasury
bill problem, becouse with additionel funds at his disposal the Paymoster—
General could now assume respomsibility for antieipating and meeting expenditure
overseas by the Army end the Bank of Englamd vould not be troubled by sudden
accessions of bills,

By 1796 the Board of Grdnanos had evolved its own method of predicting
expenditure in wartime, With the encouregement of the Treasury the Loard began
to ask Parlisment for mare money than it could foresee an immediste noed for, and
its Treasurer had no hesitation cbout switohing monsy betwesn Votss of Supply.j

Pitt's proposed new Kavy bill proved acoceptsble to the contraotors
and the liavy Board becsme responsible for repaying its debts with a marketsble
asset bsarang 5, intersat and redeemsble after Y0 dqya."’ This reforr reritied
praise from the Seleot Committee of 1805 because at no time during the remainder
of the war did the cost of borrowing on Navy bills reach the level of 1796.5 But
the whole problsm of naval debt did not disappear with the design of a mow bill,
in order to redeem bills after %0 days the Treasurer of the Navy required the
correat amouht of cash at his dispossl., Surprisingly, the liavy Board made no
imediate effort to reform its procedure for drewing of estimates. Instead Pitt
edded £2% million to the Navel estimates for unforessen oontingenoies ond at the
end of December 41796 he opensd negotiations for yet another funding operstion.
Again the terms offered proved unacceptable to the merkst and the Chanoellor
ammounced in April that over £1 million bills would be paid off from the Supplies
for 1797.7 But when Pitt inourred strong oritiolsm from Fox and Tierney for
continued unaocuraciss in the Mavel estimates he reacted by raising the ver capita
allowence for sea servive from £i to £7, the firat change sinoe Villlam and Yary,
but ha warnsd Farlissent that "aven in their present shape the estinetes are not
to be considered as so scourate as to exclude the possibility of any emss."e

i1s War 0ffice P per, T0/33/513 1Y Cttee. on Pinance, 1757, pre«350-351 ond Cttee, on
Pinenos, 1798, PPe151=1524
See Table 17.

3. 21 Cttee, on Finanoe, 1797, pPp.425~428,
be TreAHYs» TI/??ﬁ/hGBG: 37 G-J.o-ZG and Pax']y.Debs.. vol,5, pp.65-65.
5. Cttees.on 11 Navel teport, 1805, Appdx.42 and Parly.Debse., v0le5; DDPebls 71136

and 161
6. Sanator: Wl-‘la’ PPt 208"09 and Pitt P&pﬂﬂ. voloiajﬂ - men.ddl25.12g96.

7o Senator, vols18, p.1212.
8, Parly.Histe, v0ls33, pDe’ 938 and 10563 24 Cittesson Finance,1798, Appdx.E}

32 Cttee,on Finanoe, 1795, Appdx. 3(2) and hose, "Brief Examinution®,1806,p.59.
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The Treasury's management of the unfunded debt attraotsd oriticism
outside Parliament in 1797 from villiem }orgon, sotusry of the Bquity lansurance
Coupany, who condemmed the whole system of giving military departments discretionary
pover because "debts arising in these enormous extresordinaries after having been
increased without use or economy seem to have been diaoharged without any regard for
the publie 1nterest."1 Eorgan advocated oloszer Parliamentary contrel over
militery expenditure end bis assertions about vasteful expenditure wers later
substantiated by the Commissionmers of kilitary Enquiry, Usr is not, however, an
appropriats time for administrative reform. However, some waste might heve besn
better avoided by compelling military departments to submit detailed aooocunts of
how their extraordinary expenditure was in faot :I.mmx":'ad..2 Yor is it by any weans
certain that the kind of reforms mads in military estimates during the wer reelly
saved a great deal of public money, 3y encouraging the services to reise their
estimates, the Treasury gainsd more control over the whole area of public
borrowing, Lut at the cost of more profligate expendiure by the Army and Ilavy.j

¥organ's seoond oriticism that funding operations were an expensive way
of raising funds and that the Treasury would be better advised to borrow directly
through loans is not valid.."’ It 1s simply not possibls to geuge how far inoreases
to the loans in order te redeem ocutstanding bills would have depressed the price
of bonds. Moreover, part of the higher interest rates paid om funding opsrations
ocourred beosuse the Treasury persuvaded the market to accept stooks of high
denonination whioh ailowed the Covermment opportunitiss for conversion after the
nar, Finelly, as Vanpittart poimted out Pitt's funding operatioms prevented the
accuzulation of floating debt in a totally erratic manner and oreated possibilities
for more rational managsment of the debt in the public intereat.s

In oxder to finanoce the rapid rise in expenditure required for 4797
end at the same time finding himself under pressure from the Bank to limit shoxrt
ter: borrowing, Fitt had no alternative but to dspend heavily on funded borrowing.
FBe knew, however, that the maritet had absorbed nearly £42 millions of bonds in
loans and funding operations over the past year, that the Benk could not satisfy
fdemends for credit and with ern uncertain politieel situstion the market's
preference for ldquidity was hi.sh.s Determined to find some new and cheaper way

1« Yorgan, 'An Appeal®, 1797, pps 19 end 25-26,

2. Vakefield, 'Observations?, 1797, pps 10 and 15,

3. Reports of the Commissioners of Yilitary Inquiry, 1806=-1812.
Is ¥Organ, 'An Appeal?, 1797, Pe21s

5 Vanaittart. A.nInquiry, 1796’ Pae

6. Newmerch, ‘On the Loans Raised by Pitt', p.i18,
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of relsing nopey he contacted Sir Jolm Sinclair as early as the end of teptember
ghout the practicality of a voluntary contribution, Apparently the response
wag not favourable beosuse later Fitt publicised proposals for a "forced loan”
vhersby "all persons possessed of a given inoome should de required to lend e
given portion of 5.t."2 But by December en open snd voluntary purchase of bonds
on terms fixed by the Chancellor cams to be possible. Pitt fixed the sum to be
raised at £18 pillion and offered investors £112; in a 5 atook for snch 2400
subsoribeds The contract also apscified that within two years of peace invaators
could opt either for repayment of their scepital at par or for comversicn into
£133 of oonsola.5 Thus the Loyelty Loan contreot can he distinguished from all
other contracts negotlated during the war as being sn open subseription by
including only bonds of a high denomination and above all by being redeemable at
the end of ths war, In effect it was a short term loan. '

- Furthermore, the Government mads great efforts to attract subscribers by
averting to the danger of invasion and by appeasls to patriotism. Sir Jolm Sinelalr,
Thomas Coutts and the Lord ¥ayor of London all became active propagandists for the
loan, A good example was expected from pmen of high rank and FPitt added 2 hint of
posaible diseriminatory taxation against those who were not saneroas."‘ To the
relief and delight of sn anxiocus Government the publio subsoribed £18 million in a
natter of five deys. As George Rose put it, "money podred into the coffers by all
ranks and sonditions in the country vying with esch other."5 Rose is, however,
exaggerating, Among the 3,600 subsoribers are to be found many small donations,
but the bulk of the loan wss taken by the same groups who normally mannged new
bond issues, plue a number of aristocrats and prominent politiclsns. Patriotism
and fear certainly played a part, but the profit motive appears to have remeined
a dominant influence in encouraging people to bduy loyalty bonds,

The Treasury borrowed maney reised at 5.8/, a rate of interest higher
than any paid for previcus loams, In the circumstances, the ocost of the loan mey
well have been reduced by open subsaription, and the Treasury also succseded in
selling 5% stock, which contractors had oonsistently refused to take. Furthermore,
the British Government showed the Directory that it could find extraordinary

Ts Dit% Popers,; VOl.1/D; 08e20e5+596e
2. Yorning Chronicle, 24 and 28,41.96; Pitt Papers, vol.128 = Coutts 43.28,11.96

and Sinﬂlﬁ-ir’ History of the Fublie Revanue, 1802. WLz. p.202-

3. Fairman, An Acoount of the Publio Funds, 1816,pps17-18 and Grellier, Terms of
the Loans, 1812g ‘p.62.

Le Times 2 and 6.12.96; ¥orgen, Comparative View,iH801,p.35; Sinclair, Histery of the
Public Revenue, 1802,v0l.2, pp.204-205 end Pitt Papers, vol.126 = Coutts d.d,
2.12,96, Amomg Lord Auckland'a friends it wes cogmon to subsoride 20)’ of annual
inoome -~ Auckland Correspondences vole3, p.386.

5 Ibid, p.}ﬂ; Dropmore PWS.WlQElpozaza
fi. 1dat of Svhaardhars to tha Lovaltv Loan 1797 in Cormons Jnl.v0le51sDbe 336337
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resources in order to carry on the war,’

Subserdbers weie not nearly so well pleased vith thedr bergein, Yonotary
poligy rezmined stringent, The threat of a Trench invasion did not pass awsy and at
the end of 2pril the "avy mutinded, Scrip on the Loyalty Loan had fallen io s
liscount alaost irmediately and by the end of Decerber the disscount resched S5 e In

Ferch 1737, with another loan in the offing serip remained alrost worthlsss and
the Treasury becams concerned with default on the payment of instalmants.z
Subseribers accused Pitt of & breach of faith and claimed thay purchased sorip an
the wnderstanding that no Purther loans were to be raised within a year.j
fppealing to the established precedant they demandsd preferencs in the allocation
of any additional bonds issued while the Loyalty Loan remained undsr payment.l"
ittt listened syspathetically but could not see how he could, in proctice, link
the Loyalty Loen with the following loam of April 1797, Instead he proposed to
compensate subscriders by allowing them on anmuity of 7/= a year for each £100
contributel,” Wben Parliament dobated his proposdl at the end of ey, dscount
on the Loyalty TLoan had reached 127, but Parlismentary opposition to the
Chencellor's idsa appeared strong enough to persuade Pitt not to proeeed with
compensation, Fost of the oprosition seemed worrded mith the precodesnt it might
oreate, except Sheridan, who wittily remarked of the subseribers, "If they were
lef't to bear the shole of this loss they would be entitled to the charscter of
patriots, but his measure tock awsy all the grace of their publioc ardour."s

Although the Treasury had surmounted the diffioult preblem of raising
money in Degember 1796 by means of an open subsoription in & bonds, there is no
reason to suppose that the Loyalty Ioan created a precedsnt which might have been
exploited to public sdventage for the reat of the war, To begin with the loan
had attraoted investors by the guersntee of a capital gain of 8 when the war
ended, ¥oresover, appeals to patriotism and fear were almost certain to be
offective in the ciroumstances of Lecember 1796, and at no time after that wes :
the politicel situntion quite 50 grave, Through threats and persuesion Pitt
uonaged to secure the cooperation of the oapital market for an open subscription.
After this unfcrtunate experience it is unlikely that Chaneellors oould agein

1+ See Crenville's lstier to Kelmesbury ~ Dropmore Papers, vole13, p.282.

2 Pitt Papers, vol,108 - Uansfield dd.30.1.97 end vol.276, Liast of Defsulters cn
the Loyalty Loan,

5« Herries, Sketeh of Finanolal affairs, 1757, ppeS=9.

4s Fitt Pepers, volii06 = Anderson, dde20s4e%7 and vol,102 - Fitt to Prescott,

dd, 7el4976 _
Da Sinnlair, History of the Fublie Revenue, 1802, v0le2y pe207 and Bank Einutoq.

e5e97.
€. HO;W Hegsy ¥oy 1757 pPeily; Parly.Hist,, 7&;35! PPe 783=750 and Sinclair,

History of the Revenue, 1802, vol,2, p.208,
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depend on the support of the City for this type of loan. Contractors usually
domamded some omtrol ~ver the supply of bonds but by inoressing the mumbers of
persons selling scrip an open subseripiion reduced the profit margins of the
lerger Tinencliers upon shose continued support the Ureasury Jepended. Koreover,
the raplc f2ll in the price of the ommium on the loyalty Losn served io reinforce
the antipathy to stocke of kigh dsnomination and after 1797 contraotors insisted
pore strongly on comsols, In reirospeot the Loyalty Loan can be seen as &
guccessfil experiment for obtaining funds et a perticularly difficult moment of
the war but there is no reason to suppose that its partioulsr snixrangsments oould
hove beer repeated later in the wer,

The Goevernment still needed to borrow a further £143 rillion in order
to finence the heevy adition to military expenditure projected for 1797. Pitt
toyed with the idee of raising snother losn at the end of Jamuary, but the discount
on the sorip of the loyalty loan wes then very high, At the scpe tims the Bemk
saverely resvtricted loans to the private sector and with the danger of invasion
jrminent, the preference of the capitel market for liquidity naturslly remained
high.1 2% mid Pebruary Samual Thornton told the Chancellor to raise his Joan
before 17 rarch, when an instalpent on the Loyaliy Loen was due, but two months later
Pitt was 34411 awaitdng a favourable opportunity to nsgotiate with the capital
m&rket.z Mesnwhile specie payments had been suspended by the Dank, but as the
duration of suspension remained uncertain, contraotors wore uncbls o obtain
essuronces of sdvances from the Directors. At the beginning of 2pril, Iitt
roeaived 2 letter advising him to delsy negotiations for & week baocuse the
"City hud teken pains by enormous seles to depreass the t‘n.:mia.""‘i lle veited until
the end of the momth. By then Governrent demands werse urgent and the Treasury
oould not borrow’ short term from the Bank, ostensibly praparing itself foxr an
early resumption of cash psyments, Although the date fixed by the Chancslior for
negotiations tock full adveniage of the April dividend payvent, it unforiunately
coinoided with the Neval mutiny, Further delay was, hovever, impracticeble and in
any cass would not have been profitsble to the public because 2 loen for Alustria
wes floated in May, tnd bond prices Pailed to rise again wntil July." Although

4. Pitt Papers, vol.108, lemo dde30e1e57s
2. Ibid, vOl.18%, de1842.973 v0le115 = Boyd dds15e4e97; Bank Ninutes, 174097 and

Daores~ Adems Papers, vol.8, memo of Pitt's 34,20 4o 97
3, Pitt Papers, vol.126 = Crawford dd,Celied7e
4o Commone Jnl., v01a52; ppeSt and 587 and Times, 27.4+97 and 1e5e57.
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the rate of interest on this loan was the hiphsst of the war, ths Chancellor
appears to have done everything in his power to negotiste the loen in & wgy and at
s time which would be edvantegeous to the public.’ Put the uncertainties
oonnaoted with monetary policy and low ebb of British military fortunes together
with the heavy losses made by many firms in the bond morket in 1796, all served to
depress bond prices saversly.

Part of the high interest charged on this loan ¢an alsc be attributed to
the absence of competition, although the Govermment comnot be held xesp~i: _ble
for the inok of tenders, At Boyi's muggestion the terms of the April loan were
linked to enother lesm for the Emperor of Austria, with its interest again
gueranieed by the Gowamnt.a Gsorge Rose consideyed Boyd's House should have
some preference for this losn, presumsbly becsuse Boyd had shown himself adept
at remltiing funds to Austria on the previous occoasion, but Pitt still attempted
to stimulate mtition.s Linked to an Auatrian loan of uncertein smount,
nagotiated during s finenclal erisis, not surprisingly the Chancellor nmeneged to
elicit only one bid for the loan, from Boyd and Co,, dut he did suvcceed in
persuading the contraotors to accept part of thes omnium in the form of 45 bonds,

8till Pitt was cbviously mo dieturbed at paying 6% for money,
partioulerly as the Treasury hed again saddled the Austrian Governmment with part
of the cost, that even after the oomtract had bsen conoludad he tried to persuade
the contraotors to allow the Governmant better terms, iWith coniwm on the lioan
declining rapidly in price during the summer of 1797 they naturally reﬁmed.5

1797 Baw the termination for the rest of the war of credit restraint
engineared by the Bank of Englend, ¥ith the Suspension of Specle Payments at the
and of Februery ths Chancellor's long months of trouble with the Bank endad and
thereafter the Government ocould rely on the full cooperation of the Directors
for its finmelal poliodes, Only o desperate and unprecedentsd situation pushed
ths Govermnment into relieving the Bank of its ohligation to redeer itz notes in
specis, In ths first instanoce Suspension represented not a deliberate sct of
poliey designed to atd the finsnce of war bui, as the following account shows,
osmo na an expedient adopted to prevent the collapse of the British monetery system.

e

1« Vakefleld, 'Ohmrqrationa 1797, Ps67 and see Table 18.

2o Fitt lapers, vel,145 = Boyd, dde€e2.37 and 214437 and Times, 214497

3. Pitt Papers, vol.115; 034164555 und 1544 37; Pose Papers, vol.42772 dd.
and Bank )} inu‘lj.aa, 1 76ke570

Lo I?nkeﬁeld, 'Obaemtionﬂ'. 1v?’ 9.27 and Commnons Jn]-l’ Wllszl 93512.

5¢ Pitt Popers, vol,115 = Boyd, ddsTe5.97.
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During Januaxy end February 1797 gold reserves at the Bank declined rapidly,
fome gold woved sbroad as subsiddes tc the Germen states and some paseed through
the honds of speculstors on its w3y o Dauburg where the restc of exchange on
london remained above par.1 At the saze time the Government remiiied a loan of
£300,000 to Imlrmd.z 3ut & drain of gold inland oscasioned by a widespread fear
of Trench invasion was, however, the principal cause of tho sudden decreuse in
the Eonk's reserve, Alarms of invasion began to disturb the country from (otober
of 176 and they grew stronger whan British pesce overtures were rejected by the
Sireifory in December. By the end of the yeer ithexre had been a atterpted FPrench
invasion of Irelend vhich nearly succeeded und anxiety throughout the country
became acute in the early weelks of 1797.5 Liguldity preference smong the population
inarveeed wnd with it the demands by provineisl bunkers on iondon for gold." At
the bBenk of Zngland gold reserves fall by £622,000 in 7 maka.s

Pitt told Farliement in his budget speech of l.ovember, 4746 that
Exchequer bills of 90 dsyn maturity bearing interest of 5. would be issued to
anticlpute instalments on the loens. In all the Sxohequer oirculated £7 million,
helf of them in the firgt quarter of 1797 bafore the Supply bills for the previous
Yyear had been mdeenmd.s At the same time subscxibers on the Loyalty Loan
borrowed from banks o pay instelments on the loan and with the gensral shortsge of
credit it becere impossible to sell Ixchequer bills ai par{ewen of short maturity
end paying 50)s vhen Samial Thornton wrote to the Chancellor sbout the considersbls
shortage of the cash in ihe City they had fallen to a discount of 25,‘..7

On the 13t of Pedruary the Governor demanded immediate repsyment of all
Tressury bills. Pitt apologised but maintained hs could not comply bocsuse of the
wgent demands of public sexvios. He added thet additional Treasury bills hed just
oome in from St, Domingo and that he required specie to send 40 Irslsnd.,” In a
further interview the following week Pitt was told that the Irish 1van would ruim
the Bark, but the Chancellor insiuzied that it was essentiel, and the ixish
Govornment nesded the momey straight away. 4t this point the lirectors cdamantly

1« fec Tableg 22 and Cttee. on Suspension, 1797, pp. 5-6, 13, 19 and 20.

2. Cttes, on Suspension, 1797, PPe 19 and 30,

3e Ficton, Memorials of Liverpool, p.279 and Huntp Politieal History, pp.383=387.
4o Lords Cttee. on Suspension, 1797, ppe236=240,

5 Clapham, Tha Bank, vole.t, Ptz.ﬁc

Ge - Treasye T.SQ/ZO.

Te Pitt Fapars, vols1 83, Ade18e2:57e

8. 3Bank tinutes, 1, 2 and 10,2.97.



133

inpistsd that if the lean took place some £7 millicn of advences from the Bamk

to the GCovernment must be repaid immedistely, Pitt, surprisingly acceded to this
demand scd promised to raise a losn for the purposs.’ Yet it is diffioult to take
his promise seriously since, as Boyd told him, the cost of reising anothexr loan n
the London capita) market in Pebruary would hsve been prohiditive.® On the 15th
of February Pitt promised to dslay the dsspatoh of specis to m’b]in.’

On the 18th of Pebruary a Covernment order to drive agrioultursl stock
swey from the cossts produeed a penic amomg farmers in Northumberlsnd, who
rapidly sold out their atocks and demanded gold from the Newcastle Banks, Two
days later the Newoastle bankers umabls to obtain gold stopped paymant."’ On the
248t the Bank asked Pltt to alleviaste fears of hvaaim.s Two days later the
Banking firm of Harlsy and Cameron failed to obisin aid from the hank bocause
£50,000 in gold had alresdy been withdrawn from the Bank's reserve that days 0n
the 2hth when a further £430,000 wag withdrewn Pitt infornelly promised tofg!.ve
Govarnmment ssourity to Bank notes if it became neoeaaary.s The Pollowing morming
over & thousand Prench troops wore landed &t Fiaha.mrﬂ.7 “hat had been invasion
anxiety developed into widespresd fesr, Demands for specie multiplied and the
drain of specie reasrve teoams inordinately raa.p:l.ﬂ.8 The Bank refused to mset any
zore Government recuests for a&vanoea-9 Un Sundsy 26th February the Governmant by
an Order in Council, relieved the Bank of Englemd of its obligation 0 meed its
Mabilities in golde'”

In previous wars support for Government policies never conf'lioted with
shot the Directors comoeived to be a proper concern for the security of the Bank,
Their functions os Directors of a privede ocorporation sud as arbiters of public
credit had coinclded to the conveniencs of the Governuent and the profit of the
sherefiolders, This coincidence was, however, nothing more than Fortultous, in that
for a1l wars im the 18th century the specie reserve, although it certainly declined,
alweys mainteined & ratio to outstanding liebilities comsistent with the safety of

the Bank,'

1e Bank Xinutea, 10e2¢97e

2, Pitt Papers, vole115; dde2642:97.

3+ Bank Minutes, 15¢2.97,

ke Ctbtec. on Suspension, 1797, Dps180-1E8 and Phillips, Banks in NLorthumberland,pe 63,
5« Barnk Fimutes, 2102.97.

6e Glapham, The Bank, vol.i, Pel2Tie

7« Hunt, Political History, Pe387.
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9« Bank ¥Mimutes, 2242097 _
10, The taxt of the Order is printed in icfherson, Aunals, 13505, PPe4LI=i41 O, Sinclalr

wrote to Pitt in Februasry mid suggested he suapendsd end then reintrodiuced specis
payments = Pitt Papers, vol.175, dd. Februery 1757.
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buring the Revolutionary War Government demands for both credit and
ullion were heavierbggan they had ever besn before. FPitt had attempted to oontain
unfunded borrowing,/ 1t inevitebly inoreased in wartime, Morecver, the presence of
British troops in Europe required the despatch of bullion overseas. Given the
pressure of demands on the Bank for aredit, from both the private snd public
sectors, it seems doubtful if the Directors could possidly have preserved anything
like a safe level of specie in reserve, For example, to maintain the modest retio
of 205 in 1796 would have required a vigorous contraction of 1isbilities involving
s complete cessation of discounting for businessmen as well as outs in loans to
the Government, The cmnssquences of such measures for the war effort and the
level of private activity upon which it dspended ave not diffioult to imagine,

The Suspension of specis payments appeared as the only possible alternative,

The official enquiries in the Spring of 1797 into the causes of the
Suspension of Cash Payment, together with the experisnce of the preceding twenty
months revealed clearly how finance for the war effort dependsd on the Bank and how
the Benk's fallure to cooperste over the paat twenty months sevarely hampered the
initiative of the Chancellor, To dagin with, the possibility that the Directoers
might withhold oredit entively had been present throughout the last two yoars,
Samual Boeanquet agreed with the Common's Commities that it was "alwgys in the
power of the Directors to restriot the amount of their ndveanoces to the Govermment
and to enforce the reduction of their advances,"’

Horeover it became obviocus to all concernmed from evidencs submitted to
Parliementary Committees that the overall ocost of Government borrowing despendsd
to a consideradls extent upon the willingness of the Bank to increass its note
supply, either in the form of the discounts to the private sector or by holding
Government bills. Long and short term rates of interest reached thair highest
wortime levels during 1796 and 1797 when the Bank effectively reduced the
14quidity of the London capital market.® Lord Auckland and Valter Boyd had
explained those points to Pitt even before the Suspension and Boyd told the Commons
Comnittes that it did not matter if Benk notes were reduced to the Govermment or
private merchants, the effect an the price of Government bills would be the ssme.’

Sevoral examples of more direct effeots of the Bank's policy of
restricting oredit were well known to Pitt, In 1795 he had been oompeiled to ask
the contrecter to antieipate instalments on the loan becsuse the Bank refused %o

1a Cttee, on Suspension, 1797, Pe«73e

2 Ibid. Peb3 and Thﬂmtﬂlh P@Bl‘ Credit, P929°.

J¢ Commons czlmr. on Suspension, 1797, Pe37eand Auckland Pepers, vol. 34454,
dd. 2.7.96.
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grant credit. The following sutimn the Bank declined to advence momey to
contrastors for inatalments of the lomn outstanding, To prevent a possible
dislooation in the monsy market Pitt had secretly loaned Boyd £40,000 of Govermment
monsys To placats the hostllity of the Bank io overseas remittamoces he had
reduced the first Austrian losn from a proposed £6 miliion to £4,600,000. A further
propossl to lend money to the Empercr had been sbendoned entirely because of the
state of the Benk's specie reserve and sirong opposition from the Direotors. Pitt
gave no consideration at all to Boyd's request to float a loan for Portugal and he
delayed exporting speois urgsntly required by the Irish Governmment in February
1797 because gold was then rapidly flowing out of the Bank, Although it is more
diffioult %o trace the direet influence of the Bank on Pitt's policiss for the
manzgement of the national debt, the facts are that the Chenoellor had been
careful to restrsin inocreases in the amount of Exchequer bills gold to the market.
¥ilitary bills outstanding had risen but the Chancellor hed 1little comtrol over
their rate of flow on to the market. It was prcbably ne acoident that he reformed
the Revy bill in December, 1796 in oxrder to make it a more acceptebls asget to

ths market, or that protests from the Bank about Treaswry bills eventually
succeeded in inducing the Government to improve the Army estimates. Horeover,

the several funding operations comdusted by the Treasury in 179596 were urged on
the Chanoellor by the Bank in order to elleviats the pressure of Government
depand an the mongy market, The Government wes certainly not without interest in
the flow of eradit to the private sector but, in the context of debt management,
the advantage of containing the emount of unfunded dedbt depended upon 1ts effect
on the overell intersst charge, If the Bank had been able to hold more Government
paper or alternatively to discount more private bills, unfundsd borrowing could
have been accomplished chesply and with more fagility, Funding military bilis and
oontaining the amount of Exchequer bills ocutatanding inoreased the supply and
lowered the price of bonds., If more initiative had rested with the Chmmoellor, as
it did for the reat of the war, he might have found it more advantageous to carry
8 largsr floating debt and to have made more use of short term borrowing, At
lsast after Suspension the Treamury oould time funding operations to sooord with

its omn aims and not to appease the Bank,
Horeover, the Covernment wers senaitive sbout the effects the Bank's

monstary policy had on the private seotor, Piti was enxious that the supply of
oredit to businsssmen should not be reatrioted to the point which dspressed the
lsvel of private astivity, upan which most tax revenue reated, Disapprobation for
the oredit shortage had fallen on the Benk while the Chancellor listened
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syspathetically to the complaints of merchants against discount rationing, But at
both public enquiriss into the oauses of Suspension the Direotors made it olear
they had been unable to meet mercantils demands because the Bank had been
gompelled to hold oongidersbls quantities of Govemnment bills,' From thet point
on the Chencellor knew that his fineancial polioies, not to say the war itself,
plght inour the positive hostility of the London mercantile community, Pitt also
realized thet if the Directors contracted credit to reverse a sudden and yspid
outflos of gold they might occasion a more wideapread and serious camercial
orieis than the country had wiitnessed in 1793 and which oould dislocate the whole
war affort,

Pinglly it must have been humiliating for the Prime ¥inister to have
his poliocies oriticised by the Directors of a private corporation, and emhexrrassing
“to have to resart to apologiss, administrative expedients and promises ho oould
not keep in ordsr to obtain the finance neoessaxry to carry om the war, He
adnitted to the Commons Commitiee that he had promised the Bank to reduce its
holding of Tressury bills but "No msasures wers teken for that purpose, the state
of public demand from time to time not sduwitting it."

Pitt conaidered the Suspension of Spscis Pgyment oomstituted an eot of
Government poligy which arose primarily from the exigencies of wartime finance.
When asked by the Commons Committes, "Was it from an apprehension that there might
not remaiu in the Bank a suffioient balance of oash to answer public exigsncies
end not from the spprehension that they might be unable to smswer demands on their
outstanding notes that you as Chsnoellor made the representation of 26 February?®
be replisd, "I was certeinly influenced by both consideraticns but the first was
a dangsr which might be inourred the soonest and therefore oonsidered by me as the
most irmediately pressing in point of time, the second oonsideration, however,
confirmed me in my opinion of the gemersl mvoesslity of the moaauro."z To the
Lords Committee the Chamocallor replied, ™I wish to have it understood that my viaw
of the nsgessity of the measure did not rest merely on tha neocessity of reserving
Cash then in the Benk in crder that it might be appliosble in case of exigency to
Publie 33:1100. Dut also on the comvietion that the comtinuemoce of ths sesms drain
even for a short period longer would render ultimate mischief both to the Bank and
t0 the Pyublig mich more difficult to be repaired, at the same time it would edd

1+ 8ee ppe 174170,
2, Cttee. on Suspensiony 1797 Pelle
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greatly to the smbarrassment of the public service in the interval."!

The Suapension had besn ocoasicnsd by the rapid internal drein of gold
in February 1797, Both the Directors and the Covernment intendsd it to be nothing
more than temporary. Pitt questioned by the Commons Coamittes, "what circumstances
existing before the actual removal of the restriction would satiafy your
Judgement that the restriotion might sefely be removed", informed the Committee
that the Govermment required a big inorease in Cash and "A suffisiently certein
prospeot of a considersble diminution in the Cash domands,” Although pressed to
do 5o by the Committes the Chanocellor refused to commit himself to & specific date
for resuning specie payments beceuse he d4id not know what “the preassing object of
public service” might requive,?

During the early weeks of suspended specie payments the Government
naturally remained spprehensive sbout the possibility of widespread refusals to
socept inconvertible Bank notas.’ In faot the countxy passed through the transitiom
to an inconvertible peper ourrenty with minimal difficulty. On the day after
Suspension, lLondon merchents met at the Mansion House to comsider steps which it
mhmmrhpmt@mmthmnomditﬁmthaeffeﬂorm
111 foundsd or exsggerated alarms™ and passed the following resolution, "resalved
uwnanimously, that we the undsruigned being highly sensible how necessery the
presexvation of publie oredit is at any tims, do most readily heredy declare that
w will not refuse to receive Bank notes in payment of eny sum of money to be paid
to us; and ws will use our wimost endeavours to meka all our psyments in the same
mannex,” Similsr resolutions were passed et Birmingham, Bristol, Edinburgh,
Henchester and other parts of the omhy."’

Government fears about the omsequences of suspending specie peyments

soon passed as the country settled down to trensasting its business in paper
supported ultimstely by Bank notes. Moreovar, as the inwvesiom scare died away end
the Bank's gold reserves moved upward, the Direotors began to be more gensrous
in discounting t0 tha private sector snd resumsd their traditional fumetion of
supporting the Trou\ry.s On 45 Rarch they "obliged®™ by buying £100,000 of
Ezghequer bills which Goldsmid, the Governmment brokax; was snxicus to u:J.:!...6 Yet
there waz still no question of liberal increasss in the supply of oredit as long as

1. Lords Gttee. on Suspension, 1797, PeZhZs

2, Cties. on Suspension, 1797 DPei13*1le

3. Pellew, Life of Bidmonth, vol.{, P18 ani mss pp, 18Y-190,

4o Ammual Register, 1797s ppe177-207; Davies, Birminghas, p.40; Forbes, Memoirs of a
Benking House, p.82 and Mackensis, Newoastle, p.72.

5« Cttee. on Suspension, 1757, DPe151e

6. Pitt Papers, vol.201.
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resunption yemained s strong poseibility end in Mey the Bank purchased golda’
At negotiations for the loan at the end of April, Pitt told the contraotors that
he intended to anticipate payments by issuing £5 million of Exchaguer bills which
would be paid off at the end of June. FHe ressrved the right to issue a further
£3 million bills st the end of the year, and in May the Exchequer's need for cssh
remained urgent enough for the discount on prompt payments to be reised from 4%
to 5:.'-:.2

At the beginning of June gold reserves at the Bank reached a level sufficiend
for the Directors to sontemplate cash psyments agein, but on ths 12th Piit informed
them of his intention to prolong the Suspension.’ To Parlisment the Prims Minister
stressed the desirability of an eerly resumptiom, bui told the House it was
tprudent” {0 prolong Suspension until next sesaion end & second Bank Resolution
bill glving ssnction to kis views beoass law om 19 Junes® At long last the Treasury
felt able to send gold to Ireland and by July the Bank was buying £100,000
Exchequer bills & week from the market,” At the end of Dotober the Bamk Directors
passed a resolution expressing willingness to resume specie paymsnts but
recognising thet this was a matter of public poliqy. Pitt's responses was to set
up & Comittee to inquire into the expediency of contimuing the Suspensiom. On
47 November, 1797 the Committes informed Parlimment thet although the Bank's gold
reserves wors satisfactory, although the rate of exchangs sesmed partiocularly
favourabls, elthough the Governor and Deputy Govexrnor of the Bank recozmended
resunpiion, it was nevertheless necessary "under the present state of publie
affeirs to contimue the restriotion.”’ 0Ff course the Committes represented the
Government's views and Pitt rose immedistely to bring in a bill prolonging
Suspensian to the end of the war, Opposition speakers were, howsver, not slow
to point ocut that the pressnt measurs was not ons of necessity but cholce. On
this ocoagion 9 months after the Order in Council, the Prims Minister falt
sufficiently oonfident to dilate on the virtues of the Suspended ocash pqymtn.-a
On ths 18th November cash psyments were finally suspended until one mwonth af'ter
pesce.? Thus it came sbout that Britain fought tha most expensive war of the

i« Bank Heport Book, 5-5-97 and 25;50970 Ellison, of the Country Bankers'
Assogiation, wrote to Pitt in April and esked if Suspension would ocontinue -
Pitt Papers, vod.{132,

2, Bank Eeport Book, 20e4.37 and 24597

3. Pitt Papers, v0l.276 =~ dd.4e6,97 and Parly.Hist., v0l.35,pp.828-829 and see
Table 22.

be Ibid, PeB29 and 37 Ge3ecable

5. Bank Mimutes, 13.7.97, 10 and 13.8.97.

6. PFitt Papers, w1.276. d4d427+40,97.

7. Cttee, on Continuance of Suspenaion, 41797, pp.85=86.

B! Pnr].y.lﬂ.lt., vol.33, Ppst 028 and 1030,

9« 38 Go3elele
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18th osntury off gold, Historians cannot reslly oriticise Pitt for failing to
maintain specie payments. He had done his best to limit short term borrowing,

but for the first time sinecs ¥arlborough the country finenoed s largs coale warfare
on the maeinland of Burope. That alone made the maintensnoe of a gold atandard
untenshle,

1736,

Pitt's arrangements for 1758, the first finanoiel year af'ter Suspensiom,
show some tendenay to depart frem his previous polioy of containing the unfunded
debt. Lord Liverpool hed informed the Chancellor that losns could omly be raised
at high rates of interest and suggested he borrowed £4 million from the Bank as a
cheaper way of finaneing oxpmditure." Consol prices showsd mo tendency to rise
above 50 in the latter months of 4797 and Pitt t01d the Bank he wished to avoid
negotiations for a losm until February at laaat.z In M¥arch he borrowed £3 million
from the Bank to finance expenditure while be dslayed the loan,” Initiative for
the timing of loans had clasrly beesn restored to the Treasury after the Suspension
end with bond prioes dapressed Pitt wissly aocepted Liverpool's advice and
borrowed short term from the Bank, Although his planas met with opposition fyonm
George Tiernay, who objectad to "this umnatural comnexion between the Government
and the Benk of Bngland.,"" Negotiations for the losn of £18 millign were eventuslly
opened 4in April and although the market bad recovered sufficiently for competition
to be & reality the Cheanceller aspparently made no attempt to market stocks other
than 37'p snd raised the momey at the relatively high rate of 6e220%”

Otherwise arrangements for debt mensgsmsnt seem gonventional, £7zmillion
Exchegquer bills were issusd to entisipate the revenue for 1799, inoluding a Vote of
Credit of £1 mSllion and the Treamwy proposed to redsem £33% million bills,

The change in poliqy of 1797 towards finsneing s higher proportion of
expenditurs through taxes meant the flow of revenus into the Exclsquer becsme more
irregular. As a result the need to sntioipate reverme lnoreased and in 1798 the
Treasury issued £10F million bills on the security of revemus acoruing during the
rear.s ¥ere bills were issued than the market was willing to hold at the current
rats of interest and the Bank frequently supported the Treasury by buying bills
whenever they fell to 2 disoount in the mht.7
Te LAverpool Pepers,; vOl.3B3ok, dda11+10sd7 &nd PLLt Papers, voled(3sde 1110e07s

2, Bank Rhuteﬂ. 20.11.97 and Pitt P@el‘.’?ﬂl.m - Thomm. ﬂﬂ..23.1 .980
3. Parly.Hist., vola33, p.1040; Senator; vols19, p.173 and Pitt Papers, wol.115 =
B“.Vda dd, . 11 tzoga and 903-980

4e Senator, v0let9) Pe19%e
5o Bank Beport Book, 20.4.98 and Commons Jnle, v0l.53, p.508.

6. See Tables 4 and 15.
7. Bank Minutes, 11.3¢98, 17 and 22.5.98, 25.8.98y 13 end 25.9,98 and 2.10.98,
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Consol prices showed no tendency to rise sbove 55 in the first helf of
1799 and Pitt delsyed floating his main loan hoping, no doubt, for a rise in prices.
To tide the Exohequer over he raised a small loan of £3 million at the beginning
of Decenber and enticipated the mein losn by the issus of the Exchequer bills in
the early months of the new year.> In April Thomton advised him to time megotiations
to coincide with the quarterly dividend payment on the national debt, but the
Chanoellor preferred to hang on until the beginning of June.s Thia gave the
contractors only 5 months in which to pay instalments on a losmn for £15% millions
but the delay ngy well have been expedient hecause bond prices were slightly
bigher in Jume. Moreovsr, splitting the loar into two negotiations probably
stimlated competition by reducing the sise of the loan, This devioe might have
been trisd with sdvantage for other losns during the war years,’ '

Pitt planned to issus £93 nilljon bills on the revemue for 1800, an
inorease of £2 million over the previous ysar. As he explained to Parliament,
"avy bills were now being promptly paid off, thersfore, we can float more Exchequer
bills, This arrangement sppears to me fyom every point of view more economical
and prudent than adding td the lcan."5

In addition to radseming Supply bills of the previous year, the Treasury
arranged to pay of ¢ mearly £24 million Exchequer bills ocirsulated to cover defiocits
in the astimates for 1798, but unfunded debt outstanding on 5 January 1800 reached
a level of £6 mtllion sbowve the year boforo.6 This increase reflects Pitt's
polioy of anticipating more revenve from supplies of future years and also the
Exchaquer's nsed to borrow nonsy on the security of taxes for the current year.
Yot the Governmment had no difficuliy in selling its bills at just sbove 57, elthough
the Bank did support the market by purchasing bills immediately before the dividend
payments of April and Oc'bober.7 From 1799 onwards, one can deteot a chengs in the
previous rather cautious spproach towards unfunded borrowing as the Treasury began
to mortgage more of its future refernus in order to finance current supply, e technicue
carried to unusual lengths during the olosing years of the war,

1

1. There hed been a preliminary meeting sbout a loan in Decomber 1798, Bank
¥inutes, 1+12,98 and ses Tabls 15,

2 Bank heport Booky 1 and tl-o‘l 2,98 and Commons Jnl., vola53, p.508.

3. Pitt Papers, vol.i 83, ddedl eleF9e

4o Benk Report, 4e12,98 and 3.6.99

S5¢ Parly.Hists, vola3ks PeibSte
6. Senator, vol,23, p.1646; Parlys Hist., vola3d, Pei6LS and see Tablas 45 and 16.

7. Bank Bimtas, 2,9,99 end 4 and B.10.99.
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1800,

Thus the olreulation of bills increased rapidly during 4800 and by
Jenuary 1801, the amount of unfunded debt cutstanding had risen by £9 million,
the Treasury's arrangements for menaging floating debt indicate that this increase
resulted from both contingent and plammed short term borrowing. During the yesr
the Treasury had issued nearly £18 million Exohequer bills to antioipats the
revenue of ths current yesr. £5% million bills were alsoc issued on the revemus
of 1801 but only £8} willion of the £14.6 million bills Lasued on the supplies of
4800 were paid off.1

In addition the Chancellor borrowed £3 million from the Bank, repaysble in
1806; one of the few medium term loams negotiated during the war. Thirtesn
years before the expiration of its Charter the Bank opened discussions with the
Treaesury sbout its renewal snd the Govermment obtained an intexeat free loan from
the Directors for 6 years in return for a prowises that the Chartsr would be
renswed in 1812 for a further period of 24 ysars.> 'Merney noting the Benk's
auvbstanticl profits considered the Treasury had not obtained good terms but Pitt
defended the bargain by arguing that borrowing in 1800 when consols stood at &0
instead of 6 years later when they would probably be at par, resulted in a gain of
nearly £2 million to the pub].io.j Bis reply does not mset Tierney's poimnt, If
he had averted to the considsrable profits the Bank had made and would maRke from
the Restxriction of Speoie Paymenta he might well bave achieved betier terms. 4An
interest free losn of £3 million for 6 years was equivalsnt, at the 1800 rate of
intevest, to & gift of sbout £444,000 to the stats.’ Perhsps it is wnfair to
point out that Pitt's forecast of Consols at par in 1806 proved to be incorrect,
and by walting 6 years the Government oould undoubtedly heve extracted more from
the Banks

Bond rates were below bill rates when the Treasury negotiated the loan in
February 1800 end as the price of Consols continued to rise the differential
widened thereafter, If it seemed profitabls to add to unfunded debt the year
before, the reverss seems true in 1800, particularly as prices fell for scms months.
During the eerly part of the year the market did not borrow from the Bank end the

1. The tax estimates for 1799 were alzo deficient by nsarly £2 million - Senator,
vole2hy pp.706=-708 and see Tebles 15 and 16,

2, Pitt Papers, v0le276 - Dank, ddeke4e99; Cttee, on Government Relations with the

Benk, 1807. Pe102; Commons Jnl,, vole,55, p.253 and Clapham, The Bank, v0l.2,

Poebdi~i5e

Pﬂr]yaﬂiﬁto' W1q35| Pp.}. 7 end 100

Caloulated on ths rate of interest peid for the loam of 4800,

By 1806 the large profits made by the Bank from Suspension were obvicus to

tembers of the Govermment = Dropmore Papers, vol.8, Auckland, p.56.

b 3o
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Direotors purchased a high proportion of the Rxchequar bills offered for sals
by the Treasury. In Pebruary, for example, they agreed to0 purohase £ million of
bills whieh the Government broker hed been unsble to sell et per in the market,'
Between Februery esnd August when privets disccunting by the Benk inoreaped
rapidly, its holdings of Exchequer bills declined, and ths Government®’s bills
remained at a premium in the market throughout this period, although in September
the Nank agalin purchased Exchequer bills from the market in order to coumteract
the influence of the guerterly divi.dand-paymnt-z

During the.closing months of 1800 the Treasury resorted to unusuel
methods in order to obtein funds oheaply. When the "Armed Neutrality" blookaded
the Baltio, the priocss for naval stores rose and produced an unexpscied inorease
in naval expenditure and thus in the amount of Ilavy bills outstanding, ilavy bills
had to Ve paild off in 90 days, end although the Tresasurer of the lNavy managed to
renev some bd4lls, he required an immediate issue of cash to redsem the remeinder.
As John Marsh, the Commissioner for Victuslling, cbserved, "It was of the greatest
national consequence that money ahould be forthwith issuved from the Treasury if
it could be done to pay suoh bills then bacopming due s0 as to prevent the
possibility of the present sdventageous system of paying the lavy by (0 day bllls
gatting into dinmdit."3 It was, however, not easy for the Tresasuny to provide
the ready cash, Accumulated funds at the Exchequer had to be availsble to meet
the quarterly dividend payment. Considsrable quantities of Zxehequer bills had
already been circulated and Coldsmid, the Government broker, oonsidered that
further apcsssions could oanly have been forced on the market at 2 considersble
discount, The Treasury, thersfore, condomed the unusual expedient of selling
Nevy bills in oxder to redeem ratured Navy bills, GColdsmid maintained it was
easier to disposé of Navy dills beoause when they were 25 days old end hed omly
€5 deys to run, they became eligible for discount by the Bank, Yoney borrowed
by this mesns, he olaimed, saved Interest to the public."'

1801,

Bills due for repayment included those issued to anticipate the revenus feor
the currenmt ysar together with others cireulated to mske good deficiencies in the

4. Bank Yinutes 20 and 25,2,1800 and see Tables 18, 1Y, 21 and 23.
2, Bank ¥inutes 40.9.1800 and see Tablea 21 and 23,

3« Cttes, on 11 Kaval Report, 1805, ppe 137-13Y and 151,

L, 1Ibid, Pp-138.155'157 and 159 and Bank Binutes, 10.9,18U0,
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estinates for previous years. For example, Pitt's estimate of. the swrplus on

the Consolidated Fund for 1800 wes out by £33 million, primarily beosuse when bad
hervests impellsd the Government to prohibit distilleries and breweries from uping
grain, its tax revemue from alooholic beverages fell sharply. The astimated
yield for the income iax exoeeded aotual recsipts by just over £1 million and the
Chancellor wae also faced with £1.4 million Exohsquer bills issued on ynrealised
revenus from the assessed taxes for 1756 and 1799 and deficiencles in the malt
duty.? In all £454 million bills were scheduled for repayment of vhich £6% million
represented discrepancies in estimates for previous years,

The Treasury opted to keep the amount of unfunded debt comstant et the
high level atiained over the previous year by issuing £15 millipn of Ixohequer
bills on the security of revemus for 1802, instesd of adding to the loan of £28
million for 1801.2 Although the Chamesllor's [olicy passed without comment in
Parliament, the assiduous ¥illism Yorgen wes not slow 40 write another pamphlet
vhich oriticised the way loans of subsequent ysars were anticipated by the
axtraordinary expsnditure of previous years, and thereby socumulsting unfumded
debt, Morgan's remedy conaisted of further improvements to the estimates, &
remedy vhich might well have proved more oostly to the publie than unfunded
borrowing.’ Noreover, lorgmn, agsinst floating debt per se, falled ¢o reclisge
that the anticipation of future revenus was often an expedient and cheaper method
of horrowing money.

Early in the New Year Goldamid comtinuved to sell Navy bills in order to
redeen Navy bills. Again the Governmant®s broker "oouldn't depend on the sale of
Fxohequer bills because of the suspense oontimuing with regard to the Chencellor
of the Exchequer making his 1oan".l" Exchsquer bills were at a discount in the
zarket and Pitt hed esked ths Bank to accept them in anticipation of instalmsnts
on the lom.5 Mevertheless ths Chanoellor certainly adopied the correct strategy
of delaying the loan until two weeks after his Government reopened peace
negotiations with France, Although cogpetition spparently prevailed for the
substantisl loan of £28 miliion and Pitt appesared content with the bargeine he
cbtained, some gollusion had undoubtedly taken place, Two out of ths six
consortiums bidding submitted identical offers,  For loans shove £20 milliom it

1. Parly.Hist., v01s35, Pab73 and Senator, volsts Pe21Be

2, The Government peid 5.574 foxr the losm - Bae Tables 15 and 48.

3, WMorgan, 'Comparative View} 1804, ppa60~62 and Herries, ‘4 Reply's 1802, pJe
Lo Cttese, cn 14 Naval Report, 1805, p.156.

5. Bank Minutes, 11 e24MN o

60 Bank Report Bmk' 16.2001 °
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was diffioult for contractors to form a oohssive unit and by joining forces they
pooled the risks attendant on fluctuations in bimd mrices, If the Treasury had
borrowed mansy in two separate tramsactions it might have reduced ths risgks of
commitment to a very large loan end stimulated pore competition smong oontractors,
While peace negotiations continued Quring the autumn of 180, the Nawy
discovered that its estimetes were deficient largely beceuss naval stores had
again risen sdddenly in price, Vansittart, then Seoretary to the Treasury,
congidered ways of meeting the large emount of Naval debt awaiting repsyment,
To cpen megotiations for e loan during pesce talks with France he knew would have
been disadvantsgeous to the public, He also rredicted that Excheqer bills
would fall to a considersble discount if more had been cffered to the carket.
Thus the Treasury sgain used the expedient of reising oash from the sale of Navy
. bills and Goldsmid sold the bills at §/53d% below ihe current rate on Exchequer
billa.’
But the Treasury remained conesrned shout the lsvel of the floating debt.
The Suspension bill provided for the resumption of speais poyments within six
moenths of the signing of e peace trealy and the Directors told the Chancellor they
wished to reducs the Bank's holdings of public securitiess? Addington made
errangenents to fund nearly £2 rillion Exchequer bills, Negotlations took place
between the Chanrcellor and the representatives of the Stock Exchongs end the
contract provided for the funding of nearly £6 million Exchaquer bills; 40 into
3, stock, 40;° into L. stoek and the remainder into 57 stocks Bill holders were
also given the option of contributing to 2 loan of £3 willion, which conatituted
part of the funding operstiom, For every £200 of Exchequer bills funded they becanme
entitled to buy £100 of identical stocks at the seme price. The Treasury raised
£5 million in this way and used the cash o reduce Government indebtedness to the

Bank,”

1802,

Britain ocnoluded a peace treaty with Frsnoe in April and while ailitary
expenditure was immedintaly reduced the Tressury's arrangements for the managepent
of the dedt hardly reflsctsd s reversion to peace time finsnce, iegotiations for
the loan perfeotly timed just two weeks af'ter the Pesce of imisns wes for the

1s Citee. on 11 Naval Report, 1805, pp.159, 16t and 166~163,

2, Bank Winutes, 31.10.1801,
5« Bank Report Book, 11.11+0t, and Commcns Joley v01e57, PPe33 and 56,
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large sum of £25 million,' Neverthsless the Chancellor received no less then
seven offars for the loan and considersd his bargain as "perfectly satisfactory
and auspicious o the greateat dsgres."> Although he borroved on bonds &t 4, the
Chancellor atill decidsd to oirculata nearly £15 million of bills on the security
of the revenue for 1805 at a rate of interest of 14.55%-3 This Goes not imply
that Addington plemmed to inoresse the floating debt because he arranged at the
same time to repay £17 million of bills, Neverthelsss it is curious that given
the izpending resumption of specie payments end the state of demand for bonds he
made no attempt to fund more bills, Perhaps the Chancellor anticlpatad further
rises of bond prices which would ensble him to redeem unfunded debt.more cheaply
during the following session.

In August the Govermment repaid half the Bank Chartsr loan and unfunded
borrowing begen to revert to iis pre-war pattarn_mith an inoreased proportion of
Government bills held by the Bank while other parts of the cepital markst met
the demands of the private sector.” Nominmsl rates of intsrest on Exchsquer bills
vere reduced to 3d.per day and the bills cirfulated well sbove par. Although it
no longer competed seriously with the private sector for credit, the Government
thought it expedient "in the interests of conmerce” to defer the reintroduction of
specie paymente at the Bank.s

1803,

Finanoial policy for 1803 refleoted the impending outbresk of uer.
Addington introduoed his budget early in December, 1802 and told the House thst
slthough the unfunded debt had been contained in the previous year, arrangements
did not provids for further reductions. He proposed to anticipate £12§ miliien
of the revenue for 4804 and thought ths House might be surprised at the total, but
he justified his policy on the grounds that Exchequer bills could be sold at low
rates of :lnhnnt.s The Chancellor's plane envisaged the redemption of only £6%
miliion of the £15 million bills issued to enticipate the revemue of 1803, and
revealsd that he intended to fund betwsen £6 md £8 million later in the yeer, and
i€ hs failsd to fund on terms favourable to the public, hs promised to negotiate
another loan in order to redeam these bma.7

Sites, on 11 Iaval keport, 1805, Dpe167~16%; Bank Report Booky 5.4e02, and
Gommons Jnls: vele57y pa201.

Zs  Eorly.Hist., v0l.36, Pei47 end Pope, tConsiderations?, 1602, pp.24=~26,

5 See Tubles 15, 18 and 20. .

Bank Finuted, 26,8,02 snd sse Tsble 23.

5 Parly.liote, v01.36, Ppe5U1-547 and 42,Ge3 0¢40.

9s ForlyeNistes v01s36y Fre1117 and 1122,

7o Ibid, Fn1123.
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Addington's arrengements to limit the sice and delsy the loan were
sensible beccuse the bond prices fell rapidly from Pebruary onwards when mustox;s
anticipated the renewal of war, In such ciroumstences to finance the reversion
to war expenditure by cireulating exchsquer bills possessed the dusl adventnage
of nllowing the Treasury to time the loan advantageously snd satisfied the
market's demand for 1iquidity. The Chancellor knew that bond prices would rise or
at least cease to fall once the market had settled down to operate again under
wartime oonditions. When he eventuslly nagotiated with 3 groups of coniractors in
Juns he borrowed et a rate of interest of just over 4%, which was certainly sbove
the terms obtainsble earlier in the year. Addington's obvious satisfaction with
the bargain was not shared by the contraotors who apparently made lossss on both
loans negotiated during the Peace of Amiens.1

In Februery 1803, the Government oontinued the Suspension of Specie _
Payments for the rest of the year. Addington again stressed the needs of commerce
as the pretext, but the imminence of war was undoubtedly a more compeliing
motive for meintaining the status quo with regard to monetery polioy. Pox knew
this and Aucklend made the motive explioit vhen he told the Lords "peace might not
long oontinne."z

Three months later tha country agsin found itself at war end to finance
the reversion to war expenditure the Government had to borrow largs sums of wvonay

quickly. Foreign trede end production were not increasing at the seme rate as
the previous years. In faot private borrowing from the Benk dsclined in 1805.
Bille could only be sold to the momey market at falling prices snd the Covernmment
turned to the Benk for help."' In December, 1803 specie paymsnts were suspendsd
for the rest of the war and Addington's claim that the polioy was ‘unquestionable’
in 2 period of war received genersl assent in the Lower }!me.5 Only members of

the House of Lords questioned 1ts prudnnoe.s

180,
Contractual rates of interest on Exchequer bills were revised upwards by
the Bank and Treasury in the sscond half of 1803 to 3%di. At that prics demand

1, Benk Beport Book, 5.6,03; Parly.list., v0l,36, pp.lk7 and 1122-23 and Fope,
tConsiderations', 1802, pp«24=25.

2. Parly. Hist., vol.36. PPe1148, 1151 and 1153,

3, Ses Toble 22.

4. Bank ¥inutss, 10 and 15.2.05’ 5q6.°5 and #.8.03.

S5¢ bl Ge3 Celo 8nd Parly.Debs,, vole1s Pe1572,

6. Ibid, pp. 708, 713 1673, 1676, 1825, 1836 and 1837 and see pp. 1771 /8.
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was sufficient to prevent their falling to a discount in 1504, even though total
unfunded debt outstanding increased from £27 million in January {180k, to £34 million
& year later, Addington proposed to issue bills to anticipate £42 million from

the Supplies for 1805 and to pay off £12y million Exchequer bills f'rom the Supplies
for the current year. He also redsemed bills circulated to mest deficiencies in

the sstimated revenue from incoms tax.' Although the Chancellor plamned for no
inereases in the unfunded debt during 1804, he had not Pulfilled his propise to fund
between £6 and £8 million bills in 1803 end the high level of unfunded debt
outstanding in April 180k occasioned critioism in Parlisment.? Jolnstons maintained
that the oirculation of a large quantity of bills reduced their value and he

advised the Chanocellor to inorease the loan and redeem floating dabt.j Bond prices
had, however, deolined in 1803 and whils they rose slightly in the apring of 180k,
the Treasury evidently did not consider the apprefiation sufficilent to accept
Johnstone's advice.” When bomd end bill prices were olose it was difficult for

ths Treasury to see the point of funding operations or incresses to the loan.5

1805,
Taxes for 1804 came in 50 slowly and errstioslly that nearly £8 million of
Exohequer bills had been issued to anticipate receipts and eventually tex revenue
fell short of the estimates by about £3 mil:l.:‘u:m..6 The Chanosllor met these
deficiencies from current revenus and at the same time redeemed £12 million of
Exchequer bills, issued to antioipate the Supplies of 4805, Only £103 miilion
bills were issued on the .aeauriiw of revenus for 1806, some £2 million less than
the year before which implied 2 reduction in the floating debt, Bend prices had
risen alightly and were slightly sbove bill rates when the loan of £22% million
was negotliated in Pebruary, 4805, This timing aliowed contractors 14 months to
meet their payments but why negotiations wers not apensd closer in time to the
January distribution of dividends is diffioult to rathom.a For this loan and for
the loan of the previous year the Treasury had been unsble to exoilte competition

1« See Tebles 15, 16, 20 and 21,

2. Parly.Debs., vol, 2, pp.m. 351 and 353,

3. 1bid, pps 1h4&s 179 and 880,

4a See Tebls 19,

5¢ The loan was negotiated in Mey, well aftar the April dividend payment - Bank
Report Book, 25.4.04; Morning Fost, 26.4.04 and 2.5.04 and Cormons Jnl., vol. 59,
PPe 245~50,

6. Bank Report Book, 25,4.04 and Parly. Debs., vol.3, pps.545 and 546,

7. See Table 150

8+ Bank Report Book, 15.2,05 end Cormons Jnl,, vol, 70, ppe58~70.
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in 1804 only two offers were submitted to the Chancellor after consortiums
heeded by Baring and Goldsmid combined to underbid a grouping of London bankars.
Fo rival offers were received for the 1805 loan. Three contractors formed
consortiums but leter decided to cowbine. Goldsmid informed Pitt that by
coalsscing they had been eble to make a better offer.‘ Apparently the Chancellor
was happy to know "what iz fair and frugsl to the country will be safe and
advantageous to the conmotora".z This over sangnine sentiment appears to
heve protected him from eriticism for not doing more to stimulate competition,
But in the l1ight of such largs bond issuss and the unprofitable experience of
contractors with the loens for 1802 and 1803 it is difficult to see what the
government could do to evoke competition &gaimat the inclinations of the

ogpital market,

1806,

Puskisson edvissd the Chanosllor to finence more expenditure for 1806 by
unfunded borrowing because exchaquer bills had *aoquired s high degree of credit”
ond the "money market had a merked prediliction for them.™ Ho doubt Vensittert
tondered the seme advics beceause he had previously told Parliament that "such
was the stats of the market than en issue of £5 million bills would not affect
it,** Huskisson also told the Chencellor thet the Bank could hold nore bills if
hs reduced the losm, becouse their advances to contractors and subscribers
would then be smaller. Cooperation from the Bank would prevent bills falling to
a discount and they ceuld be funded om better teims next year.s Fuskisson's )
suggestions apparently only had slight influence on Pitt's borrowing polioy foxr the
year, Whila the Chancellor circulsted £12 million of bills cn the securiiy of
revenue for 1807, £1% willion more than the year before, and alsc reneved the
Bank Charter losp for the rest of the war, be also sxranged o redeex £16% million
bills, £6 willion of the unfundsd debt paid off consisted of bills issusd on
revenua which had failed to mgmrialiae.s The supply cstimates for 1805 vere

1s Stary 19:2.05.

2¢ Parly. Debs. vols 3y POBIP9.

3. Huskisson Papers, vol. 38759, memo 44, 8.3.06.

be Parly.Debse., “1.6’ 90158-

5. Huskisson Papers; vole 38759, memo dd. 8.3,06,

6o See Tables 15 & 16 end Cormons Jnls., vole63s pe60s
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also out by £1 million because no provision hed been made to pay intereat on
contingant exchsquer bills issued to anticipate supplies of the current yeer.
Apparently the comvention was to provide for such interest from the Supplies of
ths following year, but in 1806 Petty changed this praotice by bringing the
expanse within the yaar.1

Petty's policy appears to have been to maintain floating debt at a
constant level and mot to increase it as Huskisson advised. Since bond rates
wore Just slightly below bill rates all year he may have decided that nothing
oould be gained by antloipating future suppliss or he mgy simply have exercised
caution with respeot to unfunded borrowing. Castlereagh oriticised the timing
of negotiations by observing that "Better terve mizht have been obtained if
Potty hed weited until the Aprsl dividends found their wey into circulation,”
Days for the payment of Instalmenis were, however, chosen to allow contirastors
the beneflit of the repsyment of £700,300 on the Loyalty Lc*am.3 Contractors vere
glap glven more time then usuel after the preliminary announcement of the loan
to form consortiums, Yet only two offers were received and the loan went to
the large group headed by Baring, Goldamid end Robarts. Goldemid told the
Chancellior thet the groups had combined because of the size of the loan."'
Grenville snd Petty sesmed plaassd with terms secured which they ocnsidered

"edvantageous o the ;mbli.ea."5

1807,

Pitt's attitude towards unfunded borrowing was mot shared by the nmen
who gucoceaded him in office, Petty, who monpged finanos for the Hinistry of All
Talsnts, was deternined to cbeck the acoumilation of fumnded debt and he hed _
recourse among other devices t¢ the oirculation of more bills. His plans
provided far the antioipation of £163 million frem revenue asoruing in 4808 but
he also proposed to redeem £12 million dilis issued on suppliss for 1807, The
loan of £14.2 million was about £17 million less than the amounts berrowed in
1805 and 1806 and by reducing the sise of the loan Petly managed to stimulate
ocompetition smang econtractors, and pexsuade them to accept a smail smount of 5%

stock, 7

1a Pariy.Debs., voi.?. pm.
2, Ibiq, P-Gﬂh

3. Times, 26, and 19.3.,06; Horning Chronicle, 29.3.06 and Bank asport Book,25.3.06,

he Tm!. 20.3.06 and Bank HQPQ“ Bm’ 25-3.060
Se Parily.Debs,, v0l,6, P.572 and Yorming Chronliole, 29,3.06,

6! See Table 15.
7. Bank Report Book, 27.2,07 and Cormons Jnl,, vole63, De162e
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Petty deliberately opted to add £33 million to the floating dedt at a
tipe when bond prices were high., Moreover, during the yeer the Treasury hed to
suthorise the issue of £16 mwillion bills to antioipate ourrent revenuve., 1807
saw the opening of Mapolson's blockade on British trade with Rurope which produced
s rise in the rrice of Naval supplies from the Baliic, and parri passu an
immediste increase in cutstanding Naval dobt.' As private oredit wes being
ezployed to finence an increased volume of "anticipatory" imports from the
Continent and America in 1807, the Treasury found ths market more reluctant to
lend short texm to the Govermment and excheguer bills fell to a discount for
popt of the yesr, Thua, the Chancellor hed to ask the Bamk to hold additional
bills in order to meintsin their prices.”

Por the first time since the war commenced, Parliarent displaysd anxisty
gbout the floating debt and at Huskisson's initlative debated the matier.

Yembers seewsd partioularly concerned with that pert of unfunded borrowing which
resulted from inaccurecies in the estimztes or in the delays of revenus en

route for the Exebaquar.j They did not dshate planned berrowing through the
issue of bills. Ferceval explained to the Fouse that the Chancellar actunlly
caloulated deficienciss in the satimates by sdding up the balances on hend and
taking them from the demands outstanding, but as Castlereagh observed, ns a
antter of acoounting it was difficult for the Chancellor to work out a correct
deficit because usually sll the previous year's revenue had not come in by the
time he introduced his budget,' This implied thet Exchequer bills contimued to
float untll proper provision could be made for their repayment at the subsequent
budgat, Castlereagh, Vansittert end Roze, all members with knowlodge of
Government finance, definitely opposed any proposals to contain contingent
unfunded borrowing by sdding still more to the estimates for unforeseen
expenditure.’ Presumsbly they ail resllsed that any saving in the interest bill
would be more then compensated by increases in preflizate expenditure by the
rilitary servicss, Fuskisson’s solution was to make up the revenue accounts for .
a8 period 1dentical to that for expenditure (that is to make the accounting years
terminate in Januery), to pay off as much &s possible of the State's dabis from
balanoes in hand at 5 Janusry and t0 oarry all other debts forward to the asceounts

1« See Tables 15 and 16,

2s Bank Minuha’ 1t oo?l 19.2.07 and 25.6.07-
3. Parlye. Deba., ¥0l.Gy PP 615+616a

ke Ibid, pp. 617 end 620,

be 1Ibid, pp. 621, 627 and 628.
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of the Pollowing yesr.! Mis Pirst suggestion ia obviously sensible, It seems
sbsurd for the Chancellor to work with different periods of asccount for revenuve
and expenditure, but his other ideas would not contain contingent unfunded
borrowing, TO reduce the volume of bille issued to antiaipate supplies of the
current year the Treasury could only attempt to expedite the flow of revemue
into the Zxchequer,

1 have already shown elpevhere that ths most important impediments to the
rapid flow of revene into the Exchequer were to be found in the assessment and
collection of direct taxes and in the retention of idle balanoss of public money
by the central administration for taxes in Edinburgh end Londom, Under the
prescure of wartime needs the Treasury inplemented e series of administrative
reforms designed to speed up the flow of taxes from the countryside and to give
the Chenoesilor sirongsr control over the disposition of publie funds when they
reached the cepital,

Thus throughout the wer years tke Board of Taxes ocontinued with the task
of harzying Divisional ieceivers who were tardy in remitting their belences. B
Parlisment passed bills which limited the time allowed for the retention of
balances and George Abbot introdueed a bill in {1800 which ensbled the Treasury
to charge interest on public monsy retained by RBeceivers after they had ceased
to hold of‘i’ie.e.3 Few tax divisions were orsated which facilitated the Receivers®
work of tax oollection from parishes under their juz-iaﬂicﬁan."' The Treasury
laid down new regulations for the remission of taxes from E‘u.mi::l.e\ml.5

Perhaps the most importsnt administrative reform of the war yesrs comaisted
in strengthening of control over the voluntary organisation for tex oolleotion
in the countiss which hed the effect of spseding taxes on their wey to London,
Central centrol beoeme more effective largely through the medium of divisional
amveyora.s Despite resistence from country gentlemen the mmbers, funotions
end powers of professiongl surveyors ware extendsd during the war yaara.7 Their
status was improved, their salaries raised and the Treasury apparently exercised
more cere in the seleotion of candidates for the Job.a Surveyors' funotions

4« Parly. Deba., vol.7p Pe1122s

2, Exoh, BAB2/1360; Cttee. on Land & Ansessed Texes, 1821, pe157; Inland Reve,
vol. 38k, DPpe52, 53, 68 and 95 and 22/396, 22/397, 22/705 and 22/706.

3 43 Ga3s ©» 4613 45 Geds Ce Tt end Parly.list., vol,35, pp.325-329.

L. Inland Rev., vols.38hs 385 and 22/405 and Treasy. T1/1003/3385.

5. Pitt Papers, Wol.126 end Treasy, TI/1240/3461 and T1/1305/2M7.

6. See PP» 32k, 325, 417 end I 8-4.20,

7. Treasy. TI/1252/6488, T1/802/1206, T93/218 end T22/10.

B, Cttee. on Land & Assassed Taxes, 1821, pe5 and Inland Rev. 22/396, 22/397s 22/

398 snd 22/705~706
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pore extended to ineclude sll new direct texea introduced during war, Their
powers to supervise, eheck and smend looal assessments were graduelly inoressed
viz a viz the General Commissioners, Finally it became an important part of their
duties to accelsrate payments of tawes into the Exchequer. Under the supexrvision
of Surveyors the process of assessment was expedited, end in Scotland they of'ten
took over the proocess of assessment antimly.1 They also promptad parish
oollectors to collect meticulously and to hend over receipts more regulerly to
pivisional Receivers, When Survsyors obtained access to all local information
affecting taxes they could ssnd reperts to the Board of Taxes on the amount of
publioc money which had left the parish and thareby placed the Board in a strong
position to haxry Reoeivarsaz

Six years after the war & Select Committee atill considered the
organisation for the collection of taxes cepable of considersble improvement.
Recsivers, the Committee pointed out, contimed to meke profits from the
investzent of balances of taxes retained in their hands,” fevertheless 1t is
not correct to conolude from this single fact that the Government scoomplished
little during the war yea.rs.l" Through the sgency of its Surveywrs and Travelling
Inspectors the Board of Taxes had in faot dons a great deal to expedite the
fiow of revenus to London, and the figures of public money retainsd in the hands
of divisional receivers reveal that ths balances they beld declined sharply
when expressed as a proportion of totel revenus passing through their hands
between 1793 and 1815.5

Pitt had been informed by the Seleot Committee on Fimence as esrly as
1797 that Central Receivers of Hevenus and the Accountsnts of the Spending
Deperiments in London had persistently retained balances of public money at &
time when the Treasury borrowed short term from the marlmi:.6 Five years later
the Commissioners of Enouiry revealsd how naval money had been inveated for the
private profit of the Treasurer of the Ravy in Government and ¥evcentile hills.7
Yet not until Fawkessbury's minute of 1805 did the Treasury take proper steps to
compel public depariments to retain their cash balances at the Bank of England.

1, Treasy. TI/961/L48.

2, Cttes. on Land & Assessed Taxes, 1421, pa53-154 and 167=168; Bxoh, E/182/1360

3, Cttee. on Land 3 Assessed Taxes, 1621, PPe5=6,

4 Pressvell, Country Banking, pe5Je

5 The figures are in Inlsnd Reve vols. 384 and 385 and Annual Pinsnoe Acgounts
submitted to Parliament.

6 Clapham, The Bank, v0led s P.z“‘ﬂ

7. Cttee. on 10 Naval Report, 1805, p.1164 and valpole, Spencer Feroevaly Dpe

157 end 161. .
8. Bank Minutes, 13.6.05, 24.6.08 and Cttee, on Governzent Relations with the

Bank, 1807, pp. 402~ 03,
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Suspended specie payments had relieved the Directars of the need to
maintain resources idle in the form of gold reserves and with the rise in
Government deposits the Bank's opportunities for profiteble investment had
risen.! Then Huskisson wes Secretary %o the Treesury in 1805 he opened
negotiations with the Directors aebout its charges for the memagsment of the
publio deb'l:.2 Lord Aucklend considered the Bank ought to charge less because
it had made large profits from the Suspension,

The following year, 1807, the Govermment set up a Committes to
investigate the Bank's goins from its services to the State. The Committse
discovered that sinoce the Bank was paid at a rate of £450 per £ nilliom for its
rpenagement of the debt, its profits had neturally risen with the increese in
public 'bcn:'rc:l\wi.n,g.3 But the Commitiee seemed more anxious to draw the Government's
attention to the proflts made by the Bank on deposits of public momey, including
unclaimed dividends on ths National Debt. For 41806 they put the average emount
of public monsy deposited there 2% £14 million and pointed out that the Benk
was concurrently paid interest on nearly £15 million of public securities, - The
Committee made detailed recommendations ss to how the Treasury might clrcumvent
the conventions of the finenocial system in order to use idle deposits st the
Bank for public expenditure.’ Percevel in subsequent negotiations with the
Bank reduced the menagement charge for servicing the national debt to £110 per
£ million, secured a loan of £% million s yeer from the balance of unclaimed
dividends and en interest free losn of £3 million for the rest of tho war.5

Goverrment negotiations with the Bank during the war years had
effected some savings in the interest bill. In the light of the very large
profits made by the Bank for ite assistance to the State, the achievement ism
not impressive, Not until 1830 did a new series of negotiations modify the ferms
upon which the Bamk rendered services to the Gm::mment.

1808, _
Porceval followed Petiy's polioy of containing funded borrowing as much

as possible and the loen amounted to anly £40F million, Thus Perceval's plens
included the issue of £18 million of exchequer bills on the revemue for 1809 and

1. Cttee, on Government Relations with the Bank, 1807, pp. 108-109.

2. Tuskisson Papers, vol. 38759,

%e Chisholm Rept., 1868'71869’ EP» 578=579,
L, Cttee. on Covernment Belations with the Bemk, 1807, pp. 92, 94, 95, 57 and 100,

5. Clapham, The Bank, vole2, ps49; Huskisson Papers, vol.38759, dd. 3
Bank ¥imutes, 11.1.08 and 10,2,08 and Parly. Debs., vole6y pei33e

6. Ctitee, on Public Accounts, 1831+ .
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he also secured an interest free loan of £3 million fyom the Bank, repaysble at
the end of the war.! At the sems ime he arrangsd to redeem £163 milliom of bills
oiroulated on the Supplies of 1807, and in March funded £ million of the bills.
The Treasury's arrangesents for debt menagement for 4808 thus included & small
loan and plans to keep the floating debt at its 1807 lewel. One purpose of the
funding operation wes to sell 5, stucks Perceval claimed, probably correctly,
that funding saved on the Government's imterest bill beocsuse it reduced ths

loan and helped the Government to negotiate with sontractors on more favourable
terms.” The smallsr loan almost certainly helpsd to stimulate competition,
Moreover, both Perpeval and Huskisson were cbviously determined to sell bonds of
higher denimination shich gave the Government opportunitles for conversion after
the wer. At ths negotimtions they attempted to persueds the contraotors to
sccept & new stock in 37s redeemsdble et 80, When they refused Parcevel
insisted, despite their protests, in floating the entire loan in 4 stocks"

The Treasury's sales of bomds also eppear to have been well timed, with a
funding in March fullewed by a loan two to three months laster. This delay had
the adventage of allowing London bankers and others who had sonverted dills into
bonds tige to sell their holdings before fresh camium reached the market,
Peroceval had funded in 5 stock, borrowed in L7 stoek and converted bills to
bonds in order to lower the interest bill, His sucoessful strategy prompts

one to ask if more interest could have been saved by further reduotions to the

floating dabt.

1809,

The msnagement of the unfunded debt becams zach more difficult for
the last seven years of war when contingent borrowing to meet deficienciss in
the estimates or to antioipate current revemus rose with the cost of supporting
British and sllisd troops fighting in Eurl.'tpe.s Preakdowns of unapeoified or
extraordinary militery expenditure which were subumitted to Parliement reveal
that most issuves of bills by the military departments occourred in order to obtain
funds to buy food, fuel and forsgs for soldiers stationed in the Iberiem
Peninsular or consisted of sudsidiss treansferred to Britain®s slliss to help

e hBeGaleOiube

2. See Tablss 15 and 18,

3« Parlya.Debs,, v0l,10; peIM and vol.t1, Petde

4, Yorning Chronicle, 27 and 2Bq5¢°8¢

5« Bank le Book, 29_.5.08 and Parly.Debse, wl,B. p.991.
6» BSee Tables 15 and 16.
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them maintein troops in the Pieid.’ Since borrowing sbroad was en expensive and
often a diffioult progess, end the country and the Governmment experienced acute
difficulty in cbtaining specls to send overseas, it became more and more imperative
to entioipate needs 80 that military supplies ocould be purchased in the United
Kingdom and then shipped to the theatres of confliot.

Rose suggeated to Vanisttert that better estimates were neseded emd the
Treasury did bring about some immediste =nd cbvious mmvamnta.z For example
it raised per capita sllovenees for naval expsnditure to £7. 2. Ods in 1807 and
to £8, 6. 84, during 1810 in order to provide for the increased price of naval
storee and additional funotions sasumed by the Navy.’ The Transport Board
constructed mpore careful estimates of the expected cost of hiring ships to oarxy
troops and military siores to the Feninsulsr, and Faval bille issued for transport
never attained the lswvels of 1796."' Noxr did the problem of food become as sericus
because the Viotualling Bourd tock charge of providing Wellingten's Ammy with
soxe of its basic food raquimmenta.s In spite of lmprovements to the techniques
for estinating expsnditure the naval debt still reas rapldly in the closing years
of the war.s Army estimates contimied to be based on the per capita allowanoe
establizhed 4n 1797, but for aome years Perliement recognised that food prices had
#isen and provided the Pgymaster Gemerel with extra allowances for bread and meat.7
Extreordinary expenditure together with the funds grented by Perlispent to the
Army for unspecified expemditure were dispsnsed dy the Conmisariat. In fact neaxrly
all suppliss recuired by Regiments in the Peninsular were provided by Comcisseriss
and from 1807 the Conmissexriat begen to entioipate some of the Army's needs by
suhaitting its omn eatimates to Parliament.s

These improvements were never sufficient te avoid large scale
extraordinary borroxing by the parvices. Thus detween 1841 and 1514, the Army
submitted to Parliement dstsiled estimates for the expenditure of £68 millicn,
as well as requests for "unspecifiied” expenditure of £38 milliom, but in additien
the Army spent £38 million for which no prior astimates had been drsewn up at aJ.'l.9

1s See Annual Supply Estimates, Commens Jnls,, 1805=15,
2, Vemsittarst Papers, vols 31237 « dde 4111409

3. 6th Cttee. om Finance, 1847, pa205,
Le Ammual Supply Estimates for the Navy, Commons Jnls., 1808~15; 18 Cttee. on

Finance, 1797, Appix, 9 and Rose, ‘Cbservations®, 1810, g.ﬁ.
5. Ibid, ppe. 30 and 32 Cttes. on Finanoe, 1797, Appdxe B (2)e

6« Sse Teble 16,
7» Annual Supply Eatimates for the Army, Commons Jnlss, 1808-45 and Clode,

xilitary Porces, ppei05-t06,
8, V¥ard, Wellington's Feadquarters; ¢lode, Yilitexy Forces, p.139 and Armual

Supply Batimates, Conmons Jols.s; 1808«15,
Y« Eee Table 17,

o
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Select Committess who exmmined thess "unspecified” estimates reported that they
encouraged 8 good desl of wastaful expenditure, but neglected to remind Parliement
that they were adopted earlisr in the war %o reduce the level of short temm
homwin3.1

Partly as a reflection of rising military expenditure but partly as &
patter of conscious choice by the Treasury the floating debt inoreased from year
to year. Pitt's poliaqy of containing wnfundsd borrowing wes chandoned by his
succassors whose plans indicste no inhibitions in the use of bill finmee. Thus
Percovel's suocessful loan end funding operstions in 1808 provided & pattara for
thmamtuhinhpeﬂnhﬂmﬁlthaandoftharu. This naw poliqy was to
fund a portion of the outstanding exchaquer bills by converting them directly
into bonds in Harch and to negotiate s smeller loan in May or June.

~£15 willion bills were issusd in 1808 beceuse of inasouracies in the
estimates end et 5 Jaary, 1809, the floating debt stood at £ sillion, £9 ndllion
asbove ths lavel a;yeubafm.’ The Treasury decided to fund £8 millien exchequer
bills in ¥arch end to float a loan later in the yeer. Terms for the fimding
operation were even better than the year before snd the bills were converted into
a 55 stook, but the Chancellor gave his premise to b1l holdsrs that ths loan
would be £loatsd in mother stock." He waitad two months before he borrosed
Z1he6 million st o rate of he7% and despite protests from the ocontractors half of
the bonds issusd wers in i stock,” These cosbinsd funding snd loan operaticns
gave the Treaswry an opportunity of selling bonds of a higher denomination, The
timing of both operations may also have lowered the interest charge.

Plans for the management of the floating debt for 1809 provided for the
repeyment of £24f million of exchequer bills, the majority of which had been
issusd to anticipate revenue of 1809 end the rest reflaotad insscuracies in the
Chsneelior's estimates of reverus and expenditure. The Treasury issued £21 million
2i11s redsemsdle from ths revemue of 1810 including a Vote of Credit of £3 million
as s subsidy to the Portuguese Gmmmtas puring the yeer £15 millicn bills
were issued to snticipate receipts from texes and loans at the Exohaquer but the
floating debt in Jemusry 1610 sthed the seme 88 the level of the yesr befors,’

1o 1k Coums, of Military Inquiry, 1810, ppe169s 23ky 239, 269, 284 and 289-238.
2. s“ T.bh 1 6-

3. &. Mh 16.

4 Benk Report Book, B843.09.

5, The loan was floated on B May, 1809 = Parly, Debmey VOletlhs Pe5lhe

6 -Tbid, v0le13s Pe536e and see Table 15.

7. 8“ T&’ﬂl 15-
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1810,

The Treasury agein plerned to maintain the floating debt at a ocnstant
level during 1810, Parliement authorised the sals of £21 milliomn bills on the
vevenue for 1811 and during the year the Exchequer found it necessary to issue
£15 mf113on bills to anticipate reverue. At the same m/ﬂ‘&&at provided for
the repayment of £26 million bills end the Treasury funded a further £8,3 million
inte 57 stoek at the end of March,' Apperently bill holders were eager to mocept
the Treasury's terms beosuss bond prices were rising.” When the lom was cffered
for tender om 11 Ray, the Government received severzl bids and borrowed the
£42 millicn required at k37 in & 3 stook,” It appears that in the short run
the interest D11l might have been oontained by adding to the loan in order to
redesm bilis, Alternatively, since bill rates were below bend rates in the first

half of 1810, the Treasury ocouid have carried & largsr floating debt, But the
funding operation d4d have the longer term advantage of borrowing in a stock of
kigh dsnomination,

In the last querter of the year the egonomy entered into a severe depression
which persisted uniil the Autuam of 1812, During the depression private borrowing
from the Bank first declined and subsequently failed to expand rapidly enough to
provide the dsmand for the increasing quantities of bills the Treasury attempted
to market and the Chancellor found himself ecapslled to rely more and more on
the Bank for short tern loans.”

Coinoiding with the dspression snd ineressed Governmend dependsnos on the
Bank came the bullicnist sbttack on officisl monstery policy end the recommendetien
of the Bullien Comzittes that the Bank should resume speois payments within two
years. The bullien oomtroveray has besn malysed elseshere,” Here it is
sufficlent to nots that the cppeaition hsd almost no fwpast on the Treasury‘s
bomwingopmﬂmormﬂndehmmmorthenmkbsh-mww
the private ssetor. As far as the latter was cancerned the Directors dsolded
"in his period of embarrassment end want of oonfidenco a liberal scccmmedstion to
the public in the way of discount appsars to them desirsble.”

For its part the Government were determined not to be hempered by the
constreints of convertibility in the proseeution of the war, as Pitt had been
in 1795-97. Noreover, the Treasury contimued with the pelioy of employing

1 Ses Table 15 and Parly,Debs., vol,16y peiOhSe

2, (ttee, on Punding Exohequer Bills, 1810, p.587.

3. Bank Report Book, 115,10 and 15¢5:10 and Commans Jnle, ¥01,654 Pa376s
4 Ses Tubles 17 and 23,

5« See ppe 4 78-180 end 303-307.

6, Bank Eimutes, 18+9.10,
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bill finenoe to financa sn increasing propoertion of Government expenditure, and in
the closing years of the war the smount of Exchequer bills held by the Bank reached
record haishta.“ To their credit the Directors scem o have been more aware of

the dangers of this form of finance then the Chancelior snd warned him from time

to time about the growing volume of public securitiss in their portfolio, but with
little effect on poliey,

In September of 1810 Goldanid, the Government broker responsible for selling
bills to the maerket, went bankrupt with over £300,000 worth of exchsquer bills in
his possession end at this suspicious point some faulis in the procedure of sale
wore revealasd end refomms affected, The possidility ecmerged that Governmnt
brokers may nét have sold the b4lls in the most edventagecus way. George Rosa,
then Treasurer of the Navy, suggested that at particular times the Govermment
broker may bave been foreing too mamy bills, too quickly an a reluctant narke ¢,
and 80 failed to obtaim the best terms possible for the public, and cbeerved that
bills need not be foreed on the market becauss the cash oould always be obtained
from the Bank.z ¥oreover, exchaquer bills had been gold in advemee of the
departments need for cash at an exixa expenss to the publis equal to the intereat
paild on the cash while it was not deing uaed., In 1510 ths Treasury sppointed
Templeman Cole & Chilad to sell bills on behalf of military departments. The
bills were to be deposited st the Bank of England and the Bank would make
ammntsfwthwﬁhaanmdtothabmaumm:wuma.
Detailed scocounts of tha salss of exchaquer bills were to be sudultted by the
brokers to the Treasuyy. The military departments agreed to the Treasury’s
new regulstions and no furthsr administrative reforms were affeoted in the lssue
of oxchequer bills during the wars with Frence.’

1814,

£29 willion of Excheguer bills were due for repayment frem the rewemue in
1814 and Percaval amounced he intendsd to fund £12 uillicn in Maroh.” He
offered holders £403. 7. ke in 5 stock for each £400 of bills, with interest on
the mtook payable from 1 Jamuary, On these terms, an interest rate of 5,257, the
Treasury managed to fund only &7 million bills, To find the reat it had to offer
the merket 2 bettsr bargain, Perceval paraisted with 57 stook but he sltered the

1« See Table 23.
2, Treasy, =~ T 29/108.
3+ Navy = ADW/4

B _
he Troamye - T 29/108, T4/1159/12678=79 and Navy - ATW/15/245.
S¢ Pawlys Debias VOl 9, 1366 and see Table 15,
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format of the oontract in order to allow purchesers of bonds up to 6 months to
psy their instalments. Through this device he managed to lower the rate of
snterest t0 5.19%. Two months later the Government negotiated a loan of £12
pillion. Although he tried,the Chancellor failed to persuade contractors to
acoept anything but 37's and a very amall smount of 4 stock; while the coincidence
of the loan with the dreswn out fimding operation undoubtedly raised the oost of
borrowing.® Azain the rate of interest on the 1osn was below that of the
funding operation but the Treasury looked to the longer term advantages of
borrowing in stocks of higher denomination,

#4ldtary estimates had been improved in 1611 but the Government still
found it necessary to issue £45 eillion dills to antioipate the year's reveme.
All year the Government experienced diffioultiss in marketing bills, largely
bécause a higher share of availeble short term funds were locked up in stocks of
merchendise delayed en routs for Europe and the United States by Napolson®s
Continental System snd the American Trade Embargo.” At the end of August short
term rates were adjusted upwards to 517 but the Treasury relied more and more
upon the Bapk for the oredit required.’ With the recent warnings of the Bullion
Committee fresh in their minds the Directors beceme somswhat perturbed by the
inoreesed demends made upon them. In Hay they warned tle Chanoellor that "present
advances were well beyond sny previous 15’151.5 At the end of the year the
Chancellor regretted be had not been able to reduce the debt to the Bemk in spite
of all efforts to do £0 and told the Divectors, "I cammot do so until 40 Octodberxr
next unless some great and unexpected alteration tekes place in ths publioc market.”
He coupled his apology with a request for a further edvence of £2 million dills
shich could not be sold in the market, end the Bank egresd with "deep regrote 8
Atthamdofl}euﬂarmnahdthehmkhtahamothermiﬂim,bnt‘boldthe
Directors he hed a plam for reducing exchequer bills next yenr.7

1812,
Dupitethauh-nmtahenuithﬂmuﬁmmthwmumdhh
imumhmdinmmatquuﬁerofimathem%mm arrangements to

1. Coamons Jnlys VO1le66, pe177 and Times, 25.4et1s and 29.4et10
2, Bank Report Books 15+5¢11¢

3o Parly.Debs., v0la.19, PP« 188, 372, 375 and 7l

5. Bank Kimites, 16454110

6, Bank Eimutes, 21 and 28.11.11e

7. Ibid, 31+12+11¢
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redoen over £30 pillion of exchacuer bi11s,! s a first step the Chanceller
informed the City early in the year that he intended to fund £14 million and
offered bill holders £408 in 5 stock for each £100 subsaribed, but Baring told
him the market would not dbe eble to meet such an ascession end that the
announcement of his intention to fund in 5,'*s contributed to a depression of
that stocke> Porosval permisted with his plens but despite his promise not to
market further 57 stook during the year and to pay interest from 5 January, the
market took cnly £5.4 million bonds on the terms offered,” Nevertheless, the
Chancellor still destermined to fund the remaining bills into 5% stook and nade
another offer which gave holders the option of exohanging their bills for bonds
in instalments spreaed out over 9 months on the sams terms. But he also threstened
to raise & loan in 5] ateck if bill holders failed to subsoribe the amount

] mquira_d."' This unusual expadient of bullying the market succeeded because thoss
vhe had alvesdy convertad their bills at the initial funding could not afford

to have the market im 5% bonds (whick were already declining in price) throwm
open to a wider publia,

But the teotmique used in 4841 and 1812, of funding in instalments falled
to clear the market of bills at the beginning of the yesr and implied s contirmous
issuve of new stock on to the market over the year, The Txeamuy dolayed the
opening of negotiations until June, Ko doubt the Chenocellor hopaed the publis
would gain by glving bill holders more time to dispose of 5;. stosk before the
Treasury offered further supplies of bends to the market. On 12 Juns the
Government borrowed £20 million, an asount mueh larger than for previous years
which made 1t impossidble to stimulate compatition, At the first round the
Chencsllor received two bids from rival contraotors. Neither oame up to his
expeciations and the oomiractors declined to bid at ail for 47 bonds. Eventvally
the oontractors (Barings end Robarts Curtis and Co,) combined in oxrder to tendex
a lower bid, which Veusittart, still not satiaflied ooculd do more than acoept,
Competition in this instence apparently worked to the detriment of the public and
as no profits were made from the ssle of canium in 1812 the Treasury can be
oocumended for its flexibility in departing from the system of ofen tender.’

1. Pll']@dMBn. vol.23, 90560'5610

3. Parly.Dabse, vole21, p.8063 Commons Jnl,, v0l,67, p.120 and Grellier, Terms
of the Loans, 1812, pailie

4e Bank Report Book, 4eJei2e

5l m&. 11'6012 and Parly-m'bﬂpg w1.22. 9.565.
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Moreover, as funding by instaiments overlapped with the loan, it 1s diffioult to
discern what had been gained from delaying negotiations until late in the year.
particuiarly as the Government's need for oash became 80 urgent that it borrowed
£3 million from the Bank in anticipation of receipts on the loen, at a oost slightly
higher than the bond rate of interest. Delay had the further dlsadvantage of
compelling contractors to pey their jnstelments into the Exchegquer over & shorter
time period, which probably lowered the price they were preparsd to pay for
conmls.1 :

The large number of variebles at work in the money market meke it diffieult
to appraiss debt managewent by the Treesury in 1812, There does seem to be
substance in the criticism mede by Tierney and Huskisson that the higher level of
unfunded borrowing probebly raised the overall interest charge. They both
recozmended raising more loans or taxes within the year, ‘Fhe Chencellor defended
his techniques for borrowing funds with the ergument that if loans were inoreased
pond prices might ba depressed still further.” His policy had been “sispted to
avoid a greater incresse of the funded debt end im the hope, which events had
disappointed, of an opportunity of converting them into stock to a greater
adventage. ¥Er. Pitt had acted upon similer sxpectations and met with sipiler
diaappointmnta."’ Moreover, he pointed out the Treasury invariebly succesded in

funding into stooks of high denomination, From 1807 onwards the poliay of
anticipating future revenue by bills which could be redeemed when conditions in

the money market made it convenient and profiteble becsme popular with successive
Chencellors of the Exchequer. It meant however that the uvnfunded debt eould go on
rising indefinitely with every addition to public expenditure, ZThe Treasury could
always wait for a more profitable cocasion to oonvert bills into bonds snd other
pressing olaims on the revenue glso implied that the reduotion of the floating
debt invarisbly received low priority, It was the jnflationary potential inherent
in unlimited issues of bills which caused concern 4o knowledgesbls critics of
financial pelicy 1ike Huskisson and Gronville.*

1813,
Despite oriticism Vanaittart persisted with unfunded borrowing and in 1812
issued no less then £19 million in antioipation of the revenue accruing over the

1. Bank Minutes, 17.3.12-and 42,6412 and Parly.Debs., v9l.23, PP.5Th» 582,583 and

1203-05,
2, Ibid, pp-1203"09-
3., Ibid, P‘p.12°9"10.0
e Parly.mhﬂog vwl.24, 90687 and vols23, PPe 574 and 582.
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following financial yaa:'.‘t

Both revenue and expenditure estimates for 1812 were more inaoourste than
ususl, Taxes fell short of predictions by £3.3 million largely becaﬁse exclise
receipts had been redunoced by the industrial depression, MMaval debt remained
roughly constant but the Amy's estimates, despite provision for possible
extraordinery expenditure were out by neaerly £5 million and Treasury bills again
appeared as a noticsable item of the floating G.eht.z "Fo prevent the recuwrrence
of the samze unpleasant oirocumstance® the Chancellor inocreased the sum for possible
extraordinaries in 1813 to 9% million, a sum equal to nearly LOS of the Army®s
totsl supply eat:l.mata.’ At the beginning of 4813 the floating debt had risen by
£ million.h

Criticiem in Parliemsnt and the warnings of the Bank wers however not
without some effect en policy becsuse Vansitiart avowed his intention of containing
the unfunded debt dwring 1813.5 As part of his New Plan of Financs the Chanceller
proposed to provide the Commissioners for the Sinking 7und with an annual grant
equal to 1% of ths amount of exchequer bills unprovided for on 5 Jsmuary in each
year, which would be used for their redemption. Thsse bills, he told the Vouse,
"may now be considesred a permanent sddition to the public dedt becsuse they are
renewsd f'rom year to 3001‘."6 Here the Chemosllor implicitly admitited that the
Government resortsd to bill finance as a permanent part of 1ts borrowing operations
but his Kew Plan would make little impset on the acoumulation of unfunded debt,
It could only dscline if the Tresasury opted to redeen more bills tham it issuved
over the year and the provision of a small sinking fund would have practically
no effeot while the Treasury oontimued to borrow huge sums on bills. Horeover,
if the Government seriously aimed to reduce publio debt thers seemed 10 be no
reason to single out floating debt for speciel treatmsnt. Whethexr bills or bonds
were redeemed depended, logically at least, on their relative prices and the
opportunities this gave the Treasury for af'feoting reductions in the intereat bill.

Vansittart's wore serious efforts to cmtain the floating debt consisted,
however, of two funding operations, timed to take place in April end May 1813 aend
designed to convert £48 nillion of exchequer bills into bonds, Vansittart also
proposed to raise a further £9 million in cash from the issue of a new form of
asset called dobentures., It was a bold scheme which failed., Sensibly the Tresmury

1e See Table:15.

2, Parly.Debs., vol.26, pp. 574 and 578,
5- Ibid. PoS?‘h

44 See Table 16.

Se Parly.Debsa, 701-.26. P05760

6 Ibid, vol.2), PPe1081 82,
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delayed funding until later then usual in the year in order to give the market
time to absorb £ million omnfum from the last two payments on the loan for 1812
and to follow the April issue of dividends on the debt, Vensittart proposed to
fund £42 million bills on 7 April inte 55 atock at 115% end a further £6 million
into 4 stock at 139, a month later, with interest on the bonds payable from the
beginning of the year, Furthermors, the scheme gave bill holders the option of
purchasing £9 million of the new debentures. Debenturea were & pedium term asset
bearing interest et 5% redeemsble after two years, provided the holder gave three
ponths notice of en intention to realise his sseet. Alternatively a debenture
holder oould at any time eonvert into £400 5 stook, or £120 45 stock, or £150 3%
atock.1

Vansittart's cffer for the April funding was accepted by the smarket and he
converted £12 million exohequer bills into 5. stock at s rate of interest of
5.86%2 But st the second operation in May the Treasury suocesdsd in funding omly
£3.8 million of the proposed £6 million h.’t.?lls.3 Thers might be any number of
reasons why the market refused to sccept all of the 4% bonds offered, The imminsnt
loan undoubtedly deterred some bill holders, They probably oaloulated that a
large accession of conscls in June would almost certainly dspress the price of
4% bonds, or they might have considered the loan as & potentlally more profitable
snvestment.” Ferhaps finally, the inoreased interest offersd on 4 stooks did not
outwelgh the lowsr risk of purchasing oonsols.

Vansittart's sttempt to raise £9 million in cash from the sale of debenturea
failed almost oompletely. Less than a million were taken.s Why the markst
rejected the new security so decisively is again difficult to ascertain, Interest
ratss on both bonds and dills made them a more profitabls outlet for funds but
exchequer bills, unlike debentures, eould always be cashed at the Bank. Ons
sriter considered the market's reaction was deliberately csloulated to foroe the
Governmsnt to add to the loan and thus to depress bond prices still furthex.
Certainly the offer of a new asset One ponth before the loan was not timed to the
best pomsidle advantage. As peace approached in ¥ay, 1815 the market preferred to
invest in censols, a less risky stock and cue certain to aeppreciate after the war.
Such a complets rejection points, howsver, to s fundsmwentsl reluctsnce on the

4. Bank Report Book, 31e3e13s 28 and 30.4e13; Chisholm Repte, 1868=62, pe547 and
Parly._ Debs., w1.26. 905760

2, Bank Bepert Book, 31e3e¢13

3. I'b:ld, 28. & 30.‘}015. and nﬂr]s.ub'-, WI.ZG. p.57l...

4, The loan was negotiated on 9 Jums, 1813 at 5.8

Se Chisholm Rupt. » 186&699!’05‘}7 and PSI']N. Debs. » 701026, 9.5760

6. Anon, ‘An EIPM', 1821. 90510
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part of the money market to experiment with any but the traditional and limited
range of securities even though similar assets were used in Imlmd..1

But Vansittart must have been disappointed, jerticularly as he continued to
peceive solemn warnings from the Direotors sbout the quantity of exchequer bills
held by the Bank.z Moreover the funding operations affected both the sise and
terms of the losm, As Lord Liverpcol promised, the losn had to bo increassd in
order to oontain the unfunded debt, and Vansittert, departing from usual practioe,
reserved the right to raise further loans during the year if nscessary. Wisely he
pade no attempt to force 47 or 5 stocks on the contractora. Ieverttelsss with
the short time lag between the funding operstions in April end May and the loan in
June, end with the possibility of further acvessions of bonds before the close of
the year, it is not surpriesing to find an ebsence of competitive tender.
Consertiums heeded by Barings and fngerstein and Barnea Steers and Ricardo combined
to neke 8 single offer. "All parties ought to be satisfied”, the Chanosllor
rather ssnguinsly informed the House that "They did not impose & grester burdsn
to the publis than was necessary end if beneficlal to the ocontractors it was
not 80 much as to give them an unfair adveniags," The loan of £27 million oonsisting
entirely of consels, wae ralssd st & oost slightly above that paid to persusde bill
holders to comvert into 5 stock in April.5

Over the year the Army and Kavy pressing the war to a oonclusion made demands
for funds well beyond their original estimates, When the Treasury issued bills to
Pinance this expemliture Vensittart told Parliasent he hoped "he would not be
scoused of inaraasing the unfunded debt unnecassarily® and premised if the
Consolidated Pund realised & surplus it would be erployed to redesm exchequer bills.
Although the merket inoreased its holdings of bills the Treasury found 1t neocsssary
to esk the Directors for help end bills held at the Bonk reached the wnprecsdented
level of £25 milliom, but the Bank's asaistance did kesp exchequer billas at a
premium 231 yoar.5

In Fovember the Government, confrontad with dezands for cash and a mounting
unfunded debt, opened nsgotistions for another losn of £22 miilion. Vansittert
to1d Parlisment he could have issuad mere bills on favourabls terms but wss
anxious not to overstook the narknt.s Moreover, by that stage of the ysax the

&

1e Pitt hai asked Thornton shout the markst's resstion to o similar sacurity in
1796 and received a firm no - Pitt Papsrs, vol.1 83, dd. 18411496

2. Bsnk ¥imutes 20. & 26.5,13 and 10660130

3, Benk Report Book, 3e6ete3 and Purly.Debae, vole26, 1580,

‘i-i Ib‘.ld.. P.57Go
5. Bank Nimutes, 3e3et3s 1 oliet Des 20, & 26.5:1303 1060135 F03e13es fa10s13ey and

17641443, and ses Tables 21 and 25.
6- P&l’],. In'ha.. 701.27’ PPe1 O7= 08,
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battle of Leipzig had besn won and Vellingten's soldiers stood on Frenoch aoil,

%ith the war nearly over the mariet displsyed a strong propensity to purchase bonds
and Vensittert abandoned the normel Spring funding operations for a loan late in
the yaar.1 But be seemz precipitous. Bond prices continued to rise until the war
ended in April, 1814 but then desclined again.z If the Treasury had persisted with the
usual funding operations the public could have gained both from the higher bemd
prices preveiling in Pebruary and ¥arch, 1814 and from the sale of stocks of higher
denomination, As mstiers were arranged Vemsittart negotiated for a losn in consols
in Vovember when bond prices had just coamenoed their upward trend and negotiated

& second loen in June, 1814 when prioces had dealined again.j Past experience

(at the Feace of smiens for example) might have mamed the Chanocellor that bond
prices tended to epprediate rapidly when the rarket antioipated pescs dut, decsuss
expeatatlions of gain were usually over-cptimistic, prices fell again almost as -
soon as wer ended and as foreigners repatriated their investments in the national
debts Furthermore this loan provides us with a elear example of & olear and
pessibly reprehansible departure from compatition, Vansitiart certainly raised the
loan whils the previous loan remained underpaid, but he had reserved the right to
negotiate anotber lean during the year and there seems to bs no case for offering
it to contractoras for the previous loan at a price fixed by hinsulf."’ With peace
in the offing the City was "anxious for e loan™ and one consortium wrote to
Liverpool protesting against the Chancellorts actien of "depriving the pudlic of
fair oompetitim."s' Perhaps Vansittart considered the price he fixed for the sale
of bonds higher than anything that could have been obteined through the xedium of
oompetitive tendsr. But how could he reslly know? Throughout 1813 the premium on
conium had been rising snd the Chanocellor should have left oontractors to decids
how far priees would continue to rise,

1814 _

At the begimning of April 1814 the allies ococupied Paris and ths long war
seezed to be over, Yet ths British toverncent made no hurried provisions for a
return t0 8 pesce establiahment because the country remained at war with America.
Despite the provision in 1813 of & large grant for extraordinaries, Arny
expanditure s8till exosaedsd its estimates by over L6 pillion and Perlianent allowed

{4+ Bank ¥inutea, 6e10,13e and Times 16.41413.

2 Sees Table 19.

3 Timesy; 1hebatle end Comumons Jnls, v0le69 Pa351e

4e Bank Leport Book, 12,11.13. end Familton, An Essay, 1812, peJiis
S¢ Liverpool Papers, vole38255, dde Ye11e13e
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it £ million for extraordinaries in 1814 and spproved & Vote of Credit of £3
million.1

Nor wes any attempt made to reduce the floating debt to its pease time
proportionss. £29% miliion bills were redeemed but a further £26 millicn new bills
were issued to antioipate the revenue for 184 5.2 The Treasury opsned negotiations
for a loan in June, 1814 after bond prices had passed their peek and made no
attempt to sell bonds other than consols.” Only one tendsr was received for the
loan and Vansittert told Parlisment "from the large emount of the loan it was not
probable that a great competition could have been produced,” He also mentioned,
however, that he had thought of divarting part of tho Sinking Mund revenue to
the finsgoce of expenditure in order to reduce the loan end stimulate competition,
Amxious no doubt to preserve their monopoly of the market in bonds the contrectors
dissueded the Chancellor from what might vell heve ;roved an imaginative vay of. .
promoting compet:ltion."

¥ith bonde rates below bill rates for most of 1814 there seemed to be
opportunities for the Treasury to fund floating debt. They were not taken perheps
becnuse the Chancellor anticipated further rises in the price of bonds, Six
months af'ter the oonclusion of war the Bank Restriction Bill wae due to expire,
but the Government renewed it until Marsh 1815.5 The Treaswry atidl needed
unstinted support from the Bank for its borrowing operations. BRepested demands
vere made on the Bank 10 anticipate revenue for the Government;slthough the
Directors warned the Chanocellor egainst excessive short term borrowing, by January,
1844 the floating debt had rcached the record height of £69 millioen,

1815,
army estimates for 1814 were inscourate to the extent of nesrly £42 million
and Naval estimates by £2 million but when the Governmsnt apked Parlisment to
approve of an estimate of £18 million for unspecified expenditurs it arcused
strong oriticisam, Baring, Tlerney und Pcnasonby demandsd to know how the nonsy
would be used and criticleed the wasteful expenditure of public monsy in the

1« Ses Table 17 snd Tierney's objeoctions - Parly.Debs., vol.27, p.812,

2, BSee Table 15-

5- Bank Report BOOR] 5.6.1"‘

4e Parly.Debse, v01.28, pp.66-68,

5« FParlysDebss, vole.27» P-.629'

6« Benk Minutes, 19%ielles Jedellies 1500et1ber So & 28e Toilie and 2, 16 & 23511494
end see Teble 16. '
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Peninsular,' Another Wember of Parlisment, Prscce Grenfsll, cbjected to the

large profits the Bank contimued to make from the Reetriction of Speoie TMayuments,
Once again hs raised the problem of publio roney deposited at the Bank and asserted
that the Govermment borrowed its om monsy from the Bank, Vensittart argued that
the Treasury could not interfere with these balances of Publis money &t the Bank
without derenging the whole system of public credit and he did not consider

himself free to vary the way business had traditionally been carried on, This

did not satisfy Grenfell, who pointed out that Pitt had obtained additional control
over these balanoes and Parliament could easily lsgislate te reform the Covernment's
relations with the Bank,” Nothing ras, however, scoomplished in this directicn
untdl 1832, '

By the end of 1814 bond prices had not yet azpreciated sufficiently for the
Treasury.to oontemplate considersble reduotions -in-tho floeting debt; - Vansittert
told the City that he intended neither to floet a loam nor fund bills durding 1815,
Instead he proposed to curtail the igssue of bills on the revenus for the subsaquent
finanoisl year to £12% million and to redeem those issued in 1814.% But his Plans
were upsst by the rendwnl of war in March, s the end of hostilities seemed
indef'inite, something had to be done immodistely about the floating debt,
particularly since the Directors hed asked the Chanoellor to reduce the smount of
exchequer bills held by the Bamk by £0 million in the course of the year.5 Prompted
by the renewel of war and pressurs from the Directors, Vansittart arranged to fund
£18 nillion oxchaquer bills and he offerod 118 in 5 atock for each £400 gcontributed
in bilh.s Bond pricen fell agaln at the cutbreak of war in Turope, Yeny bills
holders, antioipating & loan, preferred to wait in case a further large acoession of
atock depressed bond prices still lower and also to ssosrtain whether the loan night .
not prove & better investrent, Thus the market took up only £10 million on the
original terms and the Chencellor redsemed the remaining £8 million bills by
~ funding again in 5, stock but payable in inatalmantn.7 In order to fund these bills
the Government paid interest of neerly 6.,

Two weeks later it borrowed a further £36 million in 3 iand 2 small smount of
iy stock at a lower rate of intorest, Vansittert told Parlisrment he had borrowed

1s Par];r.])ebs.. vol, 29’ PDe 1‘#6’ 1&’ 559’ 3’4-0, 796 and 799,
2 Ibid, vol, 30, PP 660"667 end EH~72,

3« Cttes. on Fublio Acoounts, 1834, .

e Farly.Lebs.; vole.34, pps 146 snd 148,

5. Eank Hinutes, 7e3415s

6e Farly.Debse, vole3t, pe 801 and Bank hepert Book, 26.4e15e
7« Commons Jnla., Wlo?ol Pp-228 and 305,
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£36 million to meet the costs of the Faterloo campaign which the Government
antioipated would be short, If this was trus it ie very diffioult to understand
why the Chencellor did not issue exchequer bills and open negotintions after the
result of Waterloo reached London. Wansittart in fact ~ixed the date for negotiations
to coincide with the battls and when the viotory was announced the City amd not
the texpaying public reaped the benefit, Could it be that the Treasury expected
defeat and a prolongation of war and was therefore unwiliing to risk the pomsaible
loss from the despression of bond prices whioh would undoubtedly have been -
occesioned by a viotory for Napoleon'f‘ Apparently the City was not too
confident of the outcom._ The Chencellor received only & single bid for the
admittedly very large loan, Four experts had been oonsulted by the Treasury as
to vwhat would be a reasonsble price for the bonds and the sum offered by the
contractors turned out to be exmctly equal to the gyinimm the Chancellor was
disposed to a.ccapt.z

During 1815 the Chancellor made strenuovs efforts to reduce the floating
debt whioch had, as the Seleot Committse observed, "increased with the succeeding
embarrassments of the public end the extraordinary exertions of the eonoluding
years of the last wer," Thus he redsemed £38 million exchequer bills and
issued only £26 million on revenus acoruing in 48 6o By 5 January, 1816, he
hed succeeded in reducing the unfunded debt by £20 million in a year.t

The wer finally ceme to an end but its legacy of funded and unfunded debt
continued to exercise ths Treasury for several more years, In fact the strain and
wartime difficulties of debt mansgement persisted until well in the 1820's when
the finanoial system finally reverted to & more normal basis,’

1s Parly.Debsey v0le31, ppe810-811; Liverpool Papers, 38366 — memo dd.10.6415
and Bank Report Book, 10.6.14e

s Parly.Deba., wl, 31. p.301.

5+ COttees. on Resumption, 1819, p.22.

4. See 'Tables 15 and 16,

S¢ Acworth, Financial Reconstruction in England, 41815+22; Claphem,; The Bank,
v0le2, PPe52=7h and. Viner, Studies, ppa17i1=209,
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FONETARY FOLICY AD ITS CRITICS, 1793-1815

Introdustion

Chapter 3 has shown that borrowing by the Central Government snd lending by
the Bank of England brought shout variations in the nation's money supply. Through
its management of the debt the Treasury oreated and mbsorbed reserve currency and
through the expansion or contraction of icuns to the privats sector the Bank
could likewise increase or decreass the reserves of the remainder of the banking
system. Although the momey supply could be profoundly affeoted by the actioms of
central euthoritiss, partioularly efter the Suspension of Specie Psyments when
Bank notes beosme the dominant Parm of reserve currenqy, monetary policy in the
pense of consoious management of the money supply in order to schieve some
objective or set of objeotives hardly existed at the end of the 18th oentury.
reither the Government nor the Bank presumed to exorcise control and given the
institutionel and legel framework of the finsncial system it is very doubtful if
either could do morve than exert a fairly sirong influence on the money supply.

Both statesmen and Direotors proceeded on & purely ad hoo and pragmatio besis.

Very 1ittls existed either in the way of established precedsnts or economioc theory !
to guide their sctions.! Previous wars in the 18th century bad been conducted on
the specie standard and the Bank's bullion reserve had never fallsn to a lsvel low
enough to prompt the Direotors to initiete a susteinad and serious oontrastion of
their 1isbilities. For several decades Britain's balsnce of pgyments poaition seems
to have been favourable enocugh to preclude the need for deflationary oredit
policies, In peace end war alike, the Bank supportsd the demends of the Government
and the London mercantile commmity with s concerm for the safoty of ite tressure
but the monetary system had never been tested by global werfare, widesproad
depression or a persistent defieit in the balanoe of paymsnts. Rules gulding

the operation of the Bank hed worked well and the Treasury and perchamts hed

almost never been denied oredit.

x

4, Hollander, 'The Dewelopment of the Theory of Yoney from Smith to Ricarde‘,
PPe 429=70 and Fetter, Development of British Monatary Orthodoxy, ppe =9

e L & )
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During the peried 1793-1815, the situation chenged radically - the country
hed to face a series of excsptionally bad harvests, to finance heavy military
expenditure ebroad and defest a determined attempt by Franoce at economic bloocksds.
Pour years after the outbresk of war circumstances ocompellsd the Government to
suspend specie payments by the Bank., Both Statesmen and Direotors ware compelled
by the completely new and diffioult situstion as well as by their vociferous
eritics to examine the whole problem of regulating an inconvertible currendy, with
very 1ittle from past experience or monstary theory to help them,

Even though the Treasury and Bank of England did not proosed from a set of
principles towards a olearly defined objective their relaticns with ecoh other
end with the London ospital market to e considerable extent determined the
direction and rate of chenge in the money supply between 1793 and 1815, If we
rodefine policy as the nssumptions or premises of sotions taken by central
authorities which effeotively inititiata or oonstrain increases in the money
supply then it is plausidle to refor to s wartime ponetary polioy formulated and
implemented by the Tressury and the Bank of Englend, acting for most of the war in
conplete conoert.

This ohapter will outline the policy pursued by the central suthorities;
analyse the forces which sheped that policy and attempt to discover vhy alternative
courses of action so strongly suggested by eritics were rejected by the Government.

Zhs Expansion of the Voney Supply

An absence of statistics for such importent componemte as ooins end bills
of excbangs in circuletion and the deposits of Londom and ocountry benkors makes it
very diffieult to say anything definite sbout ohangee in the total monsy supply
between 1793 and 1815. The data svailsble consist of scme rather dubious
indicators of the note issuse of ocountry bankers from 1805«45 and a fairly
complete sst of figures on the assets and lisbilities of the Bauk of England,’

Compared with previous vwars in tls 18th cemtury, and still more with
pexiods of peace, the rate of increass in the ocutstending linsbilities of the Bank
of Bngland between 1793 and 1815 veems to have been umususlly rapid, Sines the
Bank had never meintained a constamt ratio of bullion to notes and dsposits the
consequences of conduoting the French wars off gold eannot be defined precisely.
But a study of the retics it maintained between bullion on the one hand mnd notes

1 See Table: 22 and pp. B2-83.
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plus deposits on the other for the period 4720 to 1797 reveals that for only 18
years before the Suspension of Speocie Payments did this ratio fell below 307

and for only 9 ysars below 20;,, On the other hand, for the 18 years of suspended
specle payments the ratio of gold to lisbilities rose sbove 30% for only 2 years
and above 207 for only 8 years, Even in previous wars the ratio seldom fell as
low as a third, During ths Auvstrisn War of Succession it stood below that level
for just 2 years, A cash ratio of 307 end sbove was maintained by the Bank for
61l but a single year of the Seven Years War and sgain for all but two years of
the Amsrican War of Independonca.1

To afford a clear comperison of movements in the rslevant varisble I
plotted figures of the Bank's bullion reserve, notes and deposits on a grsph end
compared years of war with their preceding psricds of peaoa? In three wars from
4756 to 1793 while the amount of bullion in the wault of the Bank did not mowe
upward and in some cases declined, there was nevertheless a discernmable expension
of notes plus deposits outstanding., For the wars against France at the end of the
csntury there ocourred a sharp fall in the amount of bullion held by the Bank and
e very marked expsnsion in its outstending liabilities, The comolusion suggested
from historiocal comparisons is thet the Covernment's deoision of February, 1797
to suspend speoie peyments permitted the Bank to operate on a far lower cash ratio
than it bad ever maintained befors in wer or peace and that its lisbilities
expanded at & quite unprecedented rate.

Suoh & marked snd rapid increase in the notes and deposits of the Bank of
England created conditions for & corresponding oredit expansion by the entire
banking system, Unfortunately it is not possible to verify statistically
aggregate changes in the volume of advences afforded by London or country benkers
to their oustomers, Nothing is known of the aggregate amount of credit supplied
by private bankers in London. Previous writers on the monetary history of the
period have used figures of notes stamped for taxation purposes to illustrate
variations in the note issuss of country benke? But in a detailed appendix
Dr. Pressnsll seis out the numercus defects which "rendsr ths use of the stamp
returna extremely undesirable for all save very limited purposes."l"

Tn parked contrast to the relatively complete information ocn the Bank of
England there sppears to be little of statistical value to illusirate aggregate

1. &e Tahh 22.

2+ Sources from Table 22.

3, The figures are printed in Appdx. 99, Citee, on Bank Charter, 1832 and
reproduced by Silberling., 'British Financial Experience', p.294 end in his
*British Prices and Business Cyclss', p.258.

4 Presmll. cmw Banking, PP» 180-188.
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movements in aredit supplied elsewhere in the finencial oystems Ve do lmow that
the number of banks increased very rapidly over the war years: (London banks from
63 in 1792 to 80 in 1814 and gountyy banks from 280 in 1793 to 657 just befora
waterloo; end the data published in histories of just 6 of thess benks indicates
that in every case their liabilities expanded as fast, if not faster, them the
Bank's over the periods’ Vinosnt Stuckey sdmitted to the Bullion Committes that
the cireulation of his three banks in the %West Country hed risem. John Tritton of
Barclsys made the same point and Gilchrist of the British Linen Benk was willing
to testify that the entire nots issus of Scottish banks had gone up.>

Purthermore, contemporary opinion favoured the notion that not only had
benk notes and deposits risen rapidly after the Suspensien but bankers worked
with lower reserves. Wilkins, the Breoon banker, lowsred his reserve. Thompson
who ran the Hull brench of Smith Payne and Smith thoughi it was "not necespary =
for a country bank to be provided vith the seme amount in bank notes in
proportion to his issue as he was before restriction licble to keop gold,™
Tritton, Thomaes Richardson the bAll broker and Yalter Boyd all held the same view.
Finally the Bullion Committese, of whom four were bankers, reported, "It seems
reagonsble to belisve that the total amount of unproductive stock of all country
banks conaisting of specie and Bank of England paper is much lsss at thia period
under a circulation vastly incressed in extsnt than it was before the restriction
of 17970”“

But szince the definition of a reserve and practios varied detween dbankers
and from one time to another, it is impossible with the psuoe data at our
disposal to put contemporary cpiniom to a stetistiocel tests Yet no writer om
the mometary history of the period is prepared o deny that a gemsrel and
probebly rapid expansion in the supply of momey ccourred afier the Suspenslon of
Specde Payments.

After 1797 the ultimetse reserves of the British banking system consisted
wainly of the lisbilities of ths Bank of Tngland ond without a rise in its note
cireulation and deposits no sustained expansion of oredit could have ccourred

3

1« Joalin, 'London Frivate Barkers'; p.175; Bilton-Price, A Handbook of Londom
Banlkers snd Presanell, Country Bankers, pe.if. The cirsculation figures for
benks are ini Leighton-Boyoe, sSmiths, ppe 315=3193 Pressnsll, Country Banking,
PPe 512 and 5173 Grahem, The £1 Note, pps 133, 137 and 1423 Phillips, Banks,
Benkeps and Banking, p.57. See also Coppieters, English Banknote Ciroculstion,

Pa 1544
2, Bullion Cttee., 1810, pbe 113, 145, 116, 139 and 140 and Cannan, Paper Pound,

P 62.
3. Ctiee. on Bank Charter, 1832, g, 1757; Bulliom Cttee., 1810, ppe 146 and 147 and

Boyd, Latter to Pitt, 1811’ BPe 19=20,
iy Cennsn, Faper Pound, p.62.



173

during the war years, DBank notes and deposits passed into circulation through
two main chamnels = as advanoss to the Government on exchequsr and othsr bills
or a8 advances to the London business conmmiﬁ mainly on bills of exchanga, To
obtain some estimate of the relative responsibility of the public and private
sectors for the coreation of Bank liabilities (reserve money) we lock to the assets
sids of the Benk's balonos sheats and compare iis holdings of private and publiec
securities. Simple comparisons between types of assets provide us with only a
crude measure end the relovant and move refined comparison is between the net
asset position of both sectora at the Bank, Thus if publie and private balances
are substracted from publie snd private aesets respeetively, proper comparisons
can be made, Vhenaver the net asset position of the private seotor increased as
a proportion of totsl &ssets (public plus private) this indicates that the Bank
--issued a higher- proportion of* its 1iabilitles to the private seotor., Whenever
the Bank issued proportionately more of its liabilitiss to the public sector the
ratio of public to private ssouritiesz would rise.

The Bank's 1lisbilitiss were backed by three types of assets ~ bulliom,
srivate pecurities, and public sequrities. Wor more than half the war yesrs the
bullion reserve provided less than 207 of the oover for notes and deposits
outstanding and for 19 of the 22 yeers of wer it provided less then 307,' Time
public end private seocuritiee supplied the bulk of the cover recquired for the
Bank's lisbilities, Ismediastely before the war 71« of total securities held by
the Bank consisted of exchequer and@ other Governmsnt bills, but during the war
the relative importance of edvanoces to the private sector increased enormously
and in some years aotually exceeded sdveances to the State, Over the war-yesrs as &
whole the average ratio of private to total scourities held by the Rank ancunted io
43 . and this proportion provides & measure of the private seotor's responnibility
for the rise in Benk 1isbilitise and reserve currenqy between 1793 end 1815,

Comparisons between the wars agsinst Prance and other wers in the 18th
ventury cannot be mads easily dus to a lack of data for years earlier then 1778,
but the Bank's income from private losns and disgounts (which is a good index of
changes in the sccommodation gramted to tle private sector) fell during the
sustriasn War of Succession, rose but not marksdly in the seoond half of the Seven
Years ¥er and displsyed no definite trend during the Americsn Var of Imlap«mcl.amm-3 '
Given ths imcreased demands inverisbly mads by the Government vpon the Bank in

1a See Table 22.
2, Ses Table 22.
31 See Tabls 22,
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time of war, the figures suggest thet in previous wars its advances to the private
seotor elther failed to expand or expended at a far slower rate than advances to
the Stetes In other words any increase in the momey supply which ooourred in
wartime prior to 1793 can be attributed to borrowing by the Treasury. During the
French Vars the high level of public borrowing from the Benk was accompsnied by an
unperalleled addition to the amount of accommodation grented to the London
mercantile community, Both the rapid rise in the 1limbilities of the Bank of
Enzland and this unprecedented inorease in advancss to the privete sector sugsest
that the British Government conducted the wars against Prance with what asppears to

be expensionary monstary policy.

Goverament B The N 8 and ths Bullion Comtrover:

The Government's influence on the momsy supply oould be exercised in two
ways = directly through its omn borrowing oparations and indireotly through its
influencs on the emount of oredit granted by the Bank to the private seotar. My
concern in this seotion ig entirely with the former,

Borrowing by ths Treasury from the Bank exsroised less influence on ‘the
monsy supply than Bank loang to the private ssctor. Revertheless if the
Government's poliqy had heen to 1imit inoreasss in ths momey supply the experiense
of the yesrs 1793-97, when the Tremeury attempted to finance the war vithin the
diotatas of convertibility, oertminly showed that ways were open to the Chancsllor
to restrlet his dsmends on the Bemk, During those years, confrontsd with repeated
warnings from the Directors ebout their declining bullion reserve, ths Treasury's
penagemant of the debt began to take a form which effectively reduced the impaot
of Government borrowing on the monsy supply, For example, Pitt attempted to
contain the floating dsbt through the employment of bigger leans and pexiodio
funding operations, His reforms to the military estimstes and the mode of oredit
used by the Navy slsc sought to limit unfundad borrowing and :ln order ™ by-pass
the Bank he s0ld a larger share of bills direct to the mrht.

Critics exaggsrate when they suggest that the Government deliberately
brought sbout the Suspension of Cash Paymsnts in order to make ths Bank an "angine
of State finence", but the whole episode does show that Pitt, although strongly
pressured by the Directors, was prepared to modify but not to radiceJJy alter his
financial policies in order to presarve the safety of the Bank. Rither the

1» See Dpe 86-87, 114, 1175 124, 125, 126 and 137-138.

2+ Hardoastle
. Ay » Banks and Banking, p.116 and Boyd, Letter to Pitt', 1811, pp.6S
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Chancellor did not understand the logical outcoms of his actions or, what is more
1ikely in e man with Pitt's gresp of fimanoce, he simply refused to sbide by the
traditional rules of ths monetary ayatem.l He preferred to risk the collapse

of the Bank snd when this become imminent during the orisis of Februavy, 1797,
the Government, in order to avoid finaneirnl chaos, had no alternative but to
relieve the Bank of the legal obligation to redeem its lisbilities in gold,

Even if all the implications of the experience of the early years of the
Revolutionary %ar were not fully grasped, Pitt and his advisers must have dremn
seversl of the more obvicus lesscns spellad out in his correspondence with the
Bank and reiterated by witsesses before the Committees of Suspension in 1797.2
First of all the Chanosllor peraeived that the recuirements of the gold stendard
involved not merely interforence from the Bank with his management of the debt
but even with his foreign policy. Debt menagement, always difficult in wartime,
became doubly 50 when the Treasury lost the flexibility afforded by support frem
the Bank for the marketing of bonds and bills. As the Direotors told the Commons
Committee they intended to show Covernment end Parliement that the Bank oould not
support, at one and the same time, heavy militery expenditure overseas, rising
demsnds for oredit from the Stats and for discounts from lLondon merchants, They
therefore limited discounts to the private seoter and pushed the Treaswry into
greater dapendence on the marimt for short temm :l;r.wm..5 Since the parket could
no longsr adjust through the Bank, the ccopetition for funds became intense and
diverted credit to the Government,

Interest rates ross rapidly and the Bank's polioy affeoted confidsnce in
oredit during a political situstion whioch already mads liquidity preference very
high. London businesemen rescted against credit stringency and asked the
Chancellor to use his influencs on their behalf with the Bank. Pitt, worried by
the potential hostility from the City to his foreign poliqy and stlll more by the
poasibls effscts of e deflationzry aredit policy on trade and production and
through tham to tax receipts, listened to sohemss for an alternative zedivm of
ciroulation and asked the Direators to do more for merchants. Naturally enough
the Directors begams peeved and carefully explained to the Cosmons Committee that
they wented mothing more but to help commerce but ceuld not unlesa the Treesury
repaid soms of its advances. Their evidence is olsarly designed o exonerate the
Benk from responsibility for the Suspsnsion and to bring out the canflioct beilween
Government and private demands for credit, '

1o Goumons Cttee. on Suspension, 1797, PDe12-15 where Pitt emphasisss the primacy
of the publio servige. Auckland moreover wrote to Pitt in July, 1796 and

explained fully the possible oconsequences on the Benk of the Chaneellor's
soticns = Aucklend Papers, Vol, 34454, dds 247496
2, This correspondence is printed a5 an appdx. to Cttee. on Suspensicn, 1737
3, Cttes. on Suepension, 1757 pPe’6s12921%22,34,41=42 and 71=72. See pp. 87, 112,
113, 114, 115, 116, 123 and 202-204,

R
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During the esrly years of the Revolutionary War the Treasury had been
forced to conduot its borrowing operations without the traditional, expected and
above all unstinted support of the Bank of England, With the removal of cash
payments 28 “ea necassary evil" the Chencellor soon discoversad he could again
demand and receive complets cooperation from the Direotors. The Treasury found
greater flexibility in alternating between billa and bonds, it could time loans
to better advantage and experienced no lack of willingness on the mart of the Bemk
to support interest rates on short term securities or to anticipate revenue from
bonds end taxea.1 In short, the debt ococuld be menaged more with an eye to its
own ends and lses for the convenience of the Bank, The Chancellor sould proceed
with the difficult enough task of finanoing global warfare unhampered by the
requirements of convertibility., Suspension oame sbout almoat by acoidsnt but it
‘cames &5 2 bleasing in disgulss, No wonder Addington, who headed the Treasury,

im 1803, found restriction a measure of "unquestionsble convenience" and the
Government throughout the war atrongly ressisted every attempt to farce a resumption
of specis payments.

While the inflationary potential inherent in the removal of the
traditional end only check to making the Bank an engine of State finance did not
&0 unnoticed, in 1797 the subject was not extensively discussed principally
because both Committess on Suspension and the Governmsnt prooceeded on the
assumption that the Bank would resums cash peyments within the near future.
Disoussion of and opposition to mometary policy only beoams seriocus when the
Government suspendesd orsh paymsnts for the duration of war and whan it appeared to
its oritios that the oreation of Bank credit had beomme excessive,

According to oritios of official poliay the creation of credit becams
exoessive whenever ths market price of gold rose above its mint prioce, the rate of
exchangs fell below par or prices increased, Their views, which fomm one sids of
the now famous bullion controvergy, have been analysed in seversl publ:loatin::m.3
Here it is relevant to bring out only that aspect of the controversy which impinged
direotly on questions of war finsnos.

Wernings often stern on the dangers of credit inflation were uttered
both inside Parliament and published outside the House immedistely af'ter the
Suspension of Cash Payments, but as the transition to an inconveriible currency

2

1. See pps 112-139.

2, See ppe 133 and 136-139.
3. Viner, Studies, pps 119=-170; Angell, Studies in the Theory of International

Prices, ohe3; Rist, History of ¥onetary and Credit Theory; and Madlsod, Theory
of Banking,
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was achieved fairly easily, no further eritioism of the meesure emerged umtil
prices rose rapidly between 4799=1804 .1 At that time most writers agreed vad
harvests provided the basic explanation for the elevation of prices, dbut ssveral
subscribed to the theory that ohangss in the money supply had exercised an
independent influence, While their opponents denied amy such influence, Thers is,
however, no need to recapitulate the arguments, Uith the exception of
contributions from Boyd, Valthus and Thornton the controveray was not marked by
any profound snalysis of the relatlonshdp between money end prices.c Thoss who
followed Boyd end agoribed an indspenient imfluence to the momey supply also egreed
with the Earl of Suffolk "the grest source of avil was the atoppage of the Benk of
England" and recormended an early resumption of cesh pqmnts."' Apart from Boyd
vho recognised the sidvantages the Treasury derived from the Suspsmaion end told
Pitt be was not in favour of resumption "if it embarrasses your adminigtration®,
ne opponent of offiedal poliey expressly considered relations between the
Treasury and the Bank." On the other side, spokesmen snd pamphleteers aimply
dented all conneotion betwesn the currency and the riss in prices.’ In eny cese
the main controveray took place outside Parliament and hardly came o the notioce
of the cabmt.s

Very little dissent from the Commons marked the passage of the
Addington's bill to prolong Suspension vmtll the end of the war but the Lords
conducted s lively debate on the subject in 1803 and again on the Irish Bank
Restrioticon Bill of 180!;.7 Grenvilie, cne of the originsl framers of the measure
in 1797, werned his fellow peers, "There was growing up in this country a
nistaken apathy on the subjeot. Eany persons beliesved that the eontinuencs of
rastriotion had hitherto produeed no inconvenienee snd that there was thersfore
no danger in prolonging it :Ilﬂeﬁ.nitol.v."a Grenville's speech really warmed

1+ Farly, Hist., vol. 32, pp.1510, 1527, 1529 snd 1550; vol. 33, pp. 42, 53, 65
324, 326’ kb, 358 and Holland Msmoirs, D.84.

2. Bee pe 242 end "Boyd Letter to Pitt', 1811, pp. 50=56.

3. BSee pp. 2:2-243 ; Parly Rist. vol. 35, ppe 1265~69.

4 'Boyd Letter to Pitt', 1811, p.57.

5. DBaring 'Obsexrvations', 1804, pp.9+~11, 22«2 and snon, *Brisf Obgervatioms®,
1801, pe15e

6. The Committees which investigated the High Priocs of Provisions ia ¢800-4801 paid
no attention to the currenay but the commsotion between money and prices was
certainly mentioned in Parlisment -~ Perly. Hist, vol. 35, ppe 611, 616, 793,
838 and 1265~69. Aucklend was the only menber of the Government who
pertioipated in this debate,

7. On the Irish monetary system see Feiter, The Irish Pound and Parly Debs., val.is
Pp. 698-99, 1082-84 snd 1087-88, The Earl of Parmham wroie €0 Grenville sbout
it in 4800 - Propnore Papers, vol. 4, dd. 2006018000

8. Parly Debs., vol. 1, p.1825; see also pp., 70B and T13.
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the Government of the dangers of eredit inmflation and suggested it was unwise to
extend the Suspension for an indefinite period, Loxd King, likewise appslled by
the casual way Suspension had been prolonged, saw no case for the messure at all,
Bven in 1797, he reminded the House "It was acknowladged to be & measure of the
moet questionable nature open to the most dangerous gbuses.”’ In his view sbuses
haed already occourred; sinoe 41798 "a uniform and unexampled increase of the price
of speoie corresponding as it did with the increass in the quantity of Bank notes
and the depression of the fareign exohamges afforded decisive evidence of
misconduct of the Direotors of the Bamk,"> Although the Lord Chancellor defensively
reverted to the officiasl attitude of 1797 and defendsd the messure as "a necessary
evil", Aucklend and Hawkesbury refused to be intinmidated by the opposition.” On
behalf of the Government they denied King's assertions, defended the Barnk and
insigted the Suspension constituted = necessaxry pasrt of the war effort."'

For several years the market prioce of gold remained near enough to the
mint price and the rate of exchange sufficiently olose to par to preolude serious
opposition to the Govermment's menstarxy polioy. Antipathy to the inconvertible
ourrenoy lay dormant whils changes in the money supply exerted no obvious effects
on the economy, but in {809, when the market price of gold rose i4i% ebove its
mint price and the sxchange with Hasmburg fell by almoat a £if'th, these symptoms of
"axcassive" oredit creation sngendsrad a vigorous and sustained attack on the
Government's monetary poncy.s The attack opened with the publication of
Rieardo's three lstters to the Morning Chronieols in August end September, 1809..6
Ricerdo began by pointing out that the price of gold had risen by 205 sines 1797,
which with the depreciated exchange provided proof of the excessive credit creation
by the Bank of England because under the gold standard "no effort of the Bank
oould keep more than a certain qusntity of notes in circulation and if that
quantity was exceeded its effects on the price of gold alwaya brought the exoess
back to the Bamk for speoie,"” In & third lstter to the same paper Ricardo stated
bis eims specifically. "I shall attempt to prove, Gold be the standard of valuam,
end consequently Bank notes the representatives of the Gold coin ..., that Bank
notes are at pressnt at a discount and that the excess of the market sbove the
nmint prices of gold measures the depmoiat.{on."7 Ricardo's letters were followed

1. PFortescue, Speeches and Writings of King, pp.240-212 &nd Parly Debs., vol. 1,
ppe 1673, 1676 and 836=37,

2. Parly Debs., vol, 1 Det670

30 Rid. P.715.

4. Ibid, pp. 709, 1675-76 and 1838,

5. See Tables 34 and 35. :

6. TFetter, 'Politics of the Bullion Report!, ppe104=105.

7. Ricardo, 'Letters to the ¥orning Chroniele®, 4809, pp. 16-21 and 29.
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up by publication of pamphlsts by Fushet mnd others which also demonstrated {on the
same criteris) that the Bank of England hod inflated the money supply.' In Pebruary
1810, Prancis Fornar noved ths Commons to appoint a Selset Committse “To enquire into
the cause of the Mgh price of gold bullion,"> Extrsots from the Committee’s report
appeared in the press in Jume, although it wes not officially piblished until Auguat
of 1810, "Upon & review of all the feots and rensonings which have been submittod,®
the Bullion Committse informed the country, "There is at present en excess in the
paper olrculation of this country, of which the most unequivopal symptom in the wary
high price of bullion, end next to that, the low state of the Continentsl Exchangesg
that this exoess is t0 be ascribed to the want of & suffioient check and control in
the issues of paper from the lank of England; and originally, to the suspension of
cash peymants, which removed the matursl and true control, For upon & general view
of the subjeot, your Committee sre of opinion, that no ssfe, certain md constently
adequate provision against an excess of pasper currvency, either occesionsl or
permansnt, can be found, except in the convartibility of all such paper into npae:l.a.""
The Committes recommended the regusption of speoie payments within two yesrs, but
mere extreme supporters of the Heport demended en ismediate reamption.s Tith the
publication of the Comdtise's report, the Governmsnt hed to oontend with very
purposeful opposition both inside and ocutside Perlisment to its monetary policy.
Ricardo wrote furiber letters to the Norming Chroniocle and the editor of that Tory
paper appearsd to sympathise with his viawa.s 0f course Whig nowspapers supportsd
the bullionist oriticisnm of the Govermment, Over the following ynars mumerous
pemphlsts were published reiterating Micardo's podnts '

Inside the House of Commons Franocis Hormer aonoluded his introduction of
the Bullion Eeport to Parliament by moving 16 resolutions, The wording of* four
sum up the bullionist ocese.

"That the Promissory Notes of the Bank of England are stipulations to psy, on
depand, the Sum in Pounda Sterling respectively specified in gagh of the maid Notes,"
"That when 1t waz ensoted by the suthority of Parlisment, that the peyment of

the Promissory NMotes of the Bank of England in Cash should for a time be suspended,

1s Fushet, 'Inquiry', 1810,

2. Commons Jnla., 1810, p.105 and Hormexr, Memoirs, wol., 2, pP«29,

3« Yomming Chxronicle, {11th Juns, 1810, and Fetter, 'Politiocs of the Bulliom Ecpﬂrt’.
PP 407108,

4, Cennan, Paper Found, p.66,

5. Ibid. PPe 68“69l

Ge Ricsrdo, ‘Letters to the Yoming Chronicle', 1810, pp.131=155 and ¥orning
Chronicls, 14th ¥ay, 1811.

7« Surveys of this literature can be found in Viner, Studies, chse3=4; Angsll,
Studies in the Theory of International Prices, ch.3; Wu, An. Outline of
International Price Theories, pp.328-335 and Silberling, 'British Finaneial

Experience', pp.282-297,
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it vas not the intention of Parliament that eny alteration whatscever should take
place in the Value of such Promissory Notes.®

"That it sppeers, that the sctual Value of the Promissory Notes of the Bamk of
England, (measuring such Value by welght of Stendard Gold and Silver as aforesaid)
has been, for a oonsiderable periocd of time, and still is, oonaldersbly less then
vhat is established by the laws of ths Reslm to be the legal Tender in psyment of
eny noney oontract or stipulation,”

"Thet the Fall which has tskem place in ths Value of the Promissory Notes of
the Bank of Englend, and in that of the Country Bank Paper which is exchangesble
for 1t, has been ocoasloned by too abundent Issue of Paper Currengy, both by the
Benk of England, and by the country Banks; amd that this Excess has originated,
from the want of that Check and Control on the lasusas of the Bank of Englend, which
existed befors the Suspension of Cash Pagmnta.'1
Hornexr's resolutions received support in the Commons from thoughtful oritics of
financial poliey suoch as Huskisson, Canning and Thormton; men who oould not simply
be dismissed as prejudioed members of the oppoaition.z

A very large part of the oriticlem levellsd against oredit polioy is
concemed to show that the Bank had departed from principles it had observed in
regulating the oreation of lisbilities untdl 1797, Before the Suspsnsion of Speoie
Payments the Bank's debts were lagally promises to pey on demand a fixed quarfity
of gold, If a peper title failed to purchase in the market the legally designatsd
quantity of gold it wao deseribed as depreciated in velue, Symptoms of
depreciation were a hisher market then mint prise for gold and a rate of exchange
below par. The oause of deprecimtion wes an exoessive supply of gredit initiated
by the Bank, Correction of dspreciation was mutomatio because as the market price
of gold rose and remained sbove its mint price or the rate of exchange remained
consiatently below par, it would becomes moxe profitadble to settle doth internal
and external debts in gold, Bank notes would be exchenged for gold and as the
bulldon reserves of the Bank of England and the reat of the benking system declined,
the whole aysiom would be compelled to contrast oredit, PFurthermore, contraction
by the Bank of Englend entailed multiple contrastion throughout the banking system
t0 the point where the market and mint peritiss were equal and the par of exohange
was restored., By tying the currency to a given quantity of gold fixed in priee
and making gold payments legal tender, the 18th century monetexy system had

1. Parly. Debs.; vol,. 195 PeE3e
2. Ibid, pp. 896. 97% and 1104 and Thornton, Paper Credit, p.327.
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secured a check on excessive credit creation by benks and a currency relatively
stsble in value for both intermal and external transsetions.

Before the bullion debate, the formal requirements of the 48th century
gold standard had never been ennuncisted, For several decades before the French
Wars the country had experienced no balance of psyments problems and neither tle
Bank of England nor other banks had been oompelled tc contraot lisbilities through
a persistent outflow of gold, Furthermore, the banking syatem had developed very
rapidly in the last dscadss of the 18th century without & corpus of theory, positive
or normative to explain and gulde its development, Adam Smith apparently missed
the point of banks when he observed that their circulation did not increase the
maney supply but simply substituted for gold, His presoriptions are, moresover,
marked by some hostility to banks and a dislike of inconvertible paper. Disocussions
of the role of money and monetary policy in the econamy certainly do not appear to
have been popular either among eoonomists or men of affairs in the late 18th
century.’ Nevertheless, the underlying logic of the British mometary system was
present before the bullion gontroversy, but it required a wer and a seriocus
balance of peyments orisis to bring them to ths fore.

In February of 1797 Pitt's government removed the central regulator of
the money supply by suspending the legal obligastion of the Bank of England t0
redeem its notes in gold, The Suspension of Speoie Payments in f'act constitutad
an official armouncement that far the duration of war the money supply would no
longsr be regulated by the requirements of comvertibility.” But at no time was
this point stressed sufficiently strongly to preclude the development of a
controverasy largely concerned to demonstrate or refute the proposition that
monstary poliey had departed from gold standerd principles., Monetary policy is
the least neglected of the history of public finance during the French wars. The
literature both contemporary and modern on the subject is extensive, but most
modern writings usually treat policy as incidentel to another interest such as the
theories of momey, trade or prices, Many of those involved at the time such zs
Ricardo and Wheatlsy alsc seemed more intereated in long=run theoretiocal issues.
But whils the dbullion oontrovsrsy certainly raised matters of profound interest for
the eoonomist, it originated as a debate sbout a particular policy at a particular
time and attention here will be confined to that aspect of the debate., Considered
in the context of war finsnoe, the bullionist opposition to the Gowernment rasts

3

1. Fetter, Development of British Monetary Orthodoxy, pPp. 4y 9 and 10.

2. See pp. 133-139.
3. Sayers, 'Ricardo's Views on Monetary Questions®, PDs 7984
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upon the proposition that the gold standard is the best, or, in 18th century terms
the 'natural' way of regulating the money supply. The Bank of England supported
by the Government hed departed from its tenets and issued sn excessive supply of
credit. For some crities such condemmation asppears to have been sufficient, ILoxrd
King's speeches and writings esldom go beyond e demomstration of depreoistion,’
Ricardo's writings in 180910 are concerned mainly with proofs of depreciation,
His argument is often left there. Por MacCleod later in the 19th century the
simple demonstration that the Govermment during the war hed departed from "those
principles of monetary science as laid down in the Bullion Report®, principlss
which he described as "matters of purs geomstrical demonstration”, was more than
enough to expose ths error of its entire monetary J;Jt-.»l:l.cy.3 Others were perhsps
primarily oconoerned lest the temporary suspension of speais payments, regarded in
some oircles as & successful experiment, might lead to a permsnent sbandonment of
the gold standard,* Nevertheless, the bulk of critfoal comment dsmonstrated that
paper was deprecliated in terms of gold and sald very little else,

One of the moat remarkabls omissions from the opposition Government
polioy is an informed and full discussion of the dmplications for war finsmce of
the recommendation to resume specie payments, After all, thé Government had relieved
the Benk of this obligation in order to avoid the constraints of ocovertibility and
the impliocations of conducting the war on gold had been revealed in 1795-97.5
Moreover, both the Governor and Deputy Governor of the Bank of England stressed
this very point in their svidence to the Bullion Committee. They observed that if
ths Bank had to redeem its lisbilities in gold they would be ocompelled to restriot
oredit which "would be attended with injury to the publio oredit” or "as in the
experisnce previous to the year 1797 produce great public diatreas."s Yet with
few exceptions bullionists tended to ignore the requirements of the Govermment.

Huakisson was the most oonspioucus, for he certainly kmew from hias years
at ths Treasury, that credit creation could originate from Bank advances either
to the public or the private seotors, and hias close questioning of the Bank's
representatives before the Bulllon Committse succeeded in revealing that mo security

1. Fortesocus, Speechss and Writings of Lord King; Parly Bist., vol. 36, ppe 1157=57;
gﬁg_]g- Debsss VOls 4, PPeb697=7014 715=16; 1673=T and 1834~35 end vol, 19, 2P
20=530,

2. Ricerdo, "Letters to the Horning Chromicle', 1809 and 1810, ppe15+33, 131~155 and
"High Prioce of Bullion, 1810, Dp.51=127.

5. Mael lsod, Theory of Banking, ppo219‘-220, see also DPPe 111 and 14k

L. Norrer, Hemoirs, vol. 2, p.87 - lstter to Grenvills, dd.28.6.,1811 and Blake,
‘Observationa’, 1810, p. 77

S5« See ppe 133-137.

6. Bullion Cttee., 1810, pp. 89,95, 110=-112,
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really exlsted against the "exceses” issue of Bank paper to ths Govemmant.1 One
excuse for the failure of critics to consider the momey supply in the oontext of
war financs wes, however, the refusal of the Bank 4o furnish figures whioh
distinguished publio from privete sscurities in its portfolio, From figures supplied
to 1t of advences to the Government, the Bullion Coomdtise reached the pussling and
errcnaous conolusion thet such loans were lower as a yearly average than befare

the Suapertms:mn.2 I oen only surmise that the figures exoluded the smoumt of
exchequer bills purchased in the market and consisted entirely of nornal weys and
means advsnces; & oonclusion whioh is supported by the Direotor's sucoessful
resistance to a motion moved by Maryyat in the Commons requesting them to furnish
flgures of total exchequer bills held by the Bank, /bout the seme time Husldismon
also falied to persuade Parliement to compel ths Direotors to reweal the amount of
commeroial paper under diseount,” Thus the only figures evallsble to bullionists ~
sonsistad of the value of motes ciroulated by the Bank of Englend, Rather blindly
they fooussed attention on this single sggregate and in general ignored thelr
channels of issue., Statistical blackout does not, however, really sxouse the
fallure of the bullionists to disouss the distinotion betwssn commereisl discounts
and acoammodation to the Trsam."' I have found aomp examples among nmumerous
speechas and pamphlsts whioh really reccgnised the problem of war finance,
significantly enough frem peoprle who were or hed been commected in scew way with
the Treasury, For example, in their pamphlsts Huskisson and the two banksxrs
(2egens end Hoare) considersd only the pale of bonds and made the assertion

that the resumpiion of cash payments would lower the prioce level and diminish the
Government’s need to 'bormw.5 Even if we scoept thelxr doubtful assertion thet the
pricea of goods and services purchased by the Government would deoline sharply

with a contrection of the money supply, thelr aasertion completsly neglaotas the
numerous forces other than price movements whioch determined the deuends made by

the Treasury on the Benk.
Until the Governnantts sttitude became plain, speoulation ebout the

1. Buliion Committee, 1810, ppe 118~119, Henry Thornton is the other conspiouous

exoeption,

2. Cannan, Paper Pound, De56e

3. Parly. Debs, vols 19, DPpe729=3L, 760=762 and see Marryat's letter to the Times
26al011 e

L. Hormey mede the distinotion when he introduced the Bullion Report to Parlisment ~
Par]y. Mbloy vole 19’ PP 820'823.

5. Huskisson, *The Question®, 1810, pps 14ks 145 and 4483 Magens, ‘An Inquiry', 1804,
Dokl Hoare, 'Possible Existence®, 1810, pp.52«54 and 14); Leuderdals, 'Furthex
Consideraticns’, pp.125 snd 126; end Bleke, 'Observations®, 1810, p.85.
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possibls resumption of cosh payments cade for uncertainiy in the cepital market.
Before regotlatione for the loan in Vey 1810, the Governor of the Bemk refused to
commit himself en the usual edvences to the ccntrsctors and the Bank toock precautions
against Besumpiion by rejecting acme applications for discounts in September.1
Aspperently 1ts action caused considsradle alarr in the markat.z By the end of the
year the Government had, howsver, commmicated its dissent to the Benk and launched
a vigorous counter attack against the critics of its monetary poliqy an all possible
fmnts.j

Naturally enough, one of the central cherges levelled by Cowernment
spockesman againat bullionists wea their failure to cmsider the problem of war
finance. FPorceval considered the "Committes®s poliqy of unconditional resusption at
e fixed date as equivalent to 2 declaretion that we must submit to any terms ratber
than continue the war."" : :

During the Bullion Debate the Prime Minister referred to inconvertibility
as "indigpensably necsssary to the asalvation of the country and that the Peninsular
Far could not be carried on without 1t,"> Vensittart told Parliament that the
"Rostriotion was afeasure of public poliey originally imposed end since continued
for reasons comnsoted with the safetly of the stato" and that Resumption would make
the Bank "a burden inatsad of a support to the publie."s Castlerengh pointed out
that Resuzption would bs "prejudicial to the publie 1nterost."7 George Rose and the
Barl of Rosse otressed the grave dangsr of sbridging assistenoe to the Governmante’

Outelds Pariionent Covermment supperters spelled out in deteil the
advantages public Pinence had derived from Suspension, Sir Jobn Sinclair desoribed
the funotions of the Bank of England as being to advance axchequer bills which
cannot be 8013 in the market, and {0 advance to contrasctors on the payment of
instalments of the loans, He soncluded that the Bank eould mot support the
Government if the Eesumption ware nmd.s Jasper Atkinson reitarated the
srguments he firat used nine years before, narely that restriotion existed to

1+ Bank Repert Booky 11 5 10 end Bank ¥imutes, 18:3410.

2, Rosss 'Cbservations’, 1811, p.69; Sinolair 'Remarks®, 1811, pe10 and Sinclatir,

. works and Correspondsnos, Peidde

3+« Bark Minutes, 27 Nmnbor.i&lﬂ and 5 December, 1840,

k4e Jemnings, Croker Diaries, vole 1, PPs34=36, Perceval was partieularly annoyed st
Huskisson's allisnce with the bullionists. In his pepers there is a long
unsigned analysis of the bullion question, probebly from Atkinson = Perceval
Papers, vol.49477, £018,203=214, Fetter, 'Politics of the Bullien Repert®,
PPe107=114 described the Government's campaisn.

5. Parly, Debss volai9s Pe1075; v01e20, Pe15; vole2h, pe287.

(W ?EI'JN. Dahs., vol.t19, p.953s921uanﬂ. 968,

7+ Ibid, ppe954#555 end 1009-10,

8. Rodse, 1Sbservationa’, 1844, Peli5e

9+ Sinclair, ‘0Observations®, 1840, 99053 and 5.
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support public credit and oculd not be dons awey with until Covernment expenditure
dininished,’

T'o bullionist, particularly wen like Huekisson, Caming and Thornton,
wanted hls petriotism called into quastion by seeming to advoeate amything less then
cosplete support by the Bank for war finenecs, and the Governnment's argument that
Resupption within {wo years might corprowiss war effort was not mwasted on them.
Renry Thorntonm, who had signed and probably written the Report, recognised in his
speech that "the administration wished to enjoy the benefit of an extended issue of
paper in thelir financial and political conocerna" and was clearly worried ebeut the
recozmendation to resums within two years, He therefore advocated "a cauticus
restriction of paper by the Bank of Eng:l.a:ml."2 Huskisaon appsars most anxious to
recomoend nothing vwhich might impair the propagation of the war against France.
Huskisson's pamphlet, whioh sc annoyed Pereeval, is far less temperate then hia
spesches befors the House, In fact he latar retracted the views he held in 184 O-l‘l.S
Canning, who tock a bulllonist position, also opposed the Resumption of cash payments
in two years and expressed willingness to leave it "to the good sense and good
intentions of the Bank and to the suggestions of the Exsoutive Gwmt."" Even
Tiemey, the vhig expert on finance hed douvbts about the wisdom of an early
resunpticn. _
A% first sight it is perhaps surprising to discover that the Government
did not rest their cese upon the purely rragmatic argument thst specie payments had
been suspended to support the Treasury in the conflict sgsinst Mrence end if Bank
notes were depreclated by a mere 157 some thirteen years af'ter Suspensiom thon that
reprosented yet another coat of the war. Instesad of dismlssing as irrelevant the
bullionist contention that momstary policy had dsparted from the requirements of
convertibility the Covernment mode great efforis to prove that the currency wag not
issued to excess (in bullionist terms) and that the premium on guld and the
dspraciated exchangs oould be accounted for without referense to changes in the
noney supply. In faot Dirsctors of the Dank of England and soms members of the
administration went as far as to deny all oonnecotion between the money supply snd

the price of gold or the exchsnge on Hamburs.s Here their lack of reticence lead

Te fBiinson VA Ietiter, 15117, Dpe6Bp 70, 70 end 102 and ses Coutts-irottar, 'Ihe
I’rineiples' 118‘”) Ppo75-773 Anon, G bsarvations?, 181 2' m.%ﬁ.

2, Thornton, Fepar Credit, pp.348, 350 end 361, Becks wrote to Herries in 1810 and
asked "how could Thornton let this report pass™ = Herries Papers, vol,3,;38.13.9.10..

3. ?&I‘JJ. DebB. “1019! 991967-985 and Swert Economic ma. m."’ Pom.

be Pﬂl‘ly. mbﬁo’ vol. 19! P01127.

5. Dropmore Papsrs, vol, 10, ps198.

6s Dullion Cttes., 1810, pps96-97 and 127=128 and Parly., Debs., ¥0l.19y pp.854, 839,

Y29=39 and 945,




186

them into theovetical errors, which economists for generatioms thereafter delighted
to expoae-1

Vansittart and Castlereagh were actually enthusisstic or dishonest enough in
the Government cause to question whether Bank notss had aver possessed & standard of
value, but the serious part of the Covermment's case egainst the bullionists rested
upon elternative explanations for the depreciated pound sterling,® Basically tie
government and its supporters argued that the deprecisted exchangs end the high
price of gold could be explained by the sbnormal but adverse position of the belance
of psymentse Cn ourrent account (to use modern terminology) British exports hed
been prevented from reaching their destinations by the Contineatal System and the
Americen Cmbargos Vhile the flow of remittances sbroad to pay for the unusuelly
large volume of gommodities imported to anticipate the interruption to world trade
produced a defloit on the bLulance of trade. On capital account, the Government
wade heavy paymsnte In gold to support troops in the Peninsular end as subsidies to
its Suropean allien, At the same time the uncertainties engendered by the wilitary
situation in BJurope and the !'apoleonic blocksde lead to a heoarding of gold whioch
raised its price.z'

But all alternative explmmations for the elevated price of gold or the
depreciated exchange could, and indeed of'ten were, accommodated by bullionists in
precisely the some way thet Virer dealt with Silberling's objectioms to ths
bullioniats." Si1lberling argued that the depreciated exchange had been ocoagionsd
by heevy millitary expenditure abroad and not by excesaive oredit oreation at home
and Viner concludes his rebuttel in the following ways |
"It was primarily because under the paper standard the English currenqy wes not
contracted as i¢ would necesssrily have been oontrasted under a metallic standard
that the foreign remittances resulted in such marked depresciation of ths paper pound

on the exohanges. »2

1. Cannan, Paper Pound, p.23; Baghot described ths views Of the Directors as
"olagsical by their nonssnse" = cited Tetter, 'The Bulliom Report', p.75 and
Yeclsod, Central Banking, pe173e

2. Pecly., Debs, vols 19] PP-925"927 and 990'992.

3s See: speeches by Fercaval, Vansitimrt, Rose, Casilereagh, Long and Sexmel
Thormton in the Bullion Debate = Farly, Debs, vol, 19; the panphlets of their
aupportera: Anon, "awr mt”, 18105 PP.{H’; Ancn, A Iﬁtt&rip 1811| PP.29'
&-9;59. 65'66 and 965 S.i.nolair, 'Obsarvationa', 1810| pp|2’3’ 16“‘9 and 513
Rosse, .Ob”"atim'p 1841, PP-15'16, 19"‘20. 26.50.37.&0.&2."5’68 end 733
Atkinson, ' Letter', 1811, DPethphO=lii, 49«51, 53«66, 73,76,78 and 95+96; Hill,
'sn Inquiry®, ppe3s 26~29 end 78~79; Grenfell, *A Defence', 1810, pp.4s45+16 and
34; letters to the Times: 23uhei11y 30eketly 16412012 and 2401212, The ovidmos
of HreX, Greffulhe, Goldsmid and Iynne to the Bullion Cttes, 1810 and Liverpool
Fapers,; vol.38425 and Herries Fapers, vol, 3.

L. Silberling, 'Finenoial and Monetary Poligy', pp.226=-228 snd Angell, Studies in
ths Theory of Internationasl Frice, Appdx., A.

5. Viner,Studies,p.145 and Ricaxdo, ‘Reply to Bosanquet'!, p.239.
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Thus bullionists oould with aimilar eplomb meintain that it was precissly beocause
under the pzper standard the ocurrengy hed not been contracted as it would necessarily
heve been before Suspension that such matters as the olosing of Suropean and Amerioan
merke t8y urmusual grein imports, the heavy purcheses of Baitic stores, the hoarding of
gold, the dlsorganisation of foreign exohenge markets, military expenditure and
foreign subsidies or any other reason advemnoed by supporters of officiel poligy hed
resulted in on increased price of gold and en sdverss rate of exchemge. Fut in

this way the argument is unanewersble, A1l if msans i1s that a sufficiently vigorous
sontraction of oredit in any situstion will prevent & rise in the mint price of

gold end ¢ fall in the exchange rate, As a discussion of policy ths assertion is
oompletely unhelpﬁul. The real question, as the Chancellor of the Fxchequar pointed
out in the bullion debats, is, would ecredit restriction have been adventageous to

the oountry at the time?'

¥hy the Government Tried to Lefute Its Crigios

hy the Government made so much effort to refute the idea that the
currency was depreciated in terms dsfined by its opponents is one of the least
explored and most interesting questions of the dullion controversy, partioularly
o8 specis payments had been suspanded to give the Bank greater flexibility, o create
credit end also beceuse in 1819 when the Bank resumed specie payments there was a
widespread acceptance among of'ficial oirocles of bullionist propositions they had been
80 comoarned to refute just seven yaars before.2 Koreover, many of the commentaries on
the official casge have explicitly or implicitly dismissed it ss a feilure to asppreciate
the logic of the bullionist oase, end such cursary disrcissals diaplay s failure to
appregiate controversies in their historiosl cn:m*ae:\:i'..3

Perhaps the firat point to be exphasised is the positive reverence most
18th century Englishmen felt for the gold standard, They believed that paper
currenqy ciroculated anly as the reprssentative of specis and that a unit of psper
currency should at all times retain an intrinsic and stabls velue, measursbls in
terms of a given quentity of preoious metal. Among those who opposed the Suspensien

1s Torly. Debses v0le19, pped 070=4072 and Jennings, Croker Disriss, Dppe34=36, _

2. Spert, Economic Annala, ppe674~678; Yacleod, Theory of Banking, pp.185=-221 and
Horsafield, "Bankers and Bullionists in 1813', ppellid=~hhie

3« The tredition that the official casme was built upon error passed right through
the 19tk century to more modern studies, See Viner, Studies, chs.) and 4
tndreades, The Benk of England, pp.220-234; KacCleod, Theory of Banking, pp.220-
234; Thomas, Rise of Joimt Stock Banking, ppe33~35; Aoworth, Pinancial
hsecanstruotions pe71; Cenneny Taper Pound, ppexxxivexli; Quin, Banking in England,
Fe56; Doubleday, Finamoial Eistory, p.183; Bardcastle, Banks and Bankers, p.t125 and

Lewson, History of Banking, p.105.
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in 1797 =nd exong bullionists the point con be illustrated easily, ¥Fox in March of
1797 called gold and silver "the only true ciroulating medium" and paper "is cnly
valusble 88 their representative",' Sheridsn thought papar "wes anly good while
convertible into cash®™, Pulteney that "it was certainly a fraud not to pay a man in
gold and allver when pold snd silver were dus to him."z in 4805 Lord Feter Xing
wrote, "It must be evident that the advantages which thus result from the usc of &
paper currency depend altogether uvpon the foet of its exactly supplying the place
e that coin vhioch 1t repreeents; ard this guality can only be possessed by =2
currency which is impedietely convertible into specie at the option of the holders™
tord Liverpool's Treatise on the Coins of the healm, much quoted by Nicardo =nd
other bullionists, stated that "gold coins had become in the practioe wnd opinion of
the peopls, the prinoipel messure of property and that paper was nothing more than
a fictious na‘pital"."' Vagens, Hoare and Lauderdale commsnced their pemphlets by
pointing out, to guote Hoare, thet "the lawful currency of the realwm is gold and
peper is only its ropreaentntive“.s The point was explieit in numerous critieal
speeches in Parlisment end iwplieit in the writings of Rieerdo, Lalthus and Huskisson.
Sir Fhilip Francis felt it was "in vain to argue with any man who proposos to think
that s paper not convertidble into gold is as sure a sign of wealth as speoie itself.
Peper has no value beyond its own 1:1m:lts.“6

fmong moat enti-bulliomists the continued reverence for the gold stendard
geers no less end comes through in & mmber of ways. Firat of all in the apologetic,
almost timid, way the Covernment meintainsd a currency not backed by gold, Statesmen
end Bank Directors elmost invarisbly defendsd the departure from gold on grounds of
expediency or neosssity, and not because a paper currency gseemed o suitable form of
money aupply.-“ While they appresisted the advantages public finance and foreign
trade hod derived from Suspension, at no tims in two decadss of inoonvertibility did
2 mepber of the Govemnment, or & Director of the Bank, rejeot the propoaition that
in normel times the gold standsrd wes the besi end natural way to ragulate the poney

3

1e Parly- Hiﬁtt. vols }5' 9-75 end vol. 32, PP-151°! 1527 end 15“'50
2+ Parly. Histsp vols 33, PP 55 and 33%.

3¢ Xing, Thoughts, 1803, pps 5 117 and 125¢
ke Cited by Ricardo in his "Letier to ths ¥orning Chroniclet, 23 Kovecher, 1802 and

see Liverpool Pspers, vole. 38423 and 3842h. :

5. Hoare, 'Reflections', 1811s P.2; Lagens, '/n Inguiry®, 180k, ppe2=3 and Lenderdale,
tPurther Considerations!, 1813, ppeil~16.

6s Trancis, 'Reflestions?, 1810, pped=lie

7. Parly. Bist,, v0le36, D.5iB; Farly. Dabse; VOle1p DPet 572 and 1832; vol.19, pPe
961=62, 1154 ond 1075 and vol,20, p.824; Dropmore Papars, v0l.6, Pe28 and Bullien

Cttae.. 1 8‘!0' Po112.
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supply. On the contrary they overtly repeated their adherance to thet system on
any number of oocasions between 1797 ond 1815, Pitt in moving for the suspension of
specie payments for the duration of the war told Parlisment that, "The Fouse would
readily oonclude 1t must always be their own and be his wish to restore the issue of
money from the Bank to its former situstion.! Castleresgh in the bullion dsbate
provided the most oconoiss and lucid statement of the Govermment's ponition, "The
Committen, I tzust will do ms the justioe to remember that I have throughout adoitted
& recurrence to cash payments as early as circumstences will permit, to be essential
to public oredit, that I have justified the existing system upon ths plea nlons of

en over-ruling necessity, that I have not oonsidered such a necessity es belomging

to ordinary times of war, but as arising ocut of the new prinoiples on which the
present war hes been conduoted by the ememy. Vhen the necsssity ceases, I trust

the system now in cperation will cease with it.*2

Pinally, of all the pamphlets sxemined supporting official polioy only
three made overt attaoks on the gold standard, 8ir John Sinclair wrote in his
Observations on Huskisson's pamphlat that "the state of Great Britain for a period
of thirteen years during which e paper currency not convertidls into coin was the
mechanism of circulation proves beyond the possibility of doudt the advantages of
the new system,™ The Eerl of Rosse emphatically rejected the *idsa that Benk
notes should be elways convertidls into coin and that money must be & universal
equivalent" as the “offspring of bLarbarcus tima."'" Such sn odbvicus revercnos for
80ld rendered the Govermment and its supporters asutaly sensitive to aritigiasn that
official poliqy had sericusly departsd from the traditional regulator of the money
supply.

Undovbtedly a more importent sxplanation of the Government's endeavour to
destroy ths 1dea that the currenoy was ‘depreciated’ originated in its anxiety to
retain complete internal and external confidence in the paper poumd., The question of
oonfidsence first srose vhen Pitt suspended specie peymsnts in Webruary, 1757. This
was the first cccasion the country had oonducted its esonomie affairs with an
inconvertidle ourrenqy. A week after the Order in Couneil suspended specie payments,
the ¥arquess of Lansdowns "had not yet esased to shudder at 1%."5 Fox snd his
party expressed simller sentiments end Boyd hed written to Pitt advising him en no

1. Pﬂr]’. Hut-’ qu 2” p!ioﬂi
2o P‘rlyn MM' W]-q 19' PO'Io‘oQ
3e Sinolair, LRemerks, 1811, 9.52,
ha Bosse, '0Obssrvatienst, 1810, p.%,
5. Parly, Hist,, vol., 32, p,1566,
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aceount to take such a drastlo ntop.1 The Prime Vinister nevertheless resisted
Baring's suggestion to mske bank notes legal tender bessuse he reslised thet it was
impossible to support by foros of law a ourreney not acocepted by the publie, In
the early woeks of inconvertibility the Government remained worried about the
poesibility of widespread refusels to accept Bemk of Englend notes.” Fortunatelys
the Suspemsion received full support from the business community, and the
transition was in fast achieved with minigal disturbanoe.j
No sericus guestion of oonfidence in the currency arose until the summer of

4809, whan the bulliconiste lsunched a vigorous sttsck on the Government menatary
poliey. Very quickly they and their opponants publicised the notion that the
peper pound oould be a dopraciated unit of currency. Bullionists attached very
precise meaning to the terms ‘excsssive’ and 'depreciated', but the Governmemi,
for & number of very good reascns, quiockly beoceme emmcerned sbout the offecte of
thelr propeganie on confidence in the pound. Although en ineonvertibls ourrency
had funstionsd well enough for thirtesn ysars many people still regarded it as an
experiment and liquidity arises were very resl experiences to the Governpent in the
Pirst dpcade of the 19th oantury. A minor loss of gonfidence in peaper eredit had
boen & signifiocant cause of the commeroiasl orisis which acotmpenisd the outbreak of
war in 1793 and a fear of French invasion in Jamwry and February 1797 cocasioned
an alarming run on the banks for gold., ESeven years later the Govermment had been
otnoerned about the Irish curmoy."’ In recent decades Englishmen witnsssed the
sericus sonsequences of & loss of confidance in paper ourrmoy in the West Indiss,
Amorics, Trance and Spsin, Bussia and Austris and several oritios of official
aredit polisy did not hesitats, morsover, to mske invidious comparisons betwpan

the 'depreciated" Bank of England note and the Frenoh assignat or the foroed paper
of the Austrian Gmmt;s comparisons which the British Goverrment did everything
they aculd to allays AS 8 matter of propaganda from the beginning of the war the
Covernment had besn anxious not to publicise eny weelmessea in the finanoinl
mtn.‘ Thus Vansittart told Parliement that the currenciss alluded to were "in

1e Pal.'ly. Histe, vol. 325 DDe 151°I 41527 snd 1529 and wvol. 33, DPs 42, L ™ 55: 65.

752 3264 331, 34h and 358.

2, Pellem, Life of Sidmouth, vols 1y p.188.

3, Masckensis, Historical Acoount of Newcastls, 1827, p.72; Davies, Birminghsm, P55
Phillips, Banks, Benkers end Banking in Repthumberland and Durham, PO 8653
NoPherson, Amals, 1805, p.4f0 end Annvel Registery 1797 PPed T1~207s

4 See ppe 102-103 and 209-210.

5. Chalmers Papers, vol. 18902 « memos on West Indlss monetary orists in 1803-04;
Hargreaves, Rsstoring Currency Standards, ppe 1-92 Kawtrey, 'The Assignats’
ppe 253-267; Seligmen, Currency, Inflation and Public Debts, DPa13:17525:31935
end 39 and Parly. Debse vol. 19, Ppe1020-2) end 1456 and v0l,20, pp.8L2,855,860,

870,1046,1049,1057 and 10538,
6. Pitt Pwa. W10115 - de. dd. 5-11095 andg Wlo"?a - Sinela.‘l.r. dde 13.5096.
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every instence a new paper issued by a Government already involved in debt and
discredit, and struggling for an immediate resource = the notes of the Bank have
for a oentury been established in full credit as issued by a oorporation of the
highest reputation for wealth and punotuality, and known not to be debtor, but
croditor, to an immense amount, both to Government and to individuals,"! Castleresgh
"lemented that suoh an assertion should ever have been hagarded, or such a term as
depreciation applied, in a parlismentary document, to the established ocurrensy of
the country.” T need not impress upon the minds of those to whom I address myself
what in effect it must producs in Rurope if such a conclusion should receive the
countencnce of the House of Commons,"> Certainly there were pressing reasons for
officisl anxiety about confidence in the peper pound during 1811 and 1812, Even a
a8light loss of oonfidence would have seriously hindered public borrowing snd the:
wer st’i’ort."' -One pamphleteor remarksd that the fall in the price of Government
bonds in 1810 could be direetly related to the propaganda of ths Bullion Committee,
but it is diffioult to prove the point because so many influences were at work at
the same ‘lv.i.me.lF

Furthermore, any loss of confidence would have exacerbated the ecomomie
arisis of 1810-12, London merchants thought 8o becsuse a group of them wrote to
Sir Joim Sinclair in 1840 complimenting him on his pamphlet attaocking the Bullien
Report, "which sppears to them most admirsbly adapted to restors oonfidenee, and
allay the dietrust by which the commercial world has so severely suffered &yring
some few months, Being fully eonvinced that the propperity and improvement of
national and individual inoome, can only be secured by an sbundanoce of circulating
mediwm}” Certainly the Governmemt, having extended its own credit to tte hard
preased mercantils commmity just one month before the Bullion Report was Giscussed
in Parliament, were not anxious to aggravate en already seripus sconamio crisis
by admitting to currengy tiaep::'eo:i.ai:i.v:m..6

Finglly, the British Government for two very good reasons wished to
maintain external conf'idence in the pound., A2 a matter of propsganda Ministsrs
opposed the publication of weakneesss in the internstionslly famed British oredit
systems Radicel supporters of the Frenoh Revolution had predioted the downfall
1. Parly. DebS., Vol 19s PP» 053-95h 604 950,
2, Ibid, p.1003; vol. 20, pp.92,163,875,883,968 and 1068, And ses Petter, 'Politics

of the Bullipm Report', pp.109=110, Horner himself was obviously worrisd ebout.
the possible effects of the Bullion Repart and wrote to Grenville for advice -
see Hommer Memoirs, vol. 2, pp.34~36.

3+« BHormer was aware of this danger, ses Horner, Wemoirs, vol.2, pp.34=~35 and 87.

4, Sinalair, ‘Remarks®, 1811| p.‘lD.

S« Sinclair, Works and Correapondepos, ps113.

6. See ppe 211-212. -
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of that aystem sinoe 1796 and part of Nepoleom's strategy hed been directed to
affeoting such a oollapse.' 4 long lotter from D'Iverncls to Herries (seen by
Percevel) about the effects of the Bulllon Report sbroad illustrates smother aspeat
of the psgyohologioel wer between Britsin end France. The latter bassd on a study of
French newspapers snd informstion from D'Ivermois oontasts in Srance arguss that
the Bullion Report had strengthened Fapolacn's resolve to maintaln the continental
blookade against Britisgh trade. He cuoted the Paris Journal to tho effeot that
"The dey on whieh the London Bank will be compelled to resume will bhe the dsy om
vhich it will feel the offeots of the Berlin and ¥ilen Deoress.” D'Iverncis also
asserts that the Report prompted tha United States Goverrment ¢o sssume & "hauwghty
and peremptory tone towards Great Britain,®>

Extemmsal eonfidence had also to de maintained Por the more tangible reason
that the Government wished to borrow abroad, "Considereble sums of foraign capital
were already invested in the national dsbt and any fear of rapid depreciation of
the pound oould ocoasion a serious flight of capital from Londom, Sir Joikm Sinclatr
suggsstad that the publicetion of the Bullien Report had already occasioned the
withdrewal of foreign capital from the naticmal debt.” Furthermore, with an
adverse balsnoe of psyments end a dsolining gold reserve, the Government found that
continued short~term borrvowing overseas was essentisl to support troope in the
Peningulsr, It had been diffioult enough to obtain gold for the Walcheren
expedition in 1810,% While the problem experienced by the Govemment in cbisining
specis or altexnatively borrowing for the expenditure of British troops in the
Ibericn Peminsular lsad to a oonstant, end of'ten ivate oorrespondence between
fellington and Winisters between 1810 end 1814, Despits Wellington's complaints,
the Government for thelr pert d4id everything thay ocould to meot hia demands for
hard curreney and to faoilitate the ebility of his Commispariss to dorrow in the
Peninsular, In sugh difficult ciroumstances at homs and with immense military
cormitments ebroad, the Government undsrstandsbly could not sdmit to or publioise
the unsound state of atarl:lng.5

In order to counteract the adverse publicity of the Bullion Report Hinisters
and thedr supparters mede speschea or wrote pamphlets atressing the difference

1
2e

3

Cunningham, British Credit, ppe 3-4 and 50-51,

Perries Papers, vol, 3, n,d. end Times, 17.8+91. But for another view see
Fetter, *Politics of the Pulliom Report's p.ii4.

Sinelair, 'Remarks?, 1810, p.10, There is no evidance for a flight of capltal

in 181011, It is difficult to see where it ocould fiy to in those troubled years.
Singlair was oonsistently concsrned with this problem, He had written to Pitt
sbout it in 1797 = Pitt Papers, vol, 178, dd.13+3.96.

Cestlereagh, Yemoirs, vol. 6, pps 286=290, 304=~307 and 310=314.

See Dpe
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between the forced curremoies of those countriss which had experienced galloping
inflstions end the sound ourrency of the Bank of Tnglend. The careful preparatien
the GCovernment devoted to its repudistion of the bullionists is oonvincing evidence
of ministerial concern.! Pinally, when the possibility of & dusl domestic prioce
system emerged in 1811, the Government, ofter some hesitstion meds Bank of Bugland
notes in eVerything but name legal tender of the reslm,>

Host of the bullion controversy seems to be devoted to that not very
enlightening point that the money supply hed oocoasioned a depreciation of the paper
pound in terms of gold, This sttechment to gold so irritated ome Liverpool merchent
that he was moved to refer to it ag "a superstiticus re“srence for the prineiple
1aid down by political writers, that the purity and welght of the coin ousht at all
times to be invarisbly preserved through the experience of the pressnt has
canplotely proved the fallagy and imprasticshbleness of it, has east such & mist
before the syes of these speculative politiclens as resson and commonsense are not
sble t0 dispel.®> Such an attashment for the gold standard not only formed the
basis of the bdullicnist oritique, but also helped to oxplain vhy the Govermment
and its supporters appsared sensitive to a lime of oriticism whioh might well have
been dismiseed as irrelevant. Finelly, appreciating why the Covernment were eonserned
wntammteamﬁdonuintmpmdwlﬁmmohmubmttbwmmm
they attempted to refute bullfomist oriticism of nonetary poliqy than the overe
simplified dlsuissel of their case aa theoretiocally erroncous, Plaeing the
official argument in historical sontext in no way exouses logleal errars mede by
linisters and Directors of the Bank of Englsnd, but it does at least suggeet o
more satisfactoxy explanation for the reverssl of offioisl opinion at the Resunption
of Specie Payments in 1819 than MeoCleod's desoription of $% as "the finsl triumph
of these great prinadples of truth md honssty."™

It cannot be maintained that ths bullion controversy gave rise to a very
useful diseussion of monetary poliay in the context of war finanee, Both sides
tended to take up irreconciladle positioms for or mgainst resumption, for or szainst
depreciation and overlocked important questions. Thers were real dengars in making
the Bank eompletely subservient to the demsnds of the Treasury. Koreover, the

1« Foroeval Papers, vole 49177/203+211; Ferries Pepers, vol, 3, 44,13 and 27.9.10,
and Fetter 'Politics of the Bullion Report', pp., 108 and 112,

Z» Parly, Debs., vols 20, pp, 76467, 72 and 828~29; Coppiators, English Bank Note
Cireulstion, pp. 40 and 44; Fetter, *Legal Tender', pp,2L5-248 and Puskisaon .
Papers, vol, 38760, copy of Stanhope's Bill with Puskisaon®s eoments, dd.
2027012

3. Beoth, 'QbMﬂﬂll': 1812' De 3%

ke Moc laod, Theoxy of Banking, p.217,
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experience of {795-%7 had demonstrated the effects of Govermment's borrowing
operstions on the money supply could be moderated if ths Treasury srranged to sell
bonds rather tham bills and if the Bank refrained from holding very large amcunte of
exchequer bills in its portfolio, By foroing the Tressury into the mariet the

Bank effectively restrained the rate of inorease in the momey supply.

From 1808 onwerds the Government quite deliberataly made greater mnd greater
use of bill finance and ss the Committse on Resumption noticed, the Treasury's
demands on the Benk "sppoar to have inoreased with the sucoeeding embarreassments of
the publie service and the extraordinary exertions of the ocancluding years of the
last wer naturally produced en wunprecedsnted extension of them,®! While the
Percevel snd Livexrpool administrations certainly faced extraordinary difficulties,
neither mads any real attempt to arrange their borrowing operations in order o
reduce tho inflaticnary potential inherent in raking sdditionsl depands on the Bank,?
To their credit, but possibly due to the influance of the Bullicn Committes, the
Direotors warnsd the Chancellor fyom time to time of the Bank's extrsordinery
noldings of exchequer b4lls, but with 1ittls spperent effect.” On the other hend,
they continued to meet all demands male on the Bank for discounts and never
attenpted to oounteract heavy loans to the Tressury with eny ocontrasction of oredit
to the privete ssotor. Potentially at least the policies cof ithe Bank and the
Treasury oould have lsad to a serious inflation. Unfortunately, neithsr the
bullionigts, the Bank, nor ths Covernment really came to grips with the problem of
how the war might be finagjoed without placing the Treaswry within the rigid
constraints of comvertibdlity., Very few politieciens or mometary theorists made a
alear enough distinstion between the Bank's advances %o the private and pudlie
sactars. Nobody except Huskiasson really thought about the effects of the Treasury's
operations in the capital market. Almost no oonsideration appears to have been
given to the problem of how the finsnclsl aystem could st one and the seme time
support the war and avold the dengers of infiation, Perheps it is fortunazte that
the eaonomis depression of 1844~13 Jleed to some dGecline in private demands for
credit from the Bapk at a tims when losms to the Treasury ross repldly anid also that

the war ecame to an end in 1815,

Ihe Government, the Bank and the Privats Sector

Under the regine of suspended specie payments the Bank's duty to the Treasury

1. Lopds Gttee. on Resumpticn, 1819, pe22.

2+ Aucklend expectsd the Bank would contract credit af'ter the publication of the
Bullion Report - Dropmore Papers, vol. 10, p.53.

3. Bank Mimutes, 2C411.11s 206513, 6610643y 17011e13s BeTelle and BeTelle
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was to support its demands for oredit, but what of the demends of the private
sector? On mmerous occasions the Government categorically rejected proposals that
it should exercise control. Nevertheless the idea of such control was mooted in
Parliawent as esrly as Karch 1797, Noting that the Suspension "would take away
natural restriotion”, Jom Nicholls felt it necessary “"to substitute some positive
restriotion” and proposed to bring in a bill "limiting the amount of debts the

Bank might oontract® but lsaving the precise amount of those debts 4o tle discretiom
of the Chencellor of the Exchequer,' Both Bank Directors in the House were indignent
at ks proposals and Pitt rejected the motion.> Four years later the Earl of
Suffolk suggested Parlismentery ocontrol of the note issuss,this time of oountry
benks, but again the Government opposed it.” In December, 1803, Lord King, perceiving
thet Parliesment would do nothing to prevent the continuansce of suspenaion for the
duration of war, proposed that the Bank's note issuss should be published in the
London Gagette. Even this mild measure of sontrol by publiocity proved unaccepteble
to the Gommnt.z" Loxrd Henry Petiy made determined efforts to seours Government
control over the note issues of the Bank of Irelsnd but Castlereagh and Vansittart
again dealined to e.ct.5 Pipally both the bullionists and Govermment spokesmen
rejected a recommendation for some mild measures of governmental control over the
Bank's issues. The cpposition insisted on the more extreme proposal of am early
resumption which undoubtedly weakened support for their t:lst».6 For rather different
reasons thsy agreed with Vansittart's statement that "no men who wishes well to
publio oxedit would desire to place the Bank under vcontrol of the Treasuxy.®’

With the refusal of tha Government to interpose its authexity, efter the
Suspension the Directors contimued to regulate the supply of loans to the privats
sector in the treditionsl manmer, with the one importent distinotion that they no
longer paid attention to the level of their bullion reserves. The Bank's diacount
business, the prime source of sscommodation to the private seotor, ocontinued to be
managed on the basis of rules formulated in 4741. Only London firms, rscommended
by the Directors enjoyed the privilege of discount, Bills accepted by the Bank
had to be for purposes of commerce or industry, of short maturity and for large
amounta.a After Suspension the number of firms discounting paper with the Bank

1. Perly, Histey VOls 33s De357e

2, Semuel Thornion asserted "no miniiater, nor any suthority on earth ever had or ever
should control the condust of the direotors of the Bank in giving ascommodation to
individual merchants by wey of discount,” Ibid, p.358.

3, Parly. Hist., vol. 35, pp. 1265 and 1268,

b, Parly. Debs., vols I; PDe 1674=75,

e Flt‘blr, The Irish Pounﬂ. PP.25-27 and Parly. Deblop vols1; PPe 1087-88 and 1090'9‘#

6. Cennay Peper Pound, p.68.

I8 Parly. Debs., vol, 19, p.953.

8. See pp. 93-9L4,
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certainly increased and by the end of the war the majority of London bankers
sucoseded in obtaining ths privilege of rediscownt with the Bank.! The Directors
permitted no relaxation of the rule confining discounts to short dated paper
although the frequenoy of renewals csmused them some conoern.2 After the Peace o
Amiens the Directors also discovered that bribes were given to olerks in the
discount offioce in order to persusde them to interpret rules in a more flexible way.
Bribes merely provided en additional incentive to lax interpretation of the rulss
because clerks wers already paid plece rates of 10/6d per 350 bills discounted, In
February, 1804 the Direotars found they were holding inorsasing numbers of
promissory notes between traders,many below the stipulated limit of £50.§ Another
sign of a departure frem the traditional rules ocan bs found in losses from bad
paper during the war ysars. Between 1695 and 1788 the Bank's losses on commeroial
discounts amounted to £69,000, Over the following twenty years it lost approximately
the same amount and in February, 1808 the Bank held an sdditionel £47,000 of

"doub tful" paper.l"

Although the evidence sugsests that after 1797 the Bank slightly relaxed its
stringent rules for discounting bills of exohenge end provided oredit for less "solid
persons® end for less respeotsble purposes than before the war, the relaxation is
not enough to0 seriously eompromise the Governor's ststement to the Bullion Committes
that "We nsver discount without these circumstances being considered namely the
amount already given to the individual, the solidity of the paper end the appearance
of it baing issuved for ocommercial pu:‘posea."5

Throughout the period 1797=-1815, despite a marked rise in its acoommodation
to the Treasury and in the face of hostile criticism, the Bank of England oontinued
t0 regulate credit to the private sector upon traditional oriteria. Ths Direotors
met all demands made upon them provided the borrower could offer a first class, short
dated bill of exchange paysble in London end appeared willing to pay the long standing
rate of 5%, Consistently and obstinately the Directars refused to regulate loans on
slternative criteria suggested by their oritics such as movements in the rate of
exchange, the difference bstween the market and mint prices for gold or the lsvel of

the Bank's specle ranm.s

1e Clapham, The Bank, vol. 2, Po}oo

2. Ibid, ppe 12=1d
3. 1Ibid, p.13; Acree, The Bank of England From Within, p.359 and Clapham, 'The

Private Business of the Bank', pp. 84=86.
4, Clapham, The Bank, vol, 2, Pells

5. Bullion Gt’ﬁee.._ 1810’ p.89 end see p.229.
6. See the svidence of the Directors Pearce, Whitmore, Harman to the Bullion Cttes.,

1610,
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Why the Benk adopted and sbided by this sizrle rule whioh lesd to en

unprecedented expansion in the value of commercial bills under disoount during a
gajor wer 18 an important question that has glready received soveral smswers and I
intend to discuss the range of altornative explanations now availshle.

An unconvineing answer is tlet Suspension relisved ths Bank of liasbility to

redeen 1ts notes in gold and gave Bank Directors complete flexibility to create
ligbilities and, pari passu, to increase the Bank's profits. Acousations of this

idnd were made fregusntly by less temperate oritics of the Bank of England®s war

tize credit policy in pamphlets, newspspers and spacmha!a..1 Sir Henry larnell, for
example, referred to the "misconduot" of the Bank of England Directors. "Their
poliey is to advanoe the interests of those who have placed them in direction of
thely affeirse This duty they have fulfilled with great sucocess. The price of
their gtooks thelr bonuasses end dividends efford the beat proof of the sesl and
telent with which they have diacharged 1t."2

Eore recsntly Viner put the same point tersely. "It should ¢ees. be Obvious

that there is ¢ fatal oonflict between the regulatory fumetions of s central bamk
end a determination to maintain willy nilly its asocustomed portion of ths ocountry's
banking bua:lnau."’

In one assertion Parnell is correct; however meagured, umisually large

profite mere mads by the Bank of England during the wars with France end a rising
share of gross profits came from income emrmed from commeroiel ﬁiaemmta.l" The
Government ocertainly realised the Bank profited from Suspension snd in 1807 Perceval
attempted to obtain cheaper terms for its services for the Tnm.5 Bank Directors
seemed more then a 1ittle apprehensive sbout oharges of profiteering, A ocomocern to
antioipate publio oritioism and to alleviate the impaot of statements expressed by
David Ricardo that "the war whioh has pressed heevily on most classes of the
oommmity has baen attended with unlocked for benefits by the Bank™ probably prompted
the Direators to0 declare lower than maximum dividends during the war years. But
their osution promoted a revolt among shareholders (vigorously led by one Alexander
Allardyce) who demanded distribution of all profits and publication of detailed

1e

Boyd, letter to Pitt, 1811, p.3; Baring 'Observations on Boyd', 1801, p.12;
Parly. Debs, volai, P«16735 v01le19, PPe539, 614 and 1160 and vol. 20, pp.157 and
142; Mushet, 'Effects Produced on Netiomal Currency’, 1811, pp.68~65. The charge
of profitesring continued to be made lomg after the wers were over, MoCullosh,
"Historiaal Sketoh of the Bank of Rngland', p.75; Quin, Banking in England, p.54
and Lac lsod, Theory and Praotice of Banking, p.1b1.

Parly, uJebsey v0ls 19 Pe10b3a

Viner, Studiss, P.“Go.'
Benk Chartsr Cttee., 1832, sppdxs. 2% and 34 end (uin, The Trade of Banking,Appdx.}

Cttee. on the Bank, 1807 end see Vansittart Papers 31231 - Beoks dde 15.le15e
Riosrdo, SProposals for en Beomomioal and Secure Currency's p.52.
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acoounts.’ Not even Parliament could obtain full statements of the Bank's accounts
until 1832, a0 it is not surprising that the shereholders failed to foroe the hand
of the Direetors.z As menagers of a private corporation the Directors naturally
weloomed profits but the ascousation that they set out to meximise profits is a gross
exaggeration, The Deputy Govermor told the Bullion Committee that there hsd been
no attempt to “force notes into oiroulation™ and the evidenos supports l'lim.3 Discount
rules becams only marginally more flexibls and the discount rate remsined oomstant,
True Henry Thornton and othera intimated to Benk Directors that 5 was below market
rate, but the Governor hed already told the Committee that 5 was the maximum
interest chargesbls under the Usury Laws.* Most temperate oritios of the oredit
polioy of the Bank of England, while they oconcurred with David Ricaerdo in denying
the Direotors "the charactsr for ebility and discretion™, probably supported the
following tribute of the Bullion Committes. "The Direotors of the Bank of England,
in the judgement of your committee, have exersised the new and extraordinary
disoretion reposed in them sinos 1797 with an integrity and regard for ths publio
interest aceording to their conceptions of it and indsed 2 degree of forbearance in
turning 1t less to the profit of the Bark than it would easily have aﬂmithd,"s

A mecond aend more plausible explenetion for the oredit policies of the Bank
is that the precsdsnta and theories availsble to guide the Directors in regulating
the supply of oredit were really of very little help. For most of the 48th oentury
the country probably enjoyed an active balance of payments and in this favourable
situation not only did questions of ourrency management not come to the fore of
economis discussion but the Bank was seldom called upon to respond to an outflow of
&01d or a dspreciated exchange rate. Apsrt from the urusual snd short lived orises of
1745 and 1783 the Directors had never rationsd credit. Nor had they attempted to
maintsin a conatant ratio of bullion to outstanding 1isbilities, but regulatsd
advences in a purely pragmatic manner with some concern for their specie reserve.
In brief the Direstors had never behaved or thought of themsslves as managers of g
central bank. Thus when war came end Suspension effectively delivered the regulation
of the money supply into their hands, thsy had 1itils past experience to guide thenm
and simply fell back on traditicnsl practios.

4« Claphsm, Ths Bank, wvol, 2, PPe40=l1 snd Allariycs, 'Address to the PrOPrietorn',
41798 and 1804,

2. Horsefield, 'The Bank and Its Treasure', p.50,

3« Bullion Cttee., 1810, p.97. There is nothing in the discount rules or the Bank's
behaviocur in the 18th century to suggest it really behaved 1ike & profit
maximising firm, On the contrary it seems rather oomservative and slow to take
advantage of opportunities to capture a higher share of the country’s banking
businass.

4« Bullion Cttee., 1810. PDe 98, 127 and 143,

5¢ Ricardo, 'Letter to the Forning Chronicle', 1810, p.,152 and Caman, Paper Pound,
Pe53o

6. Bea DPPe 94‘980 el
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Furthermore, two posaible precedents for actiom ~ the soonomio orisis of 1793
and the disocount limitation of 1795-97 - positively discoursged the Directors from
further experiments in credit control,

No adequate analysis has yet been made of the ocauses of the commercisl oxisis
fron Novesber 1792 to August 1793 but coincldencs of the orisis with the outbreak of
war in February 1793 lesd some cozmentators to stresz a causal relationship between
the two.' Other writers end the Select Committes on Commercial Credit comeluds that
most of the fallures ooowrred because of "speculative® production smd trade financed
by en undue extenaion of bank oredit snd there is evidence to support this view.” For
exampls most of the bankrupts were not firme engaged in Furcpean trade which 1s what
one would have expeoted from a orisis occasioned by the outbreak of war with Frnnoe.j
Finaneial institutions had obvicualy not besn cmutious enough in their lending.
.Fallures among banks and other credit houses were moarly double what they had been in
the previous three yom." A1l commentators sre, however, agyeed that the crisis
quiokly became cumlative and developed into a general crisis of confidence whioch
engsndered 2 desire for ligquidity, 1In George Chalmeras®' graphic terms: *terror
oreated distzust, distrust impeded circulation end an impsded ciroulation is the
grestest misfortune thet osn afflict a compsrcisl mation,"?

At the Benk of England bullion reserves began to decline fram February of {792
and a depreciated exohange on Hemburg together with a riss in ihe merket price of
Spanish dollars provided strong evidenoce of an extemal drain.s This drain was not,
however, oocasionsd by an adverse balance of trads, Exports reached a reocord level
and imports increased very littls over the previous .vaar.7 The drain cocurred on
the capital account of tha balance of payments and was connected with the
repatriation of foreign capital invested in the national debt.a As early as May of
1792, the Directors were aware of ths extermal drein snd in Qotober informed Pitt that
gold was flowing ocut to Li.sbm.9 But in the ocloaing months of 1792 the exchenge begam

1, Parly. Histe, vols 30, p.756; Baring *Observations on the Bank®, 1797, ppe13=35;
and Feavearyear, The Pound Sterling, pe165.

2. Cttee., on Commorcial Credit, 1793, DPe125-129; Gayer, Growth and Fluctuations, vol.q
P+23; Pressnell, Country Banking, p..457; Tooks, History of Prices, vole 15 PPe1 76=
177; Ashton, Economic Fluotuations, pet33.

3. TPressnell, Country Banking, Appdx. 28 and Chalmers, Domestic Eoonomy, 1812, pps
2?3.226 and 229,

4 Fressnell, Country Banking, Appdx. 20,

5. Chalmers, Domestic Eoonomy, 1812, pe227.

6. Lords Cttee., on Remumption, 4757, Appdx.45 and see tablss 22, 34 and 35.

7. s.e T@h 26.

8, Citee. on Suspension, 1797, Appdxe7 and Clapham, The Benk, volei, Pa258.

5. 1Ibia, 90258.
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to improve with the inflow of payments for the record volume of British goods sold
sbroed during 1792.' The rate of exchenge continued to appreciate despite & fall

in the volume of exports in 1793 but intermal demends for gold then replaced the
externgl drain on the Bank's bullion reserve, Ciroulation fell by about £4 million
between Pebruary and August {793 as Benk notes were exchsnged for gold, but the
ciroulstion did rot contract fast encugh to prevent the ratio of bullion to lisbilities
declining.? Yet the Bank made no sttempt to protect its reserve by deliberately
contracting the valus of commercial paper under discount, On the owntrary its holding
of private securities more than doubled between Pebruary and August 1793 and incoms
from cormersial dlscounting reached a record level in that year.‘5 Nevertheless,
several examples and comment suggest that the Bank did not mset all the demands for
credit: it rejected a loan to the Liverpcol Corporation on sealed bonds end refused
acoomnodation to Chichester and Manchester banlers on moritgages and bonds. Presumebly
these bLanks were among the "great snd opulent country banks”" known by Henry Thornton
to have been refused aid by the Bankol"

Although the Selesct Committee on the Crisis remainsd allent about the role of
the Bank, subsequent Parlismentary Committees were not reticent in pointing out that
the Bank might have averted or alleviated the oommercisl orisis. As the Bullion
Committee observed: “Your Commitiss gquestion the polisy of thus limiting the
acoommodation in a period of alarm unacoompanied with an unfavoursble exchange and &
high prioce of bullion.”™ Even S8ir Franois Baring, the Bank's apologist on so meny
issues, oritiocised the Bank for not supporting "the daily demand for guineas" and
George Rllison, Secretary of the Country Bankers®' Assopiation, plsces full blame for
the 1iquidity orisis on the Divectors who he said "prevented wholesals tradesmen in
London from turning the paper in his hands into cash; this necessarily prevented him
in his turn from making his usuel payments to the menufactursr in the country; seme
large failures took place in consaquenoo."s Andreades hes the visw that "The Bank
itself gave way t0 2larm ....s contracted its issues, raised its rate of discount and
looked on urmovad at the rapidly inoreasing numbers of feilures going on around 11:."7
Prediotably the Times praised the Dirveotors for "putting down oountry banks", &
sentiment spparently shared by Glapham.a Explanation of the Bank's behaviowr is,

1« Lords Cttee. on Suapenﬁim. 1797' APPﬂJC- #5'

2, See Teable 22,

50 See Table 22. )

4, Clapham, The Bank, vol. 4, P.261 and Thornton, Paper Credit, 1802, p.181.

5y Cannen, Paper Pound, peilis
6. Baring 'Observations on the Bank', 1797, PP.2i-23; Lords Cttese. on Resumpiion, 1797

pP-281|.-285.
7. indreades, History of the Bank, p.188. )
8. The Times declered, "It is full tine the country be purged of such muisences® -

cited Pressnell, Country Banking, p.457. _ | .
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howsver, more simple. NoO general limitetion of disoounts occurred. In faot Samuel
Thornton correctly oontended that the Bank "had stepped forward in ths mods of
disgount and discounted liberally* but with ocomplete oconeistengy the Direotors refused
either to advance momey on long daied paper or to acoept anything but the approved
London securities es collateral for loans.! As Thomton informed the Houss, "it had
never been their custom to sdvance money on mortgages or the species of sescurity now
pointed outs“z In other words, despite demands for the Bank to act as & lender of
last resort the Directors refused to depart from traditional poliay. Discounts of
short term London peper increased rapidly, but beyond this, they were not prepared
to gos

During the orisis Pitt urged the Directors to do everything they could to
support privats credit but eventually the Government acted to restore confidence by
providing its own oredit for the commercial community in the form of exchaquar
bi].’l.s.l" Meanwhile the Directors had imcurred a good deal of odium for failing to
avert the crisis,.

Af'ter the orisis months of 1793, the demands made by the privete seator on
the Bank declined, but the figures of commercial paper imder discount began to rise
agein in the latter half of 1795 and reached higher levels during 1796-97o5 Riaing
demands for asccommodation at the Bank was a sign not only that trads and produoction
and prices were also rising but as the Governor observed, an indication that
businessmen were "not finding that feoility at the benkers they were used to d.o."6
Evidenoe t0 support his opinion is hard to find, but there are several reasons for
accepting it, First of ell the move into the Bank suggests that other bankers in
London charged at least the same rate for discomting bills of exchange, namely 5%,
As rates of return an exohsquer bilis moved sbove the legal maximum on commercial
peper bankers found it profitsble to shift thelir assets into public securities.
Horeover, their abillity to grant credit declinsd as their depositora alsc shifted
from balances into Government bills or preferred to hold thelr assets as monoy.7

1s Parly. Hiﬂt.. vol, 50. P.759 and Clapham, The Bﬂnk. vol, 1s P.261.

2, Pa.rly. Histc. 7'01.30. Po759¢

3+ See Tabla 22,

‘l-. Sae PPe 207“208.

5 8ee Table 22,

6s Cttes. on Suspension, 1797, ps 207 and see pp. 7i= 7, and Morgan, 'Additional

F&Otﬂ'. 1”6’ PJI-?.
7e Piti Papers, vol., 145 = Boyd dd.26,2.,97; Cttes, on Suspension, 1797, pr.66; 71 &nd

175; Lords Cttee, on Suspension, 1797, p.145 and Thormton, Paper Credit, 1802,
Ppe 286, 290-92 and 340, This was in fact in the femiliar wartims pattermn

obssrved by Joslin, ‘London Bankers in Wartime', pp.159 snd 175 and see Geyer,
Growth and Fluotuations, vol. 2, p.656.
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Sir Richard Carr-Glynn's remarks sbout hoarding and the runs on country bankers in
Jenuary end Pebruary, 1797, gives the impression that ligiidity preference remained
high during the early years of war.1

Opinions thet the supply of credit from the financisl system fell well below
the demend abound, George Ellison, Secretary of the Country Bankers' Asscciatlon,
told the Committees on Suspension that both the note circulation and the number of
country banks decreased af'ter 1793.2 Thompsom, the Hull benker, seemed certain there
had been a dseline of pote cireulation throughout Yorkshire, and Heary Thornton, by
writing %0 e sample of country banks kmown to him personally, attempted to measure
the variationa in notes i.ssumi...'1j According to Sir Frenois Baring, the oredit
shortage really began in 1796, but Thornton's evidencs to the Lords Committee sugrests
that "the quantity of circulating medium had been much less than the convenience of
trade required® even before the closs of 1795."' Jeremiah Harman, a Bank Director,
oonsidered there had been a "genersl diminution in circulation below the nosds of
trade in yesars past".5 Credit shortags was certainly acute in 1796 and the early
months of 1797,

In a situstion ehere the resi of the financial system failed to meet the
groving demends for credit from the privats seotor, tradsrs and industrialists turned
to the Bank of England, but the Bank found itself unable to0 provide anything lilce the
help they required. From June, 1795 its gold reserve declinad progressively and the
rete of dscline bacame very rapid at the end of 1796 and the early months of 1797.
The causes of the fall in the bullion ressrve have been dstalled elaewharu.7 Here
ny ooncern is with the entirely predictable response of the Directors. Concermed faor
the safety of the Bank and with umavoidsble obligations to the Treasury they attempted
to restrain the increase in their liebilities to the private asctor in order to remain
within a margin of safety. Thus on Decsmbexr 31, 41795, tha Direotors amnounced the
beginnings of genersl rationing of mdi'l:.a Apparently, the "Bank in several ways
antecedsnt to the announcement had narrowed discounts, and the notice was an
intinstion they were sbout to limit them still furtber,” Whatever its immsdiate
origing, the Bank had never practised a poliey of overall discount limitation since

4. Cttee. on Suspension, 1797, P.47 and sse &al8c p.63.
2, Cttee, om Suspension, 1797, p.69 and Lords Cttee, on Suspension, 1797; ppe284~85.

5, Cttse. on Suspsnsion, 4797 p.57 and Thornton, Paper Credit, 1802, pp.283=85.

4. Baring 'Observations on the Bank', 1797 P43 and Thoxrmton, Paper Credit, ps30.
5, Cttes, on Suspension, 1797, p.182.

6. See Teble 22 and Cttee. on Suspension, 1797, Pp. 3> 6, 13, 19 and 20.

7. See ppe 110-112.
8, Clspham, The Bemnk, vOl. 1, pe269, The text is in Tocke, HRistory of Prices, vol.1,

quoou )
5. Thornton, Paper Credit, 1802, p.292.
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the Jacobite Rebsllion, The Governor admitted its novelty and Samsl Bosanquet
Justified the dsparture from the usual polioy of seleotive limitation on the grounds
that "the demend for discounts and the number of applicants had so muoch increased
that the Directors could not reatrict the amwount of their discounts within the

sun they thought adviseble without being lisble to partiality,”’ Until the
Suspension of Cash Payments at the end of Februsry 1797 the Direstors persisted
with a policy of rationing the aggregate amount of commercisl paper disoountede

By rationing discounts the Direotors sertainly exacerbated the general
shortage of oredit. The London money market and through the marker the remaindexr
of the banking system found that the reserve currency issued by the Bank did not
increase fast enough to replaces the outflow of gold and the withdrawal of balanoss
by their chpositnrl.z Moreover, ths Bank's poliqy may have sirengthenad the alresdy
strong dasire for liquidity whieh mmifested itself in 1796 and prompted individuals
to hold cash end bankers to work with higher reserves.” Although the Direators
ocould with accuracy olaim that the Bank had not reduced loans it had merely
"prevented their rising”, as the Lords Committee on Suspension obssrved, discounts
had not incressed to "such an extent to meke them correspond with the wanta of the
eommercial world and a considerable degree of distress consequently enmd..“" Even
the Dirgotors recognised they were f;.:l.].:lng to meot & demand whioh ocould not be
satisfied elsswhere.’

Given the demands made upon the Bank by the Tremsury ani the oonstraints of
convertibility it is diffioult to see what other policy the Direotors could hawe
adopted consistent with the ssfety of the Bank, Nswvertheless their diffioult
gltuation does not ssem to have been sppreciated eithar by the Govermment and stilld
less by the London monsy market. Discount rationing, which was after all the
logical oorollary of a rapid expansion of acoommodation to the Treasury, found very
fow dafenders, FPor example, no evidence has been uncovered that the Government
acoepted or appreciated the Direotors' view that an expension of loans to the
public seotor implied a oontraction of commeroial eredit, unless the gold reserves
wore rising. On the contrary, in his correspondemese with the Bank between 1793
and 4797 Pitt made no suggestion, in reply to the proteats from the Diregtors against

1o Cttee. on Suspenaion, 1797, pe207.
2. Clapham, The Bank, vol, 1, p.269; Ashton, Economis Bluotuations, pei34;

Marning Chroniols, 28,3.96 and 5.,10.96; Commons Cttee, on Suspension, 1797, Dpe
12 and 142 and see pp. 87-88, 121122 and 137138,
3s Lords Cttes, on Suspemsion, 1797, ppe284~85; Cttes. on Suspension, 1797, pe173

and Poyd, *'Letter to Pitt®, 1811, Ppei~i1. _
4e Cttes, on Suspension, 1797, De207 and Lords Cttee. on Suspeunaion, 1797, p«381,

5. Ibid, 225 and Cttes, on Suspenalon, 1797, ppet2=14 and 207,
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the volume of borrowing by the Treasury, that the Bank might proteot its gold
ressrve and help the Government by a more vigoreus contraction of commercial
ddscounts.’ In faot on more than one ccoesion during the period of credit stringsney
Pitt, approached by merchants to interpose his authority with the Bank to sscure
easier credit conditions in the London ospitel merket, asked the Directors to help
the marohanta.z In Parliement Pitt edmitted "he had at all times fsirly avowed his
opinion that oxtending the discounts was the most likely mode of allaviating the
pressure of present diffioculties™, but "what effects his opinions had on the minds

of the Directors he could not say," At this point Kanning and Thernton, both

Bank Directors, stressed the independence of the Bank in matters of ocommerolal
discounting, but Pox and Sheridsn seemed inolined to think that opinions coming

from a Chencellor of the Exchequer smownted to something 1iks positive pressure.’

Tt seems fairly olear that the Directors' polioy of rationing private credit did

not meet with the sympathstie understanding of the Government.

In Parliament Pox and Sheridan, ooncerned more to terminate the war than to
congider quesiions of its finanos, misohisvoualy suggested that the Bank had not
contracted discounts anoush.s Samuel Hoare spparently understood but the main
body of comment was dsoidedly oritiesl and from interested parties virulently
hostile.s The Bank received some understanding from the Lords Committes on
Suspension who stated that although "persons examined had expressed strong opinions
on rationing” they did "not mean to decide whether the Bank Dirsctors might mot
have solid reasons for their conduot"™ and refrained from "conveying any opinion
on this doubtful end delicate subjeot."’ Less reticent, ths Commons Comnittes
claimed that "diminished accommodation to the public at & tims when the oiroumatancea
seemad to recuire an increase of it must nscessarily have been an additional
embarrasament in ocmmeroial and peouniary trmaotim."s Surprisingly the
Bullion Committee failed to mention the oredit limitation in 1796 and confined 1its
comments to the intemal drain and orisis of Pebruary 1797 and castigated the
Benk for mot having had "courage to extend instead of restrioting its acoomzodation

1. Cttee, on Suspension, 41797 Pe27 st seqe; Bank Minutes 1795+97 passim; Parly.
Histe, VOle 33s PPs 255-323; Acres, The Bank of England, vol. 1, pPpe261~-270 and
Maclaod, Theory of Banking, ppe79+~8J. .

2. Morning Chreniole, 7 April end 24 Getober 17963 Boyd, 'Letter to Pitt , 1814,
P10 and Parlys Histss vels 33, pPe334=335.

3 I’arl.y. Hist., vol, 3}’1’-38.

4e Parly. Ristsy vol, 33, PPe330=32 and 358,

5« Parly, Histe, vole 33, PPe 36 and ki

6. Cttee. on Suspension, 1797, pa180,

Te¢ Lords Cttee, om Suspsnsion, 1797, p‘382l

8, Cttee. on Suspension, 1797 peili2e
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at that point,’ Henry Thornton's evidence before both Committees of Secrecy
coniained a number of remerks by no means sympathetic to the Bank, Ciroulation, he
claimed, had been held below the needs of trads, rates of interest on Government
paper had risen and confidence impaired by credit limitatiom, More specifically
Thornton contended, "Unless it is supposed that a considersbls diminution of
mercantile transactions takes place in time of war, it appears to me nscessary that
the Bank should incresse their discounts,”’ While Sir Jomn Sinclair, 1sarning in
September 1796, "with infinite regret of the very gensral distress which prevails
in the commercial world" because of the "ingufficiency of oirculsting mediim®
advised the Dirsotors to inoreass the capital of the benk and issus notes of low
denouinstion.” In the House of Gommoms the Directors were attacked by the City
mehbers."' Pamphletesrs acoused them of wishing to bring about a Suspension of Cash
Peyments end even their own shareholders protsstsd egainst ratimning discounts for
"respsoteble” parties,’

Criticlam did not, moreover, remain purely negative, A mmber of schemss
wers mooted to establish new and rivel aredit institutions to supply the deficiency
in credit. Henry Thornton had had conversations with merchants and bankers on the
subjeot of a "new oirculating medium® and knew that "some projeots of this aort
vere in fact and have been in ths minds of several bankers."” COne of the more
famous of these projects had been suggesied at a meeting of City Merchants on
& April 1796, when resolutions wers passed sastigating the Bank of Bngland for
Proceeding with policies "injurious to commercs" and "threatening calamitias.“7 The
merchants set up & comuittes to devise a plan for augmenting the oirculating medium.
This commlttee included some prominent city men. Walter Boyd, the lomn contractor,
Sir James Sanderson, the Southwark banker, Julius Angerstein of Lloyds, two
4ldermen and Sir Stephen Lushington, M.P.a Their report averts to the fact that
instruotions confined them, "on this ocoasicn to such mesesures as shall not infrings
the privilege of exclusive banking granted to the Bank of England® and goes on to
suggeet the establighment of & credit board authorised to issue promissory notes

1s Cannen, Pasper Poumnd, p,59.

2» Thornton, Papar Credit, 1802, PP» 280283, 290292, 299-30z2,

3. Sinclair, 'Letters to the Bank of England!, 1796, ppe13 and 16 end Parly. Rist,,
vole 32, pe1540,

be Farly. Hist,, vol. 33, ppe334 and 770=778.

Se Boyd. 'Letter to Pitt?, 1811' Po59i Anon, *Letter to Pitt.. 1”6. PPe5+12 and
Clapham, The Bank, vol. 1, Dpe265«270,

6. Thornton, 1802, Paper Credit, pp,280~282,

7+ The resolutions and an scocount of the Committes's deliberations are published as

 an Appdx. B of Boyd, 'Letter to Pitt?, 1814,
8. Ibid, p.90 and Tocke, History of Prices, vol. 1, p.200.
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paysble at six months date.' Boyd mads very strong efforts to involve Pitt but
explained the idea was "merely to bring the Directors to their senses,"> The
Chencellor remained sloof but met the Committee and discussed the whole scheme with
-!:hem.3 Unfortunately there are no records of what transpired at that meetins.l"
Certainly nothing positive ceme out of it for at the end of Jotober Pitt again
received a deputation of London merchants proteating ageainst the general shortage
of orad.it.5 Late in that yeer when plans were still being drawn up to slleviate
the credit shortage, the Eoming Chronicle noted that ™every schemer has a plan for
supplying the public with a oirculating medium and for re-establishing a just
proportion between the business done in the kingdom end the representative signs
neceasary for meking mmnnts."s Perhaps the editor had read Jerenmy Bentham's
“Proposal for the Ciroulation of a New Speciss of Paper Currency"™ which appeared
about that time.7 In November a plan for "Anr Original Security Bank" was published,
and later, Sir Williem Pulteney M,P, proposed that Parlisment establish another
joint stock bank in London to rival the Bank of England..a

Discount limitation in 1796 eppears to have aroused hoastility strong encugh
to bring the Bank of England's monopoly under sustained and positive attack, Herry
Thornton's oontention that the msrcentile world would not have allowed a further and
severe diminution of credit to take place "without substituting a eirculating medium
of their own" sppears to be true.9

Despite sllegations i the contrary, the high profits mads by the Bank of
England during the wars seem to have been en incidental and embarrassing comcomittant
of the Bank's rules for discounting. Furthermors, few precedents existed to guide
the Pormation of a suiteble credit policy for the war years: the one relevant
experiment in credit control betwesn 1755-97 eroused nothing but oriticism and
hostility from all sides. By far the most comforisble course of action for the
Directors to pursue after 1797 was one of support for both the GCovernment and
the privets sector alike,

Furthermore, & oansideration. of relations between the Bank and the Treasury
suggests that a significant part of the explenation why the Directors met all
demands from the private sector from 1797 to 4815 is because they recelved full

1. Boyd, 'letter o Pitt, 1511, DPe J6~98.

2, Pitt Papers, vol. 115 « Boydy, de5:3¢965 lela96y 1lheledby 1504496y 2602497 and
15434970 _

3, Boyd, 'Letter to Pitt*, 1811, p.101,

L, Pitt however remsined interssted in the problsm of a2 new oirculating nedium even
after Suspenaion - Pitt Papers, vol, 273 - Western, dde11410.57. There is amlso
in this volume s proposal to abolish the Statute on Usury and to regulate
country bankers.
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6. Ibid, 1 December 1796,

7. Stark, Bentham's Economic Writings, vole 25 PelHte Footnotes conts.on next
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encouragepent from the Covernment to the point where they became in a meaningful
sense agents of publioe rolicy,

This view is not sonventional largely because Directors of the Bank often
asserted and statesmon assented to the cleim that the Bank remained independent of
the Government in the regulation of commercial ecredit.! But there 4s no need to
scoept it at face value. 1If by simple decree the Government oould suspend specis
payments, it surely fell within its powers to instruet the Directora sbout loans
to the private sector, Even if the Government refrained from the direot
interposition of political euthority its influenca for or against the polioy of
credit expension must have been aruoial, The evidsnocs shows that in several ways
the Covernment did exert fairly strong pressure on the ‘irectors, but always in an
inflationsry direotion. in the regulation of comercial credit the polioies of
ths Bank amd the Treasury were one und the samg, OSupport for this view vill be
derived from three sources: first from a brief review of relations between the
Government and the Bank, secondly from a study of the Government's ovm poeitive
belp for private credit on several ocoasions during the war years and finally it
cen be seen in the Government's persistent support for the credit policiss pursued
by the Direstors,

During the commercial ordsis of 1793 the Covernment urged the Directors to
reatore confidence by lending free],y.z Again during a period of credit stringenocy
from 179557 ths Treasury arranged ite borrowing operations in order to lessen
the competition with the private ssotor for short term funds, Throughout these
difficult yoars Fitt renained worried about the adverse effeots dizcount rationing
by the Bank could have on trade and production and through them to tex revemus,

He never apprecdiated the Dirsators'view that his financial policies entailed eredit
coniraction 1o merchants and induatrialiata.s koreover, both he and the Directors
were olesrly eoncermed in case the contrsetion of oredit by ths Bank occasioned a
severe economio cxisis of the kind witneassed in 1793. 1n faot Pitt told the
Commons Commitice that if the ciroulation "was contraoted suddenly and to an apount
which bore a very considersble proportion to ths whole circulstion thet the shoek

8« Gopey '"The Original Seouriiy Bank', pp.50=55 and Parly, Histey v01le33, ppeiTi=
393 The Plan sven reached Lurd Liverpool = Liverpocl Papers, vol.38377.

9¢ Thornton, Paper Credit, 1802, p.282,

1a P&l‘]yo Hiﬂt-. vol. 33 PP0531-332 and 558; ParIy.Dabs.g 701.19. 9-953 nnd. Cannen,
Paper Pound, pet8.

2, FHayek, 'Introduotion to Thorntom, Paper Credit', p,39 and KaoCleod, Theory of

Banking, pa.70.
3 Ses ppe B56-88 and 112-137.
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which it might give to mercantile twransactions and the individual diffioulties
and distresses which might result from it might have e tendency to produce general
alarm among monied men." Giles, the Covernor, agreed that eny "severe restriction
would have occassioned a convulsion and distress in the entire mercantile comcerns
of this kingdom.“z Imediately after the Order in Council of February 1797 Fitt
recommsnded & "prudent inorease of benk notes ... to maintain the activity of our
internal traffic amd the success of our external designs.” The Prime Minister
felt that "the only limits thet ought to oircumsoribe the aocommodation of the
Bank were the extent and soale of commerce.™ For the Directors his advice could be
interpreted as Government approval for credit polioies moat congenial to their
peace of mind and profits for their shareholders, namely that all mercantile billa
arising out of produective transactions, peyables at short intervals, shculd be
discounted by the Bank, Cesrtainly, Fitt's statements in 41797 gave early expression
to 2 view tenaciocusly helld by the Diractors before the Bullion Committes thirteen
years later that the Benk should regulats credit socording to the “real needs of
conmerce", measured by thsm as the desmand for discounts of first class bills of
exchenge ot a rate of intsrest of 5)'5.1"

As time went on the Government cams to appreciate the advanteges of
suspended specie payments not merely for the finenoce of war but also for the support
it gave to the produetion and trade, Iiquidity orises, always a possibility in
wertime could be restrained by the Bank's acting as lsnder of last resort mnd the
expansion of credit encouraged foreign trade upon which a large proportion of
tax revenue depended.5 The arguments euployed by Addingten to econtimue the
Suspsnsion in April 1802 illustraie well the Government's attituds towerds the
reguletion of commercial oradit, Poinﬁng to the unfavoursble rete of exchangs amd
stagnant exports the Chamcellar informed the House "The entire comnend which we
have experienced, for sometime past over all fareign markets cammot be expeotfed to
continmue in the same degree. Competition must exiet and it is important thet et a
period of sommencing that competition every facility should be given to the
merchents of this countrys By ocoatinuing the restrietion for some time longer the
accommodation af‘f‘drdad to merchants by the Bank with respect to discounts will
contim:a."s On this occasion even opposition speakers supported the Chsncellor's

T Cttse. oo Suspension, 1707s P07 ond Thornton, Faper CTedits 1002s Debbe

2., Lords Cttes. on Suspension, 41 797s pe263. _

3. Parly, Hist., vol, 33, Dpe343 and 356 and Cttee. on Suspension,1797spp.é1 and 67

4. Buliion Cttee., 1310, pp.B89 and 97 and Horsefield, ‘Dutlies of a Banker®', ppe
1415

5« Ross, 'Brief Examination', 1729, Ps69a

6. Parly. Hiﬁt., vol, 56’ P.S‘F‘ and see Parly. Dabs., vol,. 2, p.}hﬁ.
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views th&: the resumption of cesh pgyments might be disadvantageous for the nation's
cormerce,

On several occasions during the war years the Government itself made loana to
businessmen in order to support and stshilise egonomie activity. Ite uvnusual
interventions again show that the Government both before and after the Suspension
opposed any kind of deflationary credit policy.

A severe commercial depression afflicted the economy in the early months
of 1793« 4n unusual number of banks failed in 1793 which undoubtedly did a great
deal to intensify the widespresd ioss of confidsnce and increassed the number of
banh'uptoiea.a Even houses of "grest solidity” did not escaps end the discredit of
puper currency lead to "great difficulty in proouring the usual edvantages oz bills
of exchange, particularly those of a long dato," Fany merchenis held goods which
they could not sell and when orders to manufacturers were interrupted umemployment
increased.

Despite Government requests the Dank refused to make advances on long dated
bills, Thus in April the Select Committee on Commeroial Credit urged the
Government to intervens "to prevent consecuences of the most serious nationsl
importanca.""' Earlier Henry Thornton had visited Pitt and Sir Jjohn Sinclair had
vritten to Henry Dundes urging the Government to coms forwerd and relisve the
stagnation of conmerciel credit. Dundas in reply teld Sincleir that the Government
had slreedy been paying "great attention to the subject" but would be pleased to
receive specific proposals from him.5 Sinelair then sent a plan to Pitt vhich
suggested the issue of Exchequer Bills to the merchants on the security of their
gooda.6 Huskisson was also very unxious for the Governmeni to do something
positive.7 At the end of the month this sams plan was put forward in the Fouse of
Commons by the Select Committae.a Two mepbers of the Cabinet opposed the idea of
public aid and Pox felt it "unsatisfactory to see the Government obliged to take
up what the Bank of England would not touoh.9 Pitt rcflied that "the Bank had
declined interfering, the species of security to be given was not suoh a5 the Bank

10 Parly'q Hist.‘ 701.36, PPCM.
2. Chalmers, Domestic Eoonomy, 1812, p.223 end Presanell, Country Banking, Appax.20.

3, Gtee. on (ommercisl Credit, 1793, pPst 26 snd 127.

Lo Ibid, Pet 29,
5. Pitt Papers, vol,183 dd. Merch 1793 and Sinclair's Correspondence,vola.2; ApPPdXete

6s Pitt Papers, vol. 478, undated memo from Sinclair and Sinclair's Correspondenoce,
volets pPaS7 and 3520,
7. MYelville, Huskisson Fapers, ppe19+=2i.

8. Parly. Hist., vol,30, Po?}gt
Ye Par]yoﬂist., "'01.50’ p.769 and Par]-y. Da'bs.. v0let 9, PPQ53° md 53,
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hsd been sccustomed to ret:e:l.'ﬂa."‘t Parlisment accordingly authorised the Government
to Jend up to £5 million to merchants on the security of goods deposited in _
warchouses at the principal ports. Eventually only £2 millions of exchequer bills
were issued in response to 238 spplications for 81&..2 ¥hatever doubts may have
existed sbout the propristy of Government intervention, subsequently most
commentators praised the messure. Ceorge Chalmers wrote, "Ths issuing of Exchequer
bills was an uncommon but very salutary measure. The whole nation was supported
end soothed, nd Sir Williem Pultensy told Sinclair that failures had been stopped
woven bybringing in the bill,"* McPherson describad it as working "like a charm®

end Baring criti'ciaad the Bank for its reticence in coming forwerd but waxed
anthusiastic about the Government's a.id.5 Even bullionists, otherwise so overtly
oritical of Governmental eredit policies, liked the measure.

By the summer of 1793 the statistiocs for monthly bankruptoies exhibit a
narked dsoline and by the end of the year public falth in paper credit seemed
restored, It is not surprising to find the Government gained confidence in the
expedient of issuing Exchequer bills as a remedy for eoonomic crises. In Mgy 1793
it gave the Liverpool Corporation permigsion to issue their own negotiasble fo0tes
ns loans to the merchants of that puri:.7 In June 1795, the Government obiained
Perliament's permission to issws up to £1% million of Exchequer bills to relieve
merchants who had sustained losses from insurrections at Grenada and Salnt Vi.noent.s
Again WPox objeoted but Pitt expatiated on the salutary effects of supporting the
nerchants with publlo oreﬂit.9 On this ocoasion just under £1 million was loaned
0 the Weast India Merchants, repayrbls in three ecual instelments over 2 years,
but the following year the Government loaned a further £600,900 under the sams Act
and prolonged the period for repgyment until July 1800.‘0 Apparently more publiec
joans were made to merchants ‘!:Ead:tng to the West Indies in 4797, after planters and
msrchants had applied to Sir John Sincleir to intercede on their behalf, Sinclair
wrote t0 Parosval who persuaded the Committes on Trade to grant the nacessary aig, M

1e Pari&. Hist., VOLSE, Pa 736 and ﬂd@lphusg History, vol.5, pp.wM6|o

2., Exoh.E.406/166; Pitt Papers, vol.502 and Reports of the Commissioners for
Issuing Exchsquey Bills, 1733, p.2.

3, Chalmers, Domestic Economy, 1812,0p.320 and 236~237.

4. Sinclair's Correspondence, volel, Da369e

5. YcPherson, Annals, 1805, p.269 and Baring, 'Observations on the Bank® y41 797,P« 210

6. Cannan, Peper Pound, pPs59.
7« Checklend, ‘West Indin versus American Traders®, p.147 and Pioton, Memorials of

Liverpool, ppe268e69 and 33 Ge3 Co3ie

8. Comons Jnl., v0Le50; De591; McPherson, Annsls, 1805, p.350 and Chsckland,
twest India versus American Troders®, p.147s

S. New Amnual Register, 1735y Ppe135+136.

10, McPlerson, Annals, 1805, P'51 6o
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In the eutumn of 1759 the failure of mercentile houses at Hamburg
precipitated a minor cozmercial crisis, The Monthly liagesine put the speculation
in suger and coffee as the cause of widespread f‘ailum.1 In October it noted that
the Benk hed sgreed to give assiatence to those British merchents connected with
insolvent houses abroad end hoped it would be “sufficient to enasble such Fouses as
are reelly solvent and respeciable to overcome their temporary t.-,ml:hel.r-z't:'s.ssumn'cts."2
khatever the Bank did to slleviate the position, Parliament also took ¢ hand and
eppointed Coredesioners to issus up to £500,000 in Exchsquer Bills to the merohants
in Liverpocl and I.ancastenj

Llthough Addington refused requests from traders in 4803, public money was
logned to ¥est India merchants at Liverpool in {8607 snd the Izst India and Hudaom
Bey Compsnies in 1808.1" No further assistance appeers to have been granted by
~the Governmment to the commercial community until the apring of 1811,

From the summer of 41810 to the spring of 1812 the British economy passed
through the most serious economic crisis of the vara:r-.5 In Lorch 1811 the Chancellor
of the Excheguer referred to numerous zppeels for assistence and moved for the
apnointment of a Selsot Conmitiee to inform Parliement on the extent of distress
and to suggest & remndy.6 A week later the Committee reported as to the ocauses of
the crisis and reconmendsd the Government phould onge again issue Exchequer bille
to support oommerciel credit.7 The causes of the orisis which emanated basically
frop the closing of markeis in Burope and the Americas to British trade have been
snalysed elsewhere und Gerden, Chairen of the Glasgow Chamber of' Commeroe, traced
for the Committes the comnection betwsen the export trades, meanufactures and the
banks., As he cbserved it, exporters, excluded from accustomed markets had not
been sble to pay msnufacturers when their bills fell end the banks having
discounted or advenced money on mercentile bills could not extend further credit.
This produced a went of confidence whioh occasioned still more diatmsa.a Both
Garden and the Chanoellor of the Sxchequer agreed that production should go on
even on a limited socale until markets sbroad recpensd aga:i.n.9 Ferceval "had no

1. Gayers Growth and “luctuations, vols 1, pp.34k and 53; Vonthly Mag, 1799, D, 762
and Cheokland, 'West India versus American Traders®, ppeiL7=i4Bs

20 l.onthly Yage, Qotober 1799! Piall-so
3, Commons Jnle, VOle55, pa752; Ficton, Memoriels of Liverpool, PPe285+286; Ashtom,

Economic Fluctuations, p.136 and Tooke, History of Prioces, v0l.1, PDe 2353236,
4 Parly.Debs., VOle2, ppe3ib=34T7; vole10; PPe712+713; VOle11, Pe68 and vole13,

Pa530,

5, Ceyer, Growth and Fluctuations, vol.4, p.59 and vol.2, pp.5hia549 and 569 end
¢rouset, L'Economie Britamnigue, vol.2, part La

Gl Parly.DebB.. volaet 9, p.123.

7. Ctee, on Commercial Credit, 1811, ppe 370-371.

8, 1Ibid, ppe 367-369  and ses pp. 303-307,
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doubt thet the ingenuity and exertions of the merchants and wants of oconsumers
would vltimately find means to obviate in great degree the difficulties snd
disadvantages at present existins."1 Samuel Whitbread and others felt temporary
relief was merely putting off "the evil day" and did not foresee the prospect of
European markets being reopened to British merohents in the near future.z Peroasval
appeared prepsred to take the risk and told Parliament, "The most that could hsppen
was that it would leeave the commerve of the country at the expiration of the twelve
months in no better state than that in whioh it was at ;|;:ut~¢men'!:.“3 Despite vigorous
oppositien, Parlisment agreed to follow the recommendations of the Seleot Committies
and authorised the Government to issue up to £6 million of exchaguer bills in
support of ocommeroce. It granted a longer pericd for repayment then st the outbreak
of war and subsequently extended the period still ﬂurther." On this ococasion the
issue of exchequer bills apparently did not pley as large & part in alleviating
the commercisl crisis as the issus of 1793. Merchants tock up less than a quarter
of the suthorised issue and relief from the economic orisis ceme with the reopening
of European markets in 1813.5

On occasions of orisis during the wars with Franee, the Governmment
intervensd in support of the commercial community with loans, The first ocoasion,
in 1793, was to restore oonfidenoce in paper oredit. Between 1795 and 1797 it granted
relief to merchants who sustainad losses from warfare in the West Indles, In the
sutumn of 1799 & timely loan resocued Liverpool merchants from the effsots of
failures among their conneetions in Hamburg., Further loans were granted to
merchants in 1807=08, PFinally, during the spring of 1811, the Government again made
credit availsble to British merchents and manufacturers who wished to hold goods
while markets in Europe end the United Stetes were artifioally closed to them. Buch
assistance had not been given before in the 48th oantury.s While public support
for commerce appears pragmatio end ad hoo in character this series of imterventions
doas indicate that the Government was not prepared to countenance widespresd
mercantils failures through a want of oredit, Such actions hed not been taksn
before in the 18th century and the Government's positive belp for the private ssotor
could certainly be interpreted by the Bank as being favourables to a liberal oredit

polieoy in the case of its own discounts.

1e Parly. Debﬂo. vol. 19. p0331o
2. Ibﬁ. PPe w5 and 597 and Dropmore Papers, vol. 10' Pp.126"127e
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772-773-

5. Annusl Register, 1811, p.2hk; Tocks, History of Prices, vol. 1, Pe3473 Honthly
¥ag, 1611, D.100; Clapham, The Bank, vol. 2, pp.34~35 and Report of the
Copmissionars for Issuing Exchequer Bills, 1811.

6. Sinolair, Hiastory of the Publioc Revemue, 1802, p.267.
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Finally, it cen be showm thet the criterin used by the Directors to
regulate oredit for the private ssctor were not only sccepted bty ths Government as
appropriate to the needs of war but received etrong off'icial backing whenaver they
came under attack, To oritiop alarmed at the repid rise in the oireulstion of
Benk notes, Einisters (from Pitt in 1797 to Hawkesbury and Addington in 41803 and to
rercoval in 1811) insisted that the increcsed trade and production required the
extended oirculation. Turthermere, they categorically rejected the recommendation
that the Benk should regulate credit by averting to ths otate of the fareign exchangs
and the price of gold. For tullionists, of coursa, a rise in the market cbowe the
nint price of gold end a depreciation in the exchange provided presumptive ovidence
of excessive credit creation and reasons forr the contraction of lisbilities by the
Bank of England, Although members of the Sow rnment nsver went as far as the
Directors to deny all comnection betveen the noney supply and the price of gold
or the rate of exchengs, for reasocne of war propaganda, they resipted the dangercus
suggestion that the currengy suffered from deprecistion and repeatedly insisted
the slevated r~rices of specio and forelgn ourrenoy oould be explainsd almost
entirely by autonomous movements in the balance of payments.

As early as 1803 Hemkesbury refused to actept King's enalysis "as to the
ceuges of the unfavoursbls state of the exchange., It was by no means to be
attributed to the issus of paper from the Bank but in a greater degree to the
irpense sums vhich were nscessarily seat out of the coumtry at the tims for the
payment of subsidies, end in conspquence of the alarming acercity which then
provedled. | In his speech on the Irish Benk Restriotiom Bill in Pebruary of 180k,
Castleroagh for the Government argued that depresiated peper was partly s
consequence of the appreciated value of gold, at that time scarce in Ireland from
widespread hnardlng.z

During the bdbullion oontroversy no Finister talked as foolishly as the
Gorernor of the Benk who oould not see, "how the smount of Bank notes issued om
tperate upen the price of bullien or the state of the exchangs end therefore I an
individuslly of opinion that tbe price of bullion or the state of the exohanges
can nsver be & resson for lessening the mtofﬁanknoha.” Both Captlereagh
end the Prime Minister adaitted that the rate of exchangs could appreciate or
prices might be lower if oredit were restricted, but argued on pragmatie grounds
sgalnst the adopticn of muh a policy during the war.® Ross end Vansittart sppesr

% Parly. Debs., vol. 15 Dpe 1675=76. King's views are in Fortescus, Sppeches and
writings of King, pps 210~21ke

2. Parly, Debs., vol. 1, PeiCM e

3. Bullion Cttos., 1810’ PPe 96'970

4s Tarly. Debs., vol, 19, pp. 599, 1003 and 107,
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st first sight to bave adopted the Bank®s position but a csreful resding of their
spoeches reveale thaot they aimed, and in faot succceded, in proving there had been
no discerneble inverse relationship between changes in the va]ne of notes issued
by the Bank and the prics of bulliem or the rate ofexchm Rose failsd, howvever,
o realise that his "summary of faots alome” (largely o survey of tha country's
balmoe of payments pasition) did not sppear "most completely to contradiot the
sxperience on which the Bullion Cormittee profess to rely, in support of their
opinion, that inoresse of bank paper has raised the price of gold and lowered the
exohange.” Tor did the fasts fully support Vensittart's fifteenth resolution.
mhat the asituation of thio kingdem in xespoot of its political end cummerodal
relations with foreign countriss, as sbove stated, is puffieignt without smy chenge
in the intermal value of its ourrency, %o acoount for the unfavoursble state of
the foreign exchangsn, and far the hgh price of bullion.” As Vimer pointsd out,
the money supply certainly exerted some positive influsnce and a strong encugh
contrastion of the money supply even in the highly unusual oirmstanna of 18410-12
could have lowered the priceofgulﬂaudappumtndthaemhm
By far the most sble and lusld exposition of the Government's position
oomp from Castbreagh. "Tho whole oase of the Bullion Committee™ for credit
restriotion he said, "is built upon the assumption that we live in normal times end
that we may conduct ourselves upon socustomed principlos. The Coumitice have laid
4t down that the Bank ought to bo guided in the amount of their issuep by the state
ortheWaudthopnoeofgoldsﬂ:iamatmmthatthaymtomtamtm
influcnos of the exohanges by this means, If this is to be dome, the quantity of
oiroulsting medium is mot to depend on the internal wants of the countryj it 42 not
40 be kept up to its asoustomed amount, with such additions from time to tize ag the
sugpented extent of our trenssctions may requirej but it is to be regulated with
reference o our external intercourse, and the exohanges influemced by the power of
the ensag." Thus the Bank would be required to rgontrect its iseuss to such an
extent as to give en artificial value to the paper currenqy, from its soaroity,
equivaient to the advance of price om gold. This pay oheck the gold from going
out of the kingiom, but at what secrifioce? at thes risk of eonvulsion, we should
remomber shat has been the lot of the country under the Restrictiom Bill, and not

1. Perly. Debs., vol, 19 pps B34 and 839
2, Ibid, p.839.

3. Ibia, vol. 20, POT’

4e Vimer, Theoriss, p.145.
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throw unmerited odium on & system which carried the empire through such mighty
difficultias, We should naver forget, that this measure, by supplying the oountry
with & eirculeting rediun of undoubted eredit, proportioned to its wants has, Por
the first tine, solved ths problem of reconciling naticnal prosperity with a state
of war."1

Not only did the Government take roughly the same position es the Bank
during the bullion controversy, ¥inisters repeatedly defended the cenduct of the
Directors against redical oritios who sscused them of profiteering.® In 1803 the
Foreign Seocretary complimented the Directors as "a body whoe far frop meriting any
reflsotion upon their conduot had uniformly discharged the trusts reposed in them
with prudence, caution and ciroumspeotion”, send George Hose deseribed them im 18¢4
as "gentiemen acting under severe responsibility who have no personsl interest to
sway their Judgement,™

Pinslly, in the summer of 1811, the Govermment reposed further oonfidence
in the Directors by making Bank notes, de facto, lsgal tandar." Por nearly fif'toen
yoars following the Suspension Bank notes remainad the privato debts of the Bank of
England.” In 1797 Pitt hed resisted the suggestion that they should be made legal
tender; the aot of Suspension merely stipulated the Bank notes would be accepted
by the Government in payment of tma.‘ Other oreditors remained free to refuse
payment in Bank notes and retained the legal right to enforoe payment of debts in
lagal tender coin, but until 1811 there is only ons recorded case of a clsim for
specie being enforced by the oourts.7 From 180y there was a sharp rise in the papex
premium on gold coin end several speskers in the bullion debate mentioned the ™irede
in guinsas® and the "double pricing” of commodities, Nevertheless Vausittart
pushed forward his resolution, "That the promissory notes of the seld Company”
(the Benk of England) "have bitherto been and are at this time hald in public
estimation to be equivelent to the legal coin of the realm and generally accepted
as such in all pecuniary transactions to which sueh ocvin is lawfully applicaeble.”
In the summer of 1811 Lord King exercised his legal right and tested this résolution
by demanding peymsnt of rents "in Bank notes cf a sum sufficient to purchese the
weight of standard gold requisite to discharge the rent.”” The implications of

t« Parly. Debs., ¥0l, 19, pps9B6=1010 and spesches by Ferceval end Vanaittart,
vol, 19, pp.895, 966~967 and 1069~72,
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King's aotion immedistely became obvious to all, His Lordship had raised the
possibility of widespresd refusals on the part of creditors to eaccept Bank motes as
payment for thelr olaims, If this ocourred the Bank's oirculation would have t
be restricted until the premium on gold coin dissppeared and Bank notes became cnoe
more gensrally acceptebls, But the Government refused to be intimidated by King's
ohanenge aend sponsorsd a bill which made Bank notes in everything but name legsl
tender, Stanhope's Act of July 1811 prohibited the payment of a premium on gold
coins and suspended the lsgal right of creditors to the property of debtors who
offered notes instead of gold co:l.n.1

gonolusion

During the wars with Franoce the monetary poligy of the ocentral authoritles
permitted and even snoocuragsd a fairly rapid expansion in the money supply. Why
the Treasury end the Benk persisted with a policy, regarded by its orities as
inimiosl to the eotmomie interests of the country, is & gquestion ofien answered out
of historical contsit by writers interested more in soonomic throught then in the
process of poligy formation at ths beginning of the 15th century. That Statesmen

end Direotors proceeded from false assumptions to wrong conclusions cannot be too
strongly denied, although after Keynes fow modern eeonomists would be as prepared
as their classical and neo=olsssical predecessors to dismims the offiocial logio as
hereticsl stupidity, But the question reslly demsnds an answer cutsids the
framework of ocontroversies sbout scomomic theory.

Variations in the money supply were brought ebout by the borrowing operations
of the Treasury (largely uncontrolled by the Bank of England) and through ths
extension of Bank credit to the private sesctor. After the experisnoce of 1793=97,
it 1s olear that the Governmant was not prepared to conduct the finance of war
within the constraints imposed by convertibility, The Government demanded unstinted
support from the Bank for its foreign end finencial policiss and statesmen tendsd to
regard suggestions for the resumption of specis payments in wartime as unpatriotio.

A8 for the extension of Bank aredit to the private segtor, the Government
refused to exsrciss direot control over the Directors, who proceedsd to meet all
demands mads upon them for loans provided borrowers aould meet the Bank's

1, Coppleters, English Bank Note Circulation, pp.4O=ih; Fetter, 'Tegal Tendsr!,
ppe2h5=246 and Parly. Debs., vol. 20, pp«B28-829,
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troditionel aiteria for oreditewortbinsss. Their rules for discounting bills of
exchange were hardly modified - the Bank continued to insist on first class

seourity, bills of large emount and of short maturity for the purposes of industry

ord trade, By maintaining these rulas, and a rate of discount of 5, the Direetora
claimed the Bank could not creats an éxcessive supply of oredit and that it met

the real needs of the sconony for finance.

Radloal critics of the Bank were disposed to argue that the Directors sought
only to serve the interests of their phareholders snd forced notes into ciroulation.
Eithin the Corporation shareholders socused them of being too attentive to the
public interest to the detriment of profits, Although the Bank made high profits
during the war years, the chargs of profiteering is an altogether aimple minded
explanation for the policy of credit expansion. Moreover, temperate critics like
Ricerds and Thornton were not moved to make the charge, nor did the Bulliom Compd ttee,
otherwise so eritical of the Benk. FEEEE

A more convincing explenstion of the Baunk's polioy is that cnly twloe before
the cutbreak of ths wars with Franos, had the Bank ever rationed oredit to the
London commercial community, Throughout the 18th century, in pesce and war, through
sucoeseive commercial crises, the Bank of Englend consistently discounted all firat
olass bills of exchange of the required sscurity at 5% But in 1793, when gold
reserves fall below the level regarded ss oriticsal, the Directors falled to satisfly
the mudden increased demand for discounte ocoasioned by a liquidiiy erisis at the
outbreak of war, Throughout 1796 and the esrly manths of 1797 the Bank's gold
reserve again dropped to a level oonsidered unsafe by the Directors and they
deliberately end explicitly rationed discounts and thereby oocasionsd a general
oontraction of credit throughout the eccnomy. Credit restrictiem im 1793 and 1796-97
incurred the tacit disapproval of ths Governmant who had urged the Direstors to
help the commercial commmnity. Parlismpentary Comnitteos were overtly critical of ita
policies end sope London businessmen hostile enocugh to threaten the sstablishment of
a rival institution, DBoth the traditional and most comfortable course for the
Direotors to follow after the Suspension ooneisted in meeting the demands made upen
them for eredit.

This policy which involved en unprecsdsnted expmsion of cormereial discounts
received the suppert of His Yajesty's Government, & support lmportant and positive
enough to meks it clesr that the credit policy of the Government and the Dank of’
England wes ons and the same, The tuspension whioh gave the Bank the opportuni ty
to oreats credit was a Government messure, True Pitt introduced it primarily for
the exigencier of publio finance, but the Goverrment maintained Suspension in &
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form which gave the Bank maximm encouragement to expand its lisbilitiesto the
private ssotor, Next 1t prolonged speole payments until the end of the war, and
after the Peace of Amiens the Direstors kmew the resumption of specle paymemte
would not be suddenly imposed on ths Bank. Govermment policy removed, not only
the traditicnal oheck of convertibility on exvessive note issues by the Bank, but
nlso its need to maintain even a minimm gold reserve during the war years.

Purthermore, the Government, sensible of the advanteges derived by the
Preasury in the fom of tax receipts and lower interest rates, from liberal
asccommodation to the private secior, gave sdvics and exerted its influence in &
direction which fitted in with the predilictions of the Direotors, Pitt had been
oritical of oredit restriotion in 1793 and 1796 and advised the Directors tc bhelp
merchants in 4797, In 1802 Addington refrained from the immediate resumption of
ossh payments in case deflation had adverse offeots on trade, TWhen their credit
policies wore under sharp attecks from bullicnists the Governwent rejectsd the
1des thet the Bank should regulate issues by averting to the foreign exchangs or
the price of gold, Castlereagh, Rose and the Prime Winister all claimed that the
exigenoies of oocmmercial warfare required a liberal eredit poliay. In the House of
Commens Statesmon repeatedly defended the Directors sgsinst the chargs of
profiteering. Every opportunity was teken to indicate that the Directors had the
full oconfidence of ths Government, In Decembor of 1814 the Liverpool Administration
atretched confidsnce to the extent of making the notes of a 'privats compeny' in all
but name, legal tender of the realm, On five occasions during the wars the
Government itself made substantisl loans to the oommercial commmity in the form of
Exohsquer bills; indicating again that Governmental policy was thet money supply
should be expsnded not only to support the war needs of the Government, but also to
meet the requirements of the private sector,

During the period 1793=1615, the opposition to the Government's monetexy
poliqy was more coherent, suatailned snd better crganised than opposition to any
othsr aspeot of war finences Why it failsd even to modify offioial poliqy is an
interesting question. Pirst, 1t should de observed that the Government suspended
specie psyments in 1797 in diffioult oircumstanoss end 28 & temporery maasurs.
After the country showed iteself fully ocapsbls of managing 1ts economio affairs with
an inoonvertidle currency, the maintenance of Suspensiom, &s indiapensedly necessary
for the finence of war, muted sriticism, Oprosition emerged only whan the price of
201d or the rate of exchange suggzested that the oreation of eredit hed beoome
toxcopsive”, But in 1799-180i, during the period of bad harvests, the attagks of
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Boyd end his followers hardly reached Govermmental ciroles and in 4802=0} the
Cabinet refused to treat the views of Lord King with any real seriousness.

Not until twelve years sfter the Suspension did the Govermment face
opposition which ocould not be ignored end between 1809-12 it resisted a long and
sustained attack from the bullionists, Their failure to exsroise sny noticeabls
impaot upon what was potentially an inflationary poliay oan perhaps be put down to
the somewhat rigid stand bullionists took on the cemses of Gepreciation and their
rather exireme recommendstion to resume cash payments within two years, For
several reasons, unconnected with the ususl explmation of theoretical error, the
Government reacted violently both to the Bullion Committee's recommendations and
the adverse publioity ths whole o ntroversy had upon internel and external
confidence in the pound,

Although the bullion debate ralsed matters of profound theoretiscal importance
it cannot really be maintained that the views of either side really helped to
solve the concrete poligy problem of how ths Govermment could finence e global
war, unhampered by the constraints of convertibility and at the same time avoid the
dangers of rapid inflatiom, By fooussing on the issue of depreoiation, as defined by
the bullionista, both sides failed to discuss techniques and criteria for the
regulation of the monsy supply in any given situation. In faot the Bullion Committee
rejected any such suggestion in these words. "Your Commitiee have understood that
remedies or palliatives of a different nature, have been projected; such, as
compulsory limitation of the amount of Benk advances and discounts, during the
continuance of suspensiom. But, in the judgement of your Committee, such indireot
schemes for palliasting the possidle evils resulting from the suspenalon of ocash.
peyments would prove wholly inedequate for that purpose, becsuse the necessary
proportion could never be adjusted, and, 1f cmce fixed, might aggrevate very much
ths inconveniences of temporary pressure, and even if thelr effioacy could be made
to appear, they would be objeotlonable as a most huriful and improper intarference
with the rights of the commerciel property.”’ Their failure could have been sericus
as the war oontinued because the methods adopted by the Treasury to borrow maney
became ingreagingly inflationary and the Bank falled either to check the demends of
the Chanosllor or o moderate their impast by some contraction of oredit to the
private seetor, Fortunately the war ended in 1815. PFinelly the bullicnists never
really met the Chancellor's challenge when he asked his aritics: "What would be
the effect in this country umder all the ocircumstances of the present times, 1f the
Bank of Englend were to withdraw its paper, paper which it had been said formed the
whole oiroulation of the country? Would it not ruin the menufeeturers? Would it

1. Cannen, Paper Pound, p.68.
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not destroy agriculture? Would it not dry all those socurces of wealth which ensbled
this country to make exortions proportioned to the exigencies of the awful period
in which we lived? And for what objeot was Parliament to incur the risk of all
these dreadful calamities? Why, for the purpose of making en experiment to bring
the rate of exchangs nearer to par?® ' Hyperbole no doubt, but the Minister very

properly demanded an examination of the adventages end dissdventages of the policy
end to that subject we now turn,

1. Parly. Dabs., VOl. 19, PP.966‘67 end 1072,
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AN APFPRATSAL OF IRBT MANAGEMENT,

Introduotion

During and since the Frenoch wars, the Statesmen and officials who
managed the Government's borrowing operations have had their efforts subjeoted to
a great deal of oriticism, Much of it conaists of ill-informed assertions which
often degenerate into politicel vituperation. This can be ignored, as can indeed
elmost all arguments by comparison or analogy., For example, Chanoellors of the
dey were often oondemmed or praised for borrowing money at higher or lower rates
of intsrest than their predecessors in chargs of the finances in other wars,

Since even the most capeble of Chancellors could exerociss only a marginal influence
on the prioce obtained for bonds, (the rate of interest being determined on the
whols by factors outside the control of the Treasury), comparisons batween the

cost of money in onme war and another indiocate very little about the effiolency of
debt management,

Perhaps the most extensive and peraistent discussion of dsbt manggement
during the war years goncerned the sigs of the dedbt itself. On cme sids of the
controversy are arraigned the prophets of wos, many of whom liks Tom Paine,
Cobbett and other radiecals, opposed the war altogetheri. MNeny more disliked the
whole system of funded borrowing becsuse it ralsed the power and effluencs of
the Bank of Englend, the Stock Exchange end losn contraotors. Their antipathy
1g really to the City of London, In general this body of opinion, appalled by the
rapid acoumlation of the nationsl debt, the sise of the loans and the mounting
burden of interest payments predioted ruin, nagional bankruptcy, the collapse of
the whole finencial system and other dire consequences unless the Government
ceased borrowing sltogether., The more positive, oombined their gloomy forecasts
with recommendations, not as cne might expect to finance the war with taxes, but
with impleusible schemss for the immediate redenption of e large portion of the
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dsbt, !

On the other side of the controversy supporterz of the Government,
some no doubt handsomely peid by the Treasury for their efforts, attempted in
print and in the House of Commons to counteract the dsngerous talk of potentisl
financial cheos. Their arguments were more telling because subatantislly correct.
As they pointed out, the nominel capital of the debt really indicates very little
at all and for proofs of the country's abllity to meet the demends made by the
Government for loans men needed to look to the nation's resouress and production,
Usually they eoupled this injunotion with as many statistios as they could muster
to demonstrate that trade, industry and egriculture all flourished and that
inoomes had risen since the onset of wer., As supporters of the Covermment they
were moreover not slow to cbserve that radicals, by their propaganda, hoped to
bring about the dosnfall of the financlial system they so ominously predicted, but
they rejoindered that the British system, whioh rested upon ocnsent, could not
collapse as long as the Government ocontinued to abide by the rules and

conventions for borrowing moaoy.z

1+ The referencss for these general statements can be found in the speeches of
peopls like Fox, Tisrney and Sheriden before the Houss of Coumons and
Lauderdale snd King before the House of Lords., Outside Parlispent the
erguments can bs found in that favoured 18th century medium of communication,
the pamphlet, At the Goldemithas Library of the University of London are
literally lundveds of pamphlets on the themss outlined edbove. I will cits a
selsotion of the more fameus. See Anon, 'Proofs of Ruin', 1795; Palne,
'Decline and Fsll', 17963 Morgan, 'Pacts', 1796} Martin, A Letter', 17963
Morgan, 'in Appeel', 13J97; Auon, 'Observations on the National Debt®, 1797}
Anon, "Two Latters Addressed to a British Merchent', 1797; Anon, "Political
Salvation of G,B.'; 1796; Leudardale, 'A Latter', 1798 and 'Present Measures®,
17983 Anon, °*A Propesal for Liquidating 66,6 millicem of the 3%s’, 1798; Binrd,
‘Proposels for Paying off the National Debt', 4799; Morgsn, 'A Comparative
View*, 1801 end Anon, 'Essey on the Funding System', 1803,

2, Nearly every budget spesch opened with a statement by the Chanocsllor that the
oountry was in s flourishing state and possessed the resources to prosecuts
the war, Pamphlats from supporters of the Government to refuie the oritiss®
gloomy prediations arve also numercus, See; Chalmers, ‘'Strictures on Paine?,
1796; Playfair, 'A Real Statement', 17963 Brooms, 'Observations on Paine',
17963 Swith, "En Exsmination of Paine’, 1796; Vansittart, 'in Inquiry?’, 17963
Wekef'ield, 'Observations on the Credit and Finances', 1797; Anon, 'Reflactions
on the Present Stats of G.B.', 1797; Anon, Tests of National Wealth', 1798;
Charnock, A Lettsr on Pinence, 1798; Anon, 'Pests of Nationel Weelth', 1797;
Vakefisld, 'Facts', 1800; Anom, 'Finencial Facts of the 18th Century’, 18013
tourtenay, 'Pressnt State of Finanoes!, 1803; Herriss, 'A Reply', 1603;

‘ Chalmers, 'An Estimate of the Strength of G,B.*, 1804; Rose, 'Brief
Examination®, 18063 Vansitiart, 'Substsnce of a Speech', 4809 and Pariasr,
‘Theery of the National Debt', 1809,
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Although the Government and its supperters undoubtedly had the better
of this particular argument, the sooumulation or size of the debt is largely
irrelevant to an investigstion of its management, and the voluminous ceontrovarsy
in the press, in pamphlets and in Parliament probably diverted oritical attention
eway from a proper and useful scrutiny of dsy to dey Treasury policies., Although
ihe controversy is often lively, it is of very limhted use to the student of
public finence, because it takes place at the level of generslities and is often
m argument for or against the war, The only legitimate way to understand and
appraise the management of the dsbt between 1793 and 1815 is to place it firmly
in its historioal context. It is essentlal to bear in mind the oonstraints of
the finenclel system, the diffioulties of borrowing in wartime and the genersl
aims of polioy, During the war years ths Government introduoced several messures,
including most importsnt of all the Suspension of Cash Payments, designed to
alter the legal and institutional framework of the money merket in its favour.

At the same time, operating within the enviromment, the Treasury alsc tried to
take advantage of the limited mumber of opportunities open to it in order to
borrow as cheaply as possibls,

Given the finanoial system the Treasury could bring sbout marginal
redustions in the cost of borrowing in four ways. PFirst it could control the
flow and oomposition of seourities offered to the murket in order to tale
edventage of variations in demand, Next it could stimulate competition, Thirdly,
by pressing stoocks of higher dsnomination on the market the Chanocellor left the
way open for oonversion operations which diminished the cost of borrowing over the
long run. Finglly, the Government had the option of sbandening the Sinking Fund
at the outbreak of war, which if tsken would have reduced the totel supply of
bonds offered to the market.

The Flow of Som-:lt_:l.ea

Before 1797 the Treamuy was not in a position to take advantage of the
possibilities for slternating between funded and unfunded borrewing, by selling
bi1ls whenever bond prioss seemed depressed and funding bills whenever bond prices
appreoiated again. Under pressure fram the Bank and anxiocus about the lerge and
unpredictable accessions of military bills onto the market, Pitt was mainly
eoncernsd to contain the floating debt as much as possible. His funding
operations over the years 1794~97 seem to be more & respomse to oredit restriction
by the Bank and the asoumulating debt of the milftary departwents, then a
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considered technique of debt menagement,

After the Suspension, and with reforms to the format of the Navy bill
and to the estimates submitted by the military services, the employment of
unfunded borrowing beoame a real possibility. Yet between 4798 and 1807 the
Treamury used it only to s limited extent and may have been over cautious in not
marketing bills followed by funding operatione as the way of forcing 4% and 5%
stocks upon the market. Funding also possessed the merit of reducing the loan
end e smaller loen generally stimlated competition in the capital mariet. From
1807-15 the technique of unfunded borrowing on the sscurity of future revenue
became an importent part of the snnual borrowing operations which included a
loan, one or more funding operations and the mortgaging of future revenus in
order to finance ourrent expenditure through the issue of bills.

Some oritios, asppalled by the rapid accumnlation of floating debt
during the early and closing years of the war have argusd thet at times the
Treasury pushed unfunded borrowing to excessive lengths.! Yet s large part of
the inorease in the unfundsd debt can be attributed to presence of an English
Army In Rurope and the large scals issues of bdills by the Army and Navy. Military
expenditure, not included in the provisions mede by Parliament for its finance,
certainly oomplicated the task of debt msnegement and formed mno part of the Treasury
Plans for finaneing the war effort. Only after 1808 did the Tressury deliberately
resort to bill finance on any significant scale. Even then it would be Aifficult
to prove that the employment of unfunded borrowing over the latter years of the
war ocoasioned any rise in the overall cost of borrowing; im fact the opposite
ssems more 1ikely, The only valid oase then oan be made against unfunded
borrowing is that it exacerbated the wartime inflation. Perhaps the Government
might also be oritleised for its failure to reform the estimating techniquiks
employed by the servioss, teghniques which complicated the Treasury®s task of
debt management and lead direotly to wasteful expenditure.

To dissern just how well the Treasury timed the relsase of securities
to the capital market is by no means eesy, largsly because the question is
concernsd not simply with facts bui involwes an undsrstanding of mumerous
predictions mads by the Chancellor and his alvisers between 4793 and 1815. In

1s» HMorgan, “An Appeal®, 1797s DPs 11=12, 16, 214 3133 and 423 Worgan, ‘A
Comparative V’.Qlw', 1801’ PPe ‘bog 1!-8' 49, 62 and 70; Senator, vole1 6’ pp.250-
52; Parly. Debs., v0l.2y Deilbh and vol,22, ppei203+0Lk and 1209 and Janes,

State of the Ratiom, pp.20=21,
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thesd highly unsteble years the apparent feilurs ex post of a partisular losn or
funding operation cammot in ell fairness be condemmsd if 1t oan be attributed to
factors the Treasury could neither oontrol nor reasonsbly antioipate. lLooked at
in this light Pitt oen be oriticised seversly for not deleying the losmn of 1793
wntll efter the conmeréial orisis snd reprimsnded for minor mistekss in 4796
and 1805, Petty failed to time the loan of 1806 to coimeids with the payment of
dividends in April, while Vansittart appsars to heve been guilty of three serious
errora of judgement between 1813 and 1815, whioh trensferred a great deal of
money from taxpeyers into the pookets of loan oontractors and bondholders, This
is not a lengthy cttelogue of error and on the whole the Treasury appears to
have regulated the flow of securitiss onto the market with propex attention to
the public interest.

Competition

When it 1z cbserved that no less them 11 out of the 26 loans floated
between 1733 and 1815 were not subjeot to competition tender it is perhaps eesy
to egres with those writsrs who have dismissed oompetition as ®a mere facads"
end to oondern the Treasury for not taking mere adventage of one of the few
methods avallable to it far raising the price of bonds socld to the merket. But
it is nsocessery to dear in mind thet competition ocmstituted only one anpong
peveral alternative snd oconflioting ways open to the Treasury far affeoting
reductione in the cost of borrowing, Por exmmple, if the Chancellor opted to
time the sale of bonds so that losns overlapped with sach other or with funding
opereticns, competition often ceased to be possibls, but the pudblic might well
bhave gained more from sucocessful timing then it lost from the sbssnoe of
oompe titlon, Similarly it oould pay the Chancellor or sacrifise competition for
the sdventages of selling domds of 4% and 57 dencmination or, if it seemed to
him that the Govermment obtainsd a better bargain, by allowing cenmtractors to
combine for partiocular losns,

The Treasury could do little to insist upon competitive tanders when
offered only & single bid or faced with determined collusion among lom
oontractors. Moreover, it did not pay to push competition to the point where
eontregtors made losses and the entdre capital markst revized upwards its estimate
of the risks involved in speculating in public securities, Yet Chanoellors of
the peried, with the possidle exception of Perseval (advised by Huskisson), stild
appear unduly conservative in experimenting with ways of stimulating oempo'ii,uen
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by such devices as dividing the loan, by strategic funding operatioms and perhsps
by occasionally diverting revemuss from the Sinking Fund in order to reducs the
net supply of bonds marketed over the year. Nevertheless, on the evidence now
available, not more then two of the eleven departures fyom oompetition during
the French wars can be termed indefensibla. Both occurred when Vansittart was
in charge of nsgotiations in 1813 and 1844

The Denomination of Bonda

Between 1793 and 1845 only a small proportion of the monsy borrowed
by the Government ceme from the sale of bonds other then ccnsols,’ The
advantage of selling bonds of higher denomination consisted in the opportunities
it presented for affecting long term reductions in the interest bill through
conversion operations. Already during the war years several writers rebuked the
Treasury for marketing too many consols oompared with othsr atooka.z After the
war when bond values appreciated and when falling prices made interest psyments
on the national debt a greater resl burden to taxpaysrs, this line of cxriticism,
by then fully developed in the writings of McCulloek and other eecnomists,
becams more widely understood and vehemently expmsaad.z' But before sny support
is given to the views typified by MoCulloch it is essential to aise two basie
qualifieations, First, the range of possibilities open to the Treasury should be
elucidated and secondly the precise advantages, both in ths short snd the long
run, of marketing 4 and 5% bonds must be more alearly dafined,

On the first point all the evidsnoe ocutlined above suggests that
prossibilities for selling stooks other than consols were oonsiderably more limited
than the Trsasury's oritios ever allowed. As Parker sorreotly observed
"contractors have uniformly opposed the funding of dsbt in atoeks bearing a high
rate of interest,”” They frequently resistsd the Chancellor's sttempts to float
the loan in stocks of 4% or 57 denomination, and et negotisticna for the loem of
1806 the contractors sven persusisd the Chancellor %o change his offer between
different 3% stooks because they olaimed 37 resduced were less marketsble then

1. Bee Table 1L,

2. Hﬂrgan, 'Fmtﬂ.' 1796' PP015"'17 and 'An APPBB]-'. 1797. p.Zh., Anon, "Politieal
Salvation of G.B.%, 1797, pPpP«73=74; Sinclair, History of the Revemue, 1802, vol.1
P-457; Elliot, "Finanoial Remarks®, 1807, p.25 and Hemilton, %An Inquiry',1 812,
pp-2l»5.2h-6s251 and 255«

3. Anon, 'Inquiries om National Debts', pp.75~79 and 83; Hopkins, Great Britain,
PPe 72, 71=76580,90-94 and 161~t62; McoCulloch, Treatise on the Punding System,
PP 48,465 and 47h; Ricards, ‘Finencial Polioy of Wer', pp.32=35,76,79,60 and 82
and Rargreaves, The National Debt, pp.97,108,109,411 and 124.

4, Parker, 'Theory for Determining the Value of the Nationsl Debt, 1809, p.6.
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1
oongole.” On two oocasions they Aisplayed extreme reluctance to experiment with

any new forms of public securities such as debentures which first Huskissen snd
later Vensittart attempted to sell.’ Nor was their refusal simply & matter of
conservatism, Throughout the war yeers between 60 and 70% of the nationsl debt
consisted of consols which gave that stock a much widar potential market then
any other asset, The lower price of consols widsned the market still Purther and
edded to the oppertunities for speculstion and the prospects for caphtsl gsl.‘l.n.e:..3
Cortainly the stock exchangs favoursd consols for its deslings end time bargeins
were conduoted in no other atook.l" VWhenever the Treasury gave the widsr market
the option of subscribing to different kinds of bonds it invariably opted far 3%
stook.5 No doubt investors over the 18th century had been well schooled in the
ris§ of conversion attendant upon the purchase of 4% end 57 bonds end knew that
consols-seldom rose above par and were, thersfore, a more sascurs investment.

In the face of marked antipathy Pitt, during the early yeers of the
war, and Perosval, during his tendure at the Treasury, certainly mede determinsd
efforts to push unpopuler stocks onto the contractors, with however only a limited
amount of success. But for a dscade from 1797 to 1807 and for the oclosing yesrs
of the war (1812+15) the accounts of loen negotiations give no indication . that
the Chancellor even attempted to force 47 end 57 stocks onto the ocontractors.

It may be thet the relativeldy large loans of thoge ywars made suoh a course
impoasgible, or posaible only at the expesnse of frustrating the system of
competitive tender.

Throughout ths war the Treasury aohleved far greater success in
merketing unpopular stoeks through ths medium of funding operations. Unlike a
loan contraot when comverting bills into bonds the Government deslt directly
with the wider snd mors atomised market, in which few opportunities existed for
oollusive refusal to accept partioular types of public sescurities. Norsover,
b1l holders had good reasons to bs less reluctant than ocontractors to purchase
bonds, Of'ten they ware banks and each bank would take only a small amount of the
stock and wes ususlly in a position to teke more time than eontractors in
disposing of it to a wider eircle of ulientu.7 After 1806 with the greater relismnce

1. Bank Report Book, 25,3.06. _

2. See PPe 15}-!- and 162"1 63.

3, Ricardo, 'Essay on the Funding System’, 1820, p.184 and Hargreaves, National
Debt,; pu113e :

ke Pitt Papers, vol,183 = Thornton, dde3q+4+99.

5. 880 pps 124, 144 and 163,

60 Elliot, 'mmiﬂl Rﬂmarkl'g 1807’ po" 0.

7’ se. PP. 55-5 6 »
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on bill finence funding bills into bonds becsme a definite part of debt
menagement and gave the Treasury greater opportunities for marketing 4% end 5%
stooks,

Betwsen 1822-5) oonversion operations affeotsd = saving of £3.6 millien
in the intarest bill which aversged sbout £28,6 million & yser,' Eofullooh
calculated that if the Treasury had persisted with stoocks other than oonzols between
1793 end 1B15 the annual seving might have been pushed up to £10 million.? Perhaps
the Treasury oould have succesded in merketing 4’ and 57 bomds in the face of %he
antipathy of the capital market but only at the coat of edditions to the annual
intereat bill until their conversion at some time in the future into consols., As
Ricardo pointed out the ultimate gain to taxpsyere from borrowing in stocks of
high denomination depended on their relative prices compared with consols at the
point of aale.’ For example, .in February, 1796,.when 5. oconsols were at par, money
could be borrowed in the market at £4, 14. 0% in 4% bonds and at £4, 5.8.% in consols
In April, 1805, to take another exampls, borrowing in 5 bonds ocost 53%, but omly
£5¢ 20 1.5 in 3. stook. Of oourse this differential betwsen stooks varies with
changes in the demand and supply for public securities, but if prices of 3% and 5%
bonds are compared for dates just pricr to all loan negotiations conducted during
the wer years it can be shown (on the sssumption that the Treasury's decision to
borrow in the higher stoak would not have dspressed its valus) that the Government
would have paid 11/54% more for the privilegs of raising momey in the umpopular
stock,* But to have persistad with 4% or 5% bonds would undoubtedly have
depressed their velue still further below consols. It would probably have
frustrated the system of oompetitive tender and may have raised ths rate of
interest om loans by as much as 1%. Any inoreass in interest involved the
Smpositicn of more texes at & time when Chancellors found it difficult to discover
produotive sources of tax revenus.

Furthermore, ¥oCulloch and his fellow crities should in all fairmess
have tried to appreciats the time horigon of Pitt and his sucosssors at the
Treasury whe regardsd all bonds issued during the war years as having e olearly
defined meturity, At the end of a certain number of years every debt would, ao
they expscted, be redeemad through the operation of the Sinking Fund, Chancellors

1. Cttes, on Income and Expendituve, 1828, p.562 and Chisholm Rept., 1868-63,
DPPe 194~95.

2. MoCullosh, Treatiss on the Funding System, Dp.57ie

3, Ricardo, 'Essay on the Funding Systam®, p.18i.

4. Caloulated from bond priees cited at Table 13,
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of the Exchequer had no clear notion of when the war would end, or when 5%'s

wuld rise sufficiently above par to present the Tressury with opportunities for
converting debt to lowsr rates of interest. Their problem, as they perceived it,
wes to welgh the possible gain of affecting reductions in the interest bill
through converslon cperations sometime after the war against the disadvantage of
psying more interest at least while the wer continued and possibly longer. To
illustrate the point, let us take the loan of 1804, Addington then hed a choioe
of borrowing in consols or a 55 stook, The duration of the war seewed indefinite.
He expected bonds issued in 1804 to be redeemed after 4O years through the operation
of the Sinking Fund: If he opted for ocmsola ths State ooculd expeot to pay £227
in interest over the life of e single bond, but by choosing 5% stock, the
Chancellor would have incfeased the total interest peid to £243. At that point

of time he could not be certain that e possible conversion of the higher stock
after the war would effect a sufficlent reduction im the total interest bill to
compensate for sdditions to taxes in wertime. Of ocurase from the high ventage

of the mid 49th century when the Sinking Fund had been dismissed as & "delusion®,
it was eagy to argue that "the grend error of our FMinance ¥inisters ,... oconsisted
in their attempting to secure an inconsidersble present sdvantage at great
ultimate cost.®  During the war the problem sppeared to be considerably more
complex and the possibilities for merketing stocks other than consols much more
limited than oritics are wont to admit, Perhaps, however, critios could argue
that the Sinking Fund deluded Chencellors at the time into not atiending
assiduously enough to such options as were available to them. I will now comsidex
the whole question of the Sinking Fund in relation to debt menagement fyom 4793

o 1815,

Ihe Sinking Pund

Bouds worth £447 million were sold by the Treasury between 1793 and
1815 and over the same period £4176 million bonds were purchused by another publis
body, the Commissiopers for the Sinking F's.mtl.2 As bonds were perpetual amnuities,
legally redeemable only at the option of the Government, the deoision to borrow

1. Anon, "Inquiriea of Nationel Debts®, p.83 and McCulloch, Treatiee on the

Funding Systemy Del7he
2 See Teble .,
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end pay back money at the same time is prima facie ourious. Repsyment of dabt

in wartime represented,morecver, a complete departure from traditional polisies
for debt management; yet the poligy received unanimous eppropaticn from
contemporaries and condemnation from almost all who subsequently examined the
finance of the French wars, Disapprovel of the wartime Sinking Pund has besn not
merely universal but absolute. MoCulloch referred to the poliay s & "miserabls
Juggle™, and Dou'bléday as & "oontemptible noous poous”, Lord Grenville, who
supported it during the war, leter ocalled it "the greatest of 211 misconceptions®’
end Newmarch "a hallueination®.! Even recent and more detached studias by
authors lilke Hargreaves, Aoworth snd Rees remain in this traﬂ.ition.z

Since 1786 Pitt had allocated surplus revenue from taxes towards the
redemption of the Nationsl Debt but at the outdreak of war the whole purpose of
his Sinking Fund obviously needed to be immediately re-examined, Yet throughout
the war years and for some time thereaf'ter the Treasury persisted in buying smd
selling bonds during the financial year even though the budget surplus had
disappeared and it was open to the Government to terminate the whole poliey of
debt redemption at any time,

Almost all oriticism of the operation of the Sinking Fund betwesn 1793
snd 1815 leans heavily upon Hamilton's essay, 'An Inquiry Concerning the Rise and
Progress, the Redemption and Fresent State of Management of that Kationel Debt?,
written in 18412, Perhaps the most important section of this essay is that
concerned to demolish the ideas of Richard Price.” Price had published his views
of what the Govermment should do in wartime, and was definitely opposed to any
suspension of the Sinking Fund. He oonsidered that war in faot inoreased the
efficacy of a Sinking Fund becsuge in wartime money was borrowed at higher rates
of interest and bonds bearing elevated rates of interest would be redeemed in lesss
time than debt with the same Initial Sinking Fund but contracted at a lower rate
of mtereat.l" A aimple sxample will clarify his views: 2 loan of £10 million at
interest of &% would be redsemed by a Sinking Pund equal to 1) of the loan, or
£100,000 in 33 years. If the rate of interest was only 3% with the same initital

1o McCullooh, Treatise on the Funding System, p,462; Doubleday, Finanoial, Monetary
and Statistical History, p.177; Grenvills, 'Bssay om the Sinking Fund', pe/e

and Newmerch, 'On the Loans Raised by Pitt', p.25.
2, Hargreaves, Nationel Debt, PPe110,124 end 148; Acworth, FPinencial Reconstructlon,

ppe42+hi end Rees, Short Fiscal History, ppei6-17.

3« Hemiltom, 'An Inquiry', 1842, part 3, cha. 1 and 2,
Le Ibid, p.188; Come, 'Price and Piti's Sinking Fund', p.24) and Hergreaves,

National Debty ppa9i=95, 97 104 and 104
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1 Sinking Fund, redemptien would teke 47 years. Under the Price plan when the
cost of borrowing rises the absolute sum transferred annually to the Sinking Fund
also rises and obviocusly accelerates debt repeyment, But Price negleoted to
mention the amnual charges involved, If the rate of interest rose to &7 the
Government would have to meet every year interest and Sinking Fund peyments of
£700,000 compared with £4,00,000 if the rate of interest remasined at 3% and the
oversll cost of amortising a loan of £10 million et en interest rate of 6%
would be nearly e third higher,' War mads & Sinking Pund move efficacious simply
because under the Prics plan more money would be transferred to it ammually for
redeeming debta, He overlooked the fact that additional income required muat de
obtained either by the imposition of new taxes or borrowed. In wartime with
the dissppearance of surplus revenus from taxation ell allocations to the Sinking
~Fund oould be -financed only with borrowed money. If the annual income for the
Sinking Fund is borrxowed at the ssme rate of interest as the original loan the
Government will simply be adding to the national dsbt an amount identioal to
that redsemed in any given year, If money is borrowed at & rate of interest
higher than that formerly paid on redeemed bonds the amount of the national debt
and the interest bill will inorease,

Even before the war the patent absurdity of some of these
arguments had been revaaled.-z Later it was eaxy for Hamilton and his followexrs
to show how Price had becoms confused by compound intersst to the point of
erguing as if it alone provided the Governmemt with funds to redeem debt. But
if our concern is not Richerd Price but Goveimment policy, one orucisl question
about the Sinking Fund and debt menagement has nsver been adsquately answered.
We must surely enquire 28 to how fer Pitt and his fellow Chancellors shared the
opinions of Price, Was the Sinking Fund meintained in cperation in wartime for
the reasons Price suggested, or were thers other and perhaps more sensible argument
for its retention? The question needs emphasis becsuse Hamilton and his
followers heve tacitly and sometimes explicitly assumed that because Price was
wrong Governments of the dasy also suffered from his delusions. Upon examination,
their condsmnation of the Sinking Pund is often based upon little more than a

refutation of the worst errors of Richard Pr:l.oeqj
Yet the evidence that the men in charge of finances during the

1. Hamilton, tAn InqujJT" 1312, pp,133-189.
2, Anon, 'The Annual Bill', 1787, pp.40k snd 408 and Hargreaves, National Debt,

PPe 98"99‘
3, Hargreaves is quite explicit on this point - see National Debt, Ppe10h4 and

112,
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French wars shared Richard Price's more eccentric views on the Sinking Fund

seems very thin. On the comtrary, their budget speeches demonstrate how well
awere they were that incoms for the Sinking Fund had to come from taxation or
nad to be borrowed.'! Wor aid they hold some of the other more outlandish
misapprebensions often attributed to them. To credit statesmen of the ocalibre of
Pitt, Perceval aend Huskisson with an incapaeity to perceive the Sinking Fund

had not in fact reduced the size of the Nationel Debt, is to malign their
intelligence.’ Had not Pitt estsblished his original Sinking Pund with surplus
revenue? Mistakes were certeinly made in the way the debt was managed between
1793 and 1815, but Treasury policy wes perhaps not quite as stupild as some critics
have pade it appear, .

If the Sinking Fund did not in faot decrease the national debt, what
then was its funetion in wer time? . On sewveral ocoasions Pitt publioly anawered
this very crucial question in the following words, "All other wara left a
burden to posterity the suocessful institution of the Sinking Fund hes made &
most material alteration to thet system." "Fe ought to consider”, he said in
1797, ™how far ths effort we shall exert .a..s will enable us to tranamit the
inheritancs of posterity unenowsbered with those burdsns which would ordppls their
vigour."* To relleve posterity from the burden of taxation Pitt had decided
as early as Mey 1790 "We ought to aim at providing new funds not just for the
interest but also sufficient so that the period of the diseharge of the debt
may not be altared."5 "Qur debt may be considered”, he told Parlispent, "as
an_annuity for & limited mumber of years."s '

Pit: pade provisions in 1786 to pay off the existing capital of the
Naticnal Debt over a finite number of yem.7 Six years later at the begimning
of the war he introduced legiislation designed to meks all future dsbt ocontrasted
by the State into terminsble amuities, Pitt's scheme committed the GCovernment
to impose taxes foxr each loan floated after 1792, sufficient to pay intereat and
to redsem it over & period of Lb ycars. Under his plan money for the repaywent
of the principle of &1l losns was to cows from additionsl taxes squal to 17 of
the nominal ecepital of the loen together with the sontinued payment of anmual
interest on redesmed bond.a.a Although Pitt persisted with the curioua

1« Parly.Hist., vole 33, Pe1052; v0le3ks Pe997 and Parly.Debs., ¥ol.11s Po26he
2. Chalmers, 'Strictures', 1796, p.2l and Martin, 'A Letter', 1796, pik.

3. Parly.ﬂh‘t.. vol.34) De1059.

4e Ibid, vol.33, Pet Ohte

5. Pitt Papers, 9012187 = dd, 1445490,

6, Pariy,Hist., vol.3k, p.1060,

7» Chisholm lhpt.. 1868'69. PP.?‘H’?“ 24

8., Tbid, p.712; Vansittart, 'An Inquiry®’, 1796, p,37 and Hemilton, 'an Inquivy®,

12, PP-1IIJ|- and 199.
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administrative device of allocating interest on redeemed bonds inte a fumnd to
redeem more bonds, the sssentisl idea behind his legislation was to impose taxes
sufficlent to plase all future losns into a regular course of mdagtion.1 As
George Rose, Pitt's aseistant at the Treasury, lucidly wrote in 1806 "every debt
is now reduced t0 an annuity and a lerge proportion of the peraons in existence
at the time of debt being created must in the ordinery eouras of nature live to
sea the end of 11:,”2

Pitt aimed t0 relieve posterity from the burden of intersat payments
on the National Debt, a goal whioh received the universal approbation of his
oontemparariss and his legislation provided a modsl for all subssquent policy
regarding the Sinking Fund.” Critics who leotured the Governments of the dsy
for falling to see "tha only means of redeeming ths Naticnal Debt is to reduce
expsnditure and increase taxes® or to perceive "a Sinking Fund can cnly operate
in peace time"™ were mistaken if they supposed such an elementary .po:l.ni.:' could not
be perceived at the tima.l" Morsover, thelr criticism is beside the point beoause
Pitt, Addington, Perceval and Vensittart saw the Sinking Fund as a device for
making provizion {(even in the midst of war) for the ultimate and foreseesble
redemption of the entire National Dobto's

No other interpretation can make sense of their spesohss and legislation
after 1792, For exempls, when 4iddington, in 1802, repealed the provisions of
the original Sinking Fund Aot of 1786 vwhioch promised relisf from taxatiom when
£4 million of bonds were being redsemed annuslly, he explained to the Commomns
they hed a choioe of providing for the repeymmt of more debt or affoerding the
ecountry relief from texatiom, With but a fow dissenting volees in favour of
tax relisf, the Chanesllor secured Perliamentary spproval for contimuing to use
the dividsnds psid on redeemed debt to buy up still move honds.6

When Crenville's Government assumed offioce in 1806 they dstermined to
avoid the impositicn of more taxes, Lord Henry Petty, the new Chancsllor of the
Exchequer, prodused & plsn which proposed borrowing momey to psy both intexest and
the Siniting Fund on all future loans, Petiy's "New Plen of Finance™ involved
& modifioation of sexisting Sinking Fund poliay under which sufficlent taxes were
imposed to redeem every loan over a sot period of time. He met the ocbjeotiom

1« Pairmen, An Acsount of the Funds, 1816, p,180,
2, Rosa, 'Brief Examinatiom', 1806, p.21 and see Dacres®idams Papers, vel.7,
memo dds 2Ue10.046 - _
3. MoCulloeh, ‘Preatise on the Punding System', p.487; Riearde, ‘iAn Essay on the
Funding Bystem', pp. 152 and 175; Parly.Hist.; vol.36, p.890; Parly,Deba., vol.6,
™ pmu'ﬁgﬁm ?L};:ﬁ.p'f&-aim; 205 and Grenvills, 'An Essay's Pe12
B AR ¥s 1 @ Pe ra » 3 Polke
5. Wekefield, '-mlmmgﬁl'. 1'?93. Pe32.
6. ?ﬂl’l’tnutc' Wlo’sl PPe 491 end 850-95,
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thet he had dsparted from Fitt's poliqy by proposing to continue "war taxes” and
to ezploy them to redeem bonds when posee cems, Petty's plam, which did not
survive the fall of the Viniatry of All Talents, represented & medification, not
a departure from Pitt's ideas. Undsr it loans raised or bonds sold during the
war would be redeemed in peace time vith taxes the public had already been told
by the Government to regard as temporary., The National Dedt remained en
aggregation of ennuities but the time taken for their redewptiom vas lengthened.’'

Perhaps nothing better illustrates the cssentinl point of Government
poliay with regerd to debt redemption than Peroevel's schome of 1808 whieh gave
Government crediters the cption of exchanging their bonds for life anmuitien
payable out of the Sinking Pund.® Finally, almost at the end of the war the
Government again felt a limit hed boen resched as far as the imposition of texes
was concerned, and introduged further modifications to the Sinking Amnd, Anong
other provisions (not germens to the present discussion) Vansitirt propossd to
divert inoaum from the Sinking Fund towerds the peyment of interest snd redemption
charges on loans goentracted after 18‘1,5.3 Both Lord Liverpool end his Chencelicr
pleaded the necsssity of respite frem taxasticon, dbut in addition they argued that
the inocms of the Sinking Fund oould booame exeessively large., To devote £30
million & year in psave time to debt repsymant was, Vensittart thought,
undesirable.

Although Vansittart thought 4t politically expedient to present his
plan ap a "reatoration® of Pitt’s origiual intenticms, which were to set limits
to the armual sum devoted to dsbt redemptien, his eritics were not impressed
and insisted he had departed from the great men's later idess.,” Baring,
Thorntan, Huskisson end Petty also observed that the Govermment, by diverting the
incoms oOf the Sinking Pund, had droken faith with publie ereditors who had lcaned
mongy to the Governmsnt on the understanding that a defined, but progressively
inoressing, emount of money would be dsvoted to the repsymant of dsbt emsh yesr.
Vansittart, ergued hosever that Covernment sreditors hod mo right to expect dlvidends
paid on dedt eemtrasied before 1786 would oontime to be emplayed to redeem loans
contraoted after that date, and insistsd that part of the imoome of the Sinking

1s Auckland Pspers, vel,3e457 = Grenville, 3. 2,412,063 Petty, ‘Substance of a
Bpeweh', ppe3T and T0=77; Parly.Debae, v0l,5; DPPeh27,815-815 apd Elldat,
‘Finangisl Remerks®, 1807, pqu‘i‘-&s. ;

2, Chishalm Reptey 186869, pp,712=713 and Parly.Debss, vol,11, pe262,
1ivarpool Papers, vel, ;8355 - a0, G4, 1912412 and Hamilton, ‘An Inquiry*,

1812, py150a

o
-

Povly, Debses YO1.2h, Det083 and vel,25, py766

g Mn;. 'ﬂf):uﬂum on Vensittart', :B‘li. p;-.315-318 and Ruskissom, 'Substanoe
of & Spesch®, 1813, ppe20-22 and 25-35.

§, Parly,Debss, vole2h, pp.1102 and 1096 end vol, 25, ppe352 and 769 and Huskisaom,

'Subatance of o Spesoh', 41813, Dp.209=16.
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Fund could be diverted without violating public faith,’

Buskisson, probebly the most relisble guardian of Pitt's intentioms,
clarified for the last time the character of the war time Sinking Fund, Its
cperation ;ﬂﬁ- be argued, "mads loans equivalent to enmuities, repesysble over
45 years."” Contractors had been induoed to offer better terms to the public
beomuse redsmption was clearly providsd for in eech loan contract,” He eriticised
Vanslttiart for being over-concerned with temporary respite from taxation; "Pitt
would never shrink from imposing texes.,"® Huskisson concluded by recommending
thst taxes be oontimed after the wer to redesn the National Debt.’

Once Pitt had persusded Parlisment and the country to regard bonds as
debts of defined maturity, it was diffioult for anyone to see emything vexy
illogical in redesming them with borrowed monay. After all, if the British
Government had traditionally comtrected debts in terminsble rather them
irredesmsble annuities, the Treasury would have been oompelled even beforxe 1793
to repay and borrow money st the same time, Yet legally the ohoioce remained with
the Covernment, or as Petty put it “the Simking Fund inoome oould be used as the
oountry 1kes."® Haa the annuity oconoept been abandoned at the outbresk of war
no revenue wuld have been raised between 1793 and 1845 to redeex debt and loans
oould bave been reduced by a ocorresponding amounti, Why then was the amnulty
concept persisted with in war time when ths Treasury oould well have reduced the
total sum borrowed by the emount it issued to the Commissioners for the Sinking
Fund?

" Answers in terms of deluded statesmen ars sgain uncomvinoing, end better
explanations can easily be found, Pirst of all, Governments of the day regarded
the Sinking Fund as 2 devise to allay the fears of Parliemsnt and the cowntyy
ashout the growing sise of the National Debt, From even a ouraory reading of
contemporary newspepsrs and pamphlsts it beccmes apparvent how people living at
the end of the 18th century were very much less sanguine than we are todsy about
the National Debt., Public conoern became widespread after the American War when
the nominal capital of the debt had inaressed by 100% in little over 6 years,'

1. Hamiltom, 'An Inquizy', 1812, p«225; Parlys Debas,; Wol.2hy P.1086.

2, Husiisaon, °'Substance of a Spessoh?®, 1843, pp. 208-203,

3e Ib’-dg Pe2it e

b4e 1Ibid, ppe 27 and 24,

5¢ Ibidy ppe 2hb=247s

6 Parly. Debs., vol.8; Ps579

7o Crenvills, 'An Esssy on the Sinking Fund', pp.18-20; Mergan, ‘Comparative Vies®,
1801, pe32; Binney, British Public Finonos, pPe.113 snd 114 and Hargreaves,

National Debt*, ps9i.
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At that time 3ir Robert Peel wrote a pamphlst to show "the apprehensions which
heve surrounded the debt are unjustified" and William Playfair was another to
disprove the prevelant notion of the dabt ™as the great disease of the
constitution".' Against a background of unease Pitt in 1786 introduced plans
for the redemption of the National Debt. Previous attempts to estsblish
Sinking Funds had foundsred because statesmen had diverted their incoms to
other uses.2 In order to assure the public that his Government was sexrious Pitt
promised Parlisment his Sinking Fund would be inviclsble.’ By statute and
administrative arrangements he endeavoursd to keep his promiae."'

When the Government began in 1793 to borrow on a lerger scals than sver
before apprehensions ebout the sbsolute sige of the National Debt became exolted
enew. Prophets of woe appeared on every side employing false snslogiss from
private debt to argus "the country was on the varge of bankruptcoy" or "brought to
the brink of ruin" by the immense size of the National Dabt.5 As Williem Frend
said of thess pundits "they ....,» oonfidently asserted end arithmetically proved
we are ruined.“6

More realistic and significant apprehensions were arcused by the
possible effects of the taxes imposed to pay interest to Governmment oreditors.
"TPhe evils already produced by taxes to pay interest on funds are likely to
prove fatel to our national prosperity™ exolaimed cne writsr in 1799.7 His fears
were frequently echoed both insids end outside Parlisment and gave rise to a
lively and continuous discussion on the acoumlation of the National Dedbt, What
is striking sbout this discussion i the consolation dsrived by almost all
participants from ths Sinking Fund, Pessimists who thought the burden of debt
nbesrsble, end optimists, who argded it had diminished with the genersl rise in
income, both found solase in contemplating the ultimate redamption of the debt,

1. Peel, ‘The Naticnal Debt?, 1787' Pp. 1 & 4 and qufm, tAn Essay on the
National Debt®, 1787y PeJde

2. Sinclair, 'History of the Revenue®, 1802, volsi, PPe496=499 and Chisholm Rept.,
1868694 ppe 1-T1 2

3., Grenville, 'An Essay on the Sinking Pund', p.59; Parly.Hist,, vol.30, pp.560
and 1359 and vol.36, P.459 and Parly.Debs., v0le6y Pefr e

L. Huskisson, 'Substsnce of s Speech', 1813, p.207; Ross, *Brief Examination®,
1806, ppe21~2h; Hamilton, 'An Bmsey', 1812, pe1lt and Bimney, British Publie

Finanoe, Psi4de
5¢ See pps 222-223,
6. Frend, ‘The National Debt*, 1817 PelTe '
7. Bird, "Proposals for Peying Off the National Debt'y 1739, Pet 6e
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"The experience of this country has shown", wrote Wakefisld in 1797, "thst a
debt which would at one time have overpowered the resourcess of the netion may

at another from its increassd agriculture, manufectures and commerce be scarocsly
felt as & burthsn," Three years later he felt "happy in the ocmviction .... that
dsbts are in regular course of payment."! Most of those who falt uneasy about
the immense National Debt alse derived at lsest some comfort from the idea that
it would not exist for ever,

Members of the Government appreciated the importance of the Sinking Fund
in allaying public disquist about the rspid growth of the Nationel Debt. Their
papers indioste an almost obsessive interest in sohems to reduce the debts>
Their speeches eulogissd the Sinking Fund and stressed constantly how its incoms
was sufficlant to pay off the existing debt over the foresesable future. Their
Annuel Finance Resolutions invariably ocontainsd a parsgraph to ths effeet that
the income of Sinking Fund bors a rising proportion to the outstanding dn'bt.l"
"Your Committee”, said a Parliamentary report of 1797, "have great satisfection
in oontemplating the large means which are now anmnually employed for the
redemption of public dabta"s

Public opinion was certainly a proper concern for Governments txying to
maximise yields from taxes, Ths Treasury olassified all taxes impossd between
1793 and 1815 into "war taxes" whioh it supposed would terminsate with the war
and "permanent taxes® imposed to meet the interest on loens. Pitt certalnly
realised how useful the Sinking Yund had bsen in persuading people to expeot
relief even from the permanent taxes within their own lifetims, As he more
than once seid it "animated ths hopes of commercial mun."s When Philip Francis
expressed soms oriticism of the Sinking Fund in 1806, he was challenged by
Castlereagh "to recollect any period in the history of the country when diseontant
was less aparent and when the nation submitted with more share of menliness and
even satisfaction to every sacrifiocs the exigency has m«ed.".’

$. Wakefisld, 'Observatioms', 1797, p.60 and Wakefield, ‘Facts®, 1800, p.33. -
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vol. 7 and Dropmore Papers, vol.O,
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Thus one positive achievemsnt of the Sinking Fund was to divert the
attention of Industriasliets, farmers snd comsercisl men awey from gloomy
contemplation of the National Debt snd to create a climate of opinion which
reduced their strong inolination to evade tax,

Undoubtedly the most telling criticism of the policy of maintaining e
Sinking Fund in wartime was that it wasted public money and in the long run lead
t0 higher levels of taxaticn, Between 1793 and 1815 ths Government both ralsed
i6ans and redesmed debt and was, therefore, repsying its oreditors with borrowed
money. Thus vhenever the prioce st which the Treasury sold bonds fall delow the
price the Commissioners of Sinking Fund peid for bonds, the difference presented
a loss to the publio which oould have besn avoided if the policy hed been
sbandoned, Since loan contractors demandsd a premium for the risks and troubls
attached to marketing & loan, the Treasury often s0ld bondis at lower prices
then it peld for them.! Losses. were, however, not insvitsbla end dspended upen
gereral movements in seourity prices. If prioces fell, following & loan, the
Government might atill profit, despite the premium paid to oontractora.a

Bamilton and his followers have produced various ocaloulations of the
losses cccasioned by the policy, "borrowing on higher terms in order to redeem
a part of the dsbt upon lower terms.™ Most of their caloulsticns ave, however,
bassd on untensble assumptioms which tend to exaggerate the losses oacasioned by
the operationm of the war time Sinking Fund, Perheps thes oorrect wsy to caloulate
the immediate cost o the Government is to try to show increases in the amual
interest bill occasioned by redseming debt with borrowed momey. On my figures
this ameunted to not more than £3.3 millim a year, or 15% ¢f total interest
peid on the dobt-."

Even this osloulation negleots ths effects the purchase of bomds by the
Compispgioners for the Sinking Fund bad upon their selling prics, Treasuwy
op!nlmhcldthatsinklngrundhptupthapﬂoe of bonds snd snsblad loans to be
f1oated on better terms.” Against this view Henilton argued that "If payment be

T Tmon. Tietter to PLtt', 1796, Padl; Grenville, 'An Esssy on the Binking Fund's

Pe9 and Hargreaves, 'Nationel Debt's rp. 110=111.
2. Riocardo, *An Essay on the Punding System’', 1820, pPs1 e
3, Hamilton, 'An Inquiry®', 1812, p.200; Boase, *Disadvantages', 1807, De143
Chisholm naagt.. 12%-69. ppa 718=-T9 end HeCulloch, 'Freatise on the
atem?, 1863, Pa ™
b Clcalated feon stetistios of exponditure 1793-1815 in Ctiholn Bepte, 1868-€.
5, Perly, Histey V01231, Pet3th; ParlysDebss, v0l.3; Pe528, W0leby Peb57 and vOleid
pe262; Vamsittart, *An Inquiry', 1796, p.30 end Fuskissocn, 'Substance of &

Speech’, 1613, Ppe 223~28he
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nade by means of borrowing it oan produce no alteration in the price of bonds at
ell. Demand snd supply cancel out.”' Ricardo disegreed and meintained the
larger loan, occasioned by expenditure on a Sinking Fund, encouraged contrastors
to sell omnium forward before negotiations opened which depressed bond prices
and, since the contrsotors' bids were largely determined by the prices of bonds
on the day of the contract, this raised ths overall oost of bonouing.z His
view deserves respect bacause it belungs not only to a famous economist but to
a prominent loan contractor, Other contractors were, however, more disposed to
agree with the Treasury visw,” Binelly it could be arghed that smaller loans
might have reduced the cost of borrowing by stimulating greater competition
among contractors, Grenfell suggested using the revenue of the Sinking Fund
for just this purpose in {814, but Vanslttart retorted that he had made a
better bargain without such a meamn."’

Even if demend and supply did oancel ocut and greater ocompetition might
have been atimmlated, the conception of a Sinking Fund as a device for
transforming the national debt from perpetual to terminebls annuities constituted
s completely new elemant in the eapital market after 4786, and one which must
have inoreasad the price offered by oontractors for bonds. Many of whom seem
more disposed to agree with the Treassury view than Ricardo, The mainienancg of
an inviolsble Sinking Fund gave assuranoes to Govermmsnt creditors and the money
market that the supply of new bonds would not reach unlimited amounts, They
also knew the income of the Sinking Fund would not be diverted towards tax
relief, but instead employed yesr after yesr to buy up ever increasing amounts
of bonds, providing at least some demand whensver a creditor wished to realise
his assets, In war time, when price fluctustions were violsnt, the Sinlking Fund
also provided sn element for atabﬂ.iaation.s When Petty, Perceval snd
Vensittart divertsd the income of the Sinking Fund their policy occasioned alarm
Por its effeots on the oapital market end they wers accused of breaking faith
with thoss who had loaned money to ths Gmmment.s ¥hile arguments of this kimd
pan never be oonclusive we camnot dismiss the view that the operation of ths

t. Hemilton, 'An Inquiry®, 1812, Pe193. |
2. Ricardo, 'Essay on the Funding System’, 4820, pe171; WoCullook, 'Treatise on

Funding System?, p.485. ,
3. Boyd, ‘Letter to Pitt', 1811, pp.42~43; "Refleotions on the Finaneial Systen', .
4812, .p»11 snd Baring in Parly. Debssy vol.25, Pe3524 .

he Parly, DebB,, 701-28' pp;SG-GBa

5, Rieaprdo admitted this «~ ses 'Essay on ihe Funding System®®, pst 75,

6e Pariy.Dobs.y voled; PeB15y vOle25s PPa352; T66+774s V0le2hs PPei1096 and 4102
and Silver, '‘Observations on Vansittart', 1813, PDe315=31 84
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Sinking Fund during the French wars may actually heve reduced the overall cost
of borrowing,

Those who msnaged the country's finances in the wars against France
have incurred persistent but in my view unjustified oriticism for their
retention of the Sinking Fund between 1793 and 1815, I haeve attsmpted to show
that they d4id not suffer from the same delusions as Riochard Price. Nor can it
be dogmatiecally maintained, if the purposes and funotions of the Sinking Fund
are set out, that this aspect of debt management was without advantages to the
country in finanoing the Frenoh wars.

Soms oritiocism of the way the Sinking Fund operated is, however, entirely
valid. The Exchequer transferred inocoms 4o the Commissioners for the Sinking
Fund quarterly and their purchases of bonds, contrary to what Sinoclair supposed,
were spisad evanly over each qiaarter." Average daily payments wers roughly =~
comparabls and the Commissionsrs bought stosk whenever the txensfer books at
the Bank were open, They appear to have made no deliberate attempt to reduoce the
oost of borrowing by purchasing stocks thes Treasury intended to offer sontraotors
immedlately before negotistione for loans, More often then not the Conmissioners
arranged their purchases to interfere as little as possible with the agreement.
If, Por example, the Treasury plamned for a losn in consols, they purchased 3%
Reduoed Stook or South Sea Annuities in the weeks hefore negotiations and on one
occasion the Commissioners incurred Parlismsntary oriticism for buying 4% bonds
before a contract comoluded in 3%'3.2 When Peroesval wea st ths Treasury and trying
to persuads the merket to accept 4% stock, as an inducement he epplied the
Sinking Pund to buy up largs amounts of the seme stock both before and after the
loen.” But in generel the Commissioners wisely avoided purchasing stocks of
higher denomination which could with profit be converted into 3%'s after the war,

Nevertheless, more sophisticated and oontinuous use might have been mads
of the Fund to stimulste ocompetition, to persuade contractors to acospt bonds of

higher denomination and to influence more positively the terms of the loen,
When the wer ended the Government found itself in receipt of £13 million

4

1. Acocounts of Commission for the Sinking Fund were published amnually in
Commons Jnls,; Sinclair, 'History of the Revame'y 1802, vold1, p=530 and

Cttee, on the Bank, 1807, p.100«
Z Sinkl;:g Fund Aceounts and Parly.Hist,, vole32, PPe805-806.

Lo
3, Accounte smd Papers, 189091, Pe39«

4. Vansittsrt, 'An Inquiry®, 1796, pe3bs
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of taxes set aside for debt redemption, Ricardo end others were very much in
fevour of using the money as Pitt hed intended to meske subatential reductions
in the Netional Debts' But the times did not favour high taxstion. Prices

hed fellen, Agriculture was in a state of depression and the Parliasment of
lendowners, no longer lead by men like Pitt, were unwilling to pay taxes for
the remote benefits of debt redsmption. Onos the policy had been sbandoned end
a rising national inocome mads texes easier to pey, men forgot the anxieties of
their forsbears and begen to scoff at the steps they took to protect them from
the burden of the National Debt,

1. BRicarde, 'Essay on the Funding System', p.172 snd Selsct Ctlee. on Inocome and
menﬂim. 1828’ POSGSQ
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YOMETARY TOLICY AD TFE FRICE LFVEL

The Causaes of Frice Inflation

The general level of prices moved upward fairly sharply over the war
yeers. Neasured cn Geyer's index the average rete of increase for the two
decades 1753=1813 smounted to 3.3% per anpum. The precise respomsibility of
of'ficial monetery policy for the general price inorease has been debated since
1800 with feirly inconclusive results. Yost econcmists, politicians and a good
pumber of merchants alive at the time propounded definits opinions on the
subjoct, but their comments were not marked by any real analysis of the ways
in which changes in the money supply might have affected prices, but consist for
the most part of wnsubatantieted assertions and soumter assertions about the
responsibility of this or that factor.

Price movements did not atiraot much attention before 1800, but two bad
harvests in 4795 end 4800 snd a rapid rise in food prices produced widespread
intereat in the au‘b.‘ieot.z Most writers agresd that the defiolent harvests
provided a sufficient explanation for rising priccs, but some gave oonsideration
to the ourrency as a factor asggraveting the gituation, Vriters who detooted
ﬂleinﬂuamofthebmkinga_yatmfwnditinﬂnencmwt that eany
oredit conditions gave to speculation in grain and other foodetuffs: Their views
reflacted a popular prejudice that counixy banks helped farmers to hosrd their
orops in order to reise prices.’ Ualthus rejected the point that s libersl
supply of cheap credit facilitated speoulation. Corn factors, he thought,
performed the useful funotion of equalising prices over time and po prevented am
even greater rise in the price of food.." Moreover, he and other writers argusd
thet eredit had expsnded becsuse prices had risen and there hed besn no excons
ipsus of Bank oredit becsuse the paper prioce of gold remeined close to the mint
prices.® Honry Thornton's book, which appesred in 1802, is & very illuminsting

1. 8See Table 33.
2, Tooks, Ristory of Prices, Vol. 15 Dpe 243=225 and Celpin, Grain Supply» Ppe

9’320 )
3, Gilbert Blans, 'An Inquiry', 1800, ppe 37 end 449; Boyd, ‘letter to Pitt', 1811,
ppe 50«56 and Frend, i7he Bffects of Papar Voney', 1801, PPe 17-19. '
4. MNalthus, *High Price of Provisionst, 1804, PPe 193, 196~198 end 201,
&, Baring 'Observations', 1801, pps 911, 22«24 and Anon, 'Brief Obssrvations®,

4801, Pe15s
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account of how variations in the supply of money might influence prioes.1 It is
far and awsy the best contemporary treatment of inflation theory. But on the
empirical question Thornton has committed himself 4o very little. He thought that
the limitation of oredit in 1795 had dscidedly affected prices, but he felt the
supply of currenqy had hed little influence on prices in 1800 or 1801 because

"this enhancement iz to be charged to an increase of paper is not equally to be
admitted for it is plain that other causes have powerfully operated, namely a state
of war, new taxes and two bed harvests which by raising the price of bread have in
some degree lifted up that of labour smd of all omodit:l.es."z

Parliamentary Committees also gave detalled oonsideration to rising food
prices, but paid no attention in their investigations to the influence of ths
currenqy although several conjectures were made subsequently in the dsbates.s

Prancls Horner in his review of Thornton's book observed that the relationahip
between money and prices was the most important question raised by inconvertibility,
but noted that "a high and growing state of prices did mot efford satisfactory
proof of an undue excess in the quantity of ciroulating medium; becauss the state
of prices is & very complex subject end is known %o us very veguelys"® No doubt the
relationship is complicated but it cen hardly be claimed that the discussion of the
problem in 4800 had proved enlightening.

Although the state of the Irish currenqy in 1803-1804 again raised the
question, the finel and most important discussion dwring the war years took plaoe
during the bullion uontroveray.s Just a few quotatioms will illustrate the essential
premises of the bullionist argument. First they olaimed that an inoreased supply
of currenqy mst produce a general rise in prices, Lauderdale considered that his
assertion that an increassd supply of peaper "must produce a rise in prices seeee
can hardly be d:luputad."s Henry Thornton "hed never found any man who, when the
simple proposition was put to him whether an sugmentetion of peper had a tendency
to reduce its value or raiss that of commodities bad been so singular as to refuse
his assent to the proposition.” Yet neither he nor the other bullionists "meant to
say that equal gquentities of paper would affeot the value of equal quantities in
exactly the same d-gree."7 Seoondly the bullionists argued that the depreciation on

ie Thornton, Paper Credit, 1802, pp. 194=197 and 224,

2. Ibid, ppe 19k 216=217, 263 and 146 and Parly, Hist., Vol. 35, pp. 638-639.

3., Lords end Cogmons Citee, on ths High Price of Provisions, 1800-1801 and Parly.
Histes Vol, 35 PPe 611, 616, 793, 638 and 12651269,

4, Fetter, 'Boonomic Writings of Francis Horner'!, pp. 34 amd 77.

5. Fatter, The Irish Pound, PPe 65'87.

6. Llllﬂerdllls 'mp“uiaﬁon Proved', 1811, Pe 169‘

T. Parly. Deba., Vol, 1935 Do 897.
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g0ld meesured the degree to which the paper currenoy hed in fact raised prices,
Malthus, for example, demenstrated that the market, of gold exceeded the mint
price of gold by 17% and then observed “almost all British commoditiss of home
growth end consumption have experienced a marked rise which if not fully equal
0 17% falls very little short of 1t."

Their opponents replied in two ways. Some were oontent to say that
bullicnists had produced no proof that the gemeral level of prices had in faot
risen, and gave examples where prisces had fallen.> Nost expleinsd rising prioss
as they had explained the premium on gold and the depreciated exohange by
suggesting alternative reasone why prices had gone up. They referred the
bullionists to defleclent harvests, indirect taxation, high priceas of imports and
the excessive costs of transporting goods to Britain,” All their points are
socurate encugh. Bullionists ssldom vollected price statistics to documsnt thelr
aasertiona."’ Rising costs and deficiencies in ths supply of foreign snd home
produced commodities undoubtedly exereised an importent influence o prioes, am
influence that bullionists vaery often overloocked or sivmply lgnored, But they
in no way invalidate the basic bullionist contentiom that the supply of credit
hed sexerted an independsnt influance on prioces, Ricardo, in his polemical fashion
put theiv case sucainotly enough; 18% which he had shomn to be the premium on
gold also equalled "the rise in the prioce commodities occasioned by the
depreciation of papsr, Abowe all such riss may be elither traced to the effects
of taxation, to the increased scaraity of the commodity oxr to any othsr cause
which may appear satisfaotory to those who taks pleesure in such inquiriua.“s

After the war the controversy contimued and in some writings credit poliey
received the atatus of the prime cause of rising prices between {793~1815. Thus
an unsigned artdsls in the Quarterly Review held "the oonstant and invariable
oconnaxion of inorease of priee with the Bank Rsstriotiem, is a forsibls proof
of such a relation as that of canas and effect betwesn the two phenomena,” The
writings of Lows and Tooks simed to refuts such extravegant claims by emphasising
the multiple influsnces which opsrated on prices. Lows expleined that "prices

1, ¥althus, 'Review of the Conirovewsy', p.452 end ses also Hoare, ‘An
Exazdnation®, 1811, ppe72 and 405; Ricardo, '"Letter to the Moming Chronicle’,
1809, pi213 ‘Reply to Bosanquet®, 1810, p.293 end Parly.Debs., vole19s PPs
810, 1024 end 1085, ; '

2, Youmg, '4n Inquixy®, 1812, pps113-116; Booth, *Observationst's, 1815, pp.8+9
and Parly.Debs., vol.19, PP 958=937 and 4003,

3. Atkinsem, 'A Letter', 1811, pp. 51 end 59; Hill, ‘An Inquiry®, 1840, Ppe56
and B2; Bossnquet, 'Practical Obsarvaticns', 1810, pp.43=4B;, 93013 Anom,
*Letter to Xoster', 1814, p.16; Prentice, 'Thoughts®, 1811, pp.4=13 and
Sinolajr, ‘Obsarvations?, 1810, pp.12, 15«20 and 52,

4 Exeept Hornsr snd Parnsll in Parly.Debs., vole. 19, pp.610 and 1025,

5, Risardo, 'Reply to Bosanquet®, 1810, pe239.

¢, Cited by Gregory, Introduction to Tooke, Histoxy of Prices, P37
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wcre affected by csuses altogether distinet from our paper currenqy, such as

the demand for men for the public service ami the insufficienqy of our growth of
corn to our consumption. The rise in prices after 1808, was moet apparent in
the commodities for the supply of which we depended on the Continent. Of these
corn formed en exawple on a great soale, end, on a sraller, wool, timbor, homp,
tallow.” Vhen Love investigated "the quantum of the addition to our pricss,
coused by the non-convertibility of cur ocurrency" he did eo in the familiar
tullionist wey by moasuring the degree to whieh the market roze sbove the mint
rioe of gold.‘l

Tooke's anslysis of ths problem is & very thorough attempt to distinguish
the various forees cperating on the price level during war ysars. He examined
data covering numercws individual prices, and elucidated the dsmand and supply
factors operating in particular masrkets. Tooke relsgated the influence of wer,
technioal progrens end population growth on the level of prices to minor
positions, His general conclusion aporided the high prices of the wer years to
three fzotors; the fregusnt recurrvence of ssapons of an unfavourshle character,
the destruction of and obstruation to fareign gources of supply end the greatly
augmented ooat of tranaporting oommodities mmna.z “Phope couses separately
and colleotively acoount for so lorge a proportion of the high and low prices of
the lept thirty yesrs to leave no ground for ipputing to the alterations in the
systen of our ourrenqy any effect boyond the difforence betwsen paper snd gold."
UYhen isolating the influence of the money supply on the price level Tocke takes
up precisely the sme position es Ricardo and Malthus in 4811 and "leaves nothing
nore to be asorided to the Bank restriotion that 80 much as is marked by the
difference botween peper and gold, That difference must no doubt be considersd
as the criterion and msasure of dspreoclation of Dank notan."’

Kacdleod wmriting in 1858 thought that Tooke had understated the influemce
of currency on prices, but Jevons who notioed the "insufficienqy of all
explanations yet given of the state of prices in the early part of the century”
praised Tooke's efforte "to disprove all prevailing notlons of the extraordinary
influsnce of the ourreny."? Loter in the 19th century Cunninghem felt ®it msy be

1« Lowe, Present State of England, 1822, pp. 100, 105 and 406, _

2, Tooke, Thoughts and Details, 182l ppe 69-106 ond 376, and Tooks, History of
Prices, Vols. 1 and 2 and Part 4y Chs. 1~6. _

3. Tocke, Thoughts end Details, 4824, ppe 377 and 126,

be Macleod, Theory of Banking, ppe 180-181 end Jevons, Investigation in Curremqy

and ."insnes, PPe '50‘1’1.
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impossible to gauge the precise amount of mischief which was due to this cmuss,
in particulsr we can anly note 1t es 2 sericus agyavatim.""

Kore recently several studies have also attexpted to disoover how far
note issues of the Bank of England were responsible for the incresse in prices.
Silberling correlated his price index with total advances made by the Bank on &
graph and notlced that "major variations in pricss precede those of Bank
advances which furnishes presumptive evidenocs that the credit of ths Bank was
not in any degree if at all responsible for the price fluctuations."” He
concluded that "eredit inflation during the regims of inoconvertible paper was
primarily fecilitated by the operation of s vast number of practically
wnregulated provinoisl banking institutions.> From his examinetion of the same
data Angell reached the same conolusion, ™The price of things in general -~
inflation - was dus to the policies of government fimenciers and to the exonerated
country banks., Inflation, though unavoidsble, was greatly and needlessly
exaggerated by the country banks, w3

Morgan in his study also noted with Silberling "there are indlcations that
changes in the position of the Bank follow price changes,” and that "An increase
in the note issue would be the natural consequenoce of this rise in prices and
aotivity end the Benk would only be a passive agent in it."* While Gayer's study
athe Growth and Fluotuations of the British Rconomy™ Beld that "mometary
phencmenon oen be most usefully regarded es reflexions of more deep seated
movements and in gemsrel it may be sald that the banking system behaving for the
most pert passively supplied the commercial, industrial demends that confronted
1'!:.“5

No contemporary critic of Government policy conductsd a satisfactory
empiricsel study of the influsnce of credit on prices. In this respeot the
writings of Lowe and Tooke are not & real advance on the views of Eicardo and
Malthus. Tooke simply desoribed and weighted, in a perfectly arbitrary menner,
2ll the factors which might have influenced prices during the war years. His
analysis was certalnly a salutary refutation of a very orude type of cuantity
theory which held oredit policy almost entirely responsible for prioce ohanges
during the war yeers, but it oannot be olaimed that Tocke in eny wey measured

4. Cunninghsm, Growth of Industry snd Commeroce, Vol. 3, p. 699. :

2. S:Llhorlins: '8ritish Prices and Business Cyoles', pp, 241 and 246 snd
tPinaneial and Monetary Folicy', pps 420=421.

3. Angell, Theory of International Prices, pp. 473 and 486,

4 Morgen 'Some Aspects of the Bank Restrictlon', pe 210 and Central Banking,

5 gtwﬁ: Growth and Fluctuations, Vol. 2, pps 559, 638 and 642,
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the influence of changes in the mensy supply on prices.

Purthermore, correlatione between the note issue of the Bank of England
snd indiees of wholesalo prices of the kind contained in the articles of
$ilberling end Yorgan, are also not very illuminsting. Silberling's price
index is not o sensitive enough instrument and ke really recuires a monthly or
woekly rather then en arnual time peale Cor this type of statlsticsl analyais.

' opeover, fluctuations in the lisbilitiss of the Yank of inglend cannot represent
veriations in the money throughout the econcmy.' Tinnlly, even with an improved
time scale and feirly accurste figures on the nomey supply and & sensitive price
index, correlations betwesn the two are of 1little help in distinguishing osuse
from effeote It oould be the cese that the Bank initiated a price inflatiom by
facilitating an overall incresse in the noney supply and then its note issues or
total advances simply validated or followed rising prices thereafter. You cannct
dsduce ceuses from & sequence of changes. Unloss changes in the momey supply
are very large there is no reason to expect prices to rise immediately and the
time log between increases in the supply of bank oredit snd movements in prices
wsy be oomidembla.z Borrowing and spending or spending and borrowing may not
occur in close eequence and Morgan's end Silberling's demonmetration that "major
varistions in prices preceds those of bank advances” or "there are indioations
that changes in the position of the Rank follow price changes” indicates 1ittle
sbout cause and ef'fect.

Although avallsble analyses of the wartime inflation can be eriticlsed in
various ways, the question of whether the banking systen, opersting within Uo
fremawork of & liberel monetary poliqy, exerted an autcmomous pressure on the
price level or simply validated a general rise in prioces whioch origimated fram
othsr sources is a cuestion which demands some kind of answer. Although in any
dynanic situntion it ia simply not pospible to isolats and measuze the influsnce
on prices of any single variabls such a8 changes in the momay supply. Several
powerful forces certsinly operatsd on prices from the alde of oupply during the
war years. Given the role of egriculture in the netionsl economy, (it amounted
to sbout one third of the nationsl product), perhaps the most izportent short
run influence on prices came from deficient harvests. Accoxrding to Tcoke sbout
a third of all greoin harvests between 1795 and 1815 fell below aversgs, several
quite seriously and the effeots of bad veather en food prices were exacerbated

1e Silberling, 'Britizh Frices and Business Cyolss', p. 20 and Morgsn, 'Some
Aspaots of the Bank Restriotion®s pp. 205-207,
2, Priedmon, "The Supply of Eoney snd Chenges in Frioces', pp. 2h2-246 and

243=2N.
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by the difficulties of procuring foreign grain in wartime.' Furthermore,
grein not only provided the basic ingredient of the country's stebls food but
also supplisd foodstuffs for animale and the major raw material Por industries
such as brewing, distillstion end staroh, 1n turn animsl husbendry supplied
inputs for the soap, leather, candls and chemical industries. The ramifisations
of harvest failures were wideapread.z

Dislocations in intemauonal trado also exertad s aignificant influence
on the price level, primarily through imports. At the outbreek of war retained
imports amounted to ebout 21,. of the national 1nooms.5 Depenflence on foreign
sources of supply for foodatuffs and raw materials had grown steadily over the
18th century, The national beversges, tea, coffee and ooooa were not domeatlcally
produoced and formed & high proportion of the import bill, In the first two
decades of the 15th century about 5 of the country's grein consumption came
from foreign sources and in years of bad harvest this proportion might rise as
high as 12:7."' Englishmen relied entirely on the Empire for their sugar, citrus
and dried fruite and on the Irish for small quantities of dsiry produce,
Textiles depended heavily on overseas sources of supply for their basio raw
materials, Woollens less so than the other textiles, although the fine wool of
Spain and Portugal was partioularly important to the high quality seator of the
industry located in the West country.” Nearly half of the flax used in the linen
industry came from sbroad and the cotton and ailk indusiries dependsd ocompletely
on foreigners for their rew materisla.s While the dyestuffs seotion of the
industry could net have functicned without imports of cochineal, madder and
indigo, neither ocould the shipbuilding or eomstruotion end investment goods
industries have carried on without supplies of Baltioc and Amerioan ﬂ.mher.7

Inflationary eonditions were not confined to Britasin during the wars with
Frence and whersver they appearsd in Europs and the United States they tended

to raiss the prices of foodstuffs and rew :aterials purchased by British mrohantn-a

4, Tocke, Thoughts and Details, 1822, ppe 376=371; Toocks, History of Prices,
Vole 75 PDe B 44 &nd {5 and Galpin, Grain Supplys ppet7, Lk, 79, 93, 111 & 128.

2. Ashton, Roonocmio Pluotuatiens, pp. 26| 34y 37 and IS

3, Robinson, ‘Changing Strusture of the British Reomomy', pe 458,

he GCelpin, Grain Supplys pPe 196~199

5. Rartwell, The Yorkshirdy mollg; Industry, pp. 43~44 and ¥orris, West of
England Yoollen Industry, Pe O«

6. Wardan, The Linen Treds, pp. 436-437 and 653,

7. Colquhoun, Trestiss on Wealth, 1812, p. 60, placed the value of timber out
down snnually st £1.6 sillions, The officisl value of timber imported in
1800 was £693,000,

8., Warren, Wholessle Prices, pp. 120~423; Hamilton, War and Prices in Spaln,
Pe 173; Labrousse, Equise du Kouvement des Prix, pp.98,105,14 and Young

1An Inquiry', 1815, ppe 170175,
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0f course the competition amomg belligerent powers for war materials such as
tizber, hemp, canvas and iron pushed up their prices still further.' Woreover,
the depreciated exchange, perticularly during the years after 1808, also added
considerably to the impert bill.?

Between 1793 and 1815 Prancs and her allies end, after 1803, the United
States attempted on several cocasions to arrest the flow of imports to Britaln.
Economic blockades by hostile powers did not, hovever, succeed in cutting off
supplies for protracted perioda of time, although the repercussions were fairly
serious in 1800, 1807 and 1810«12, The effeots of economio warfare were rather
to force trade outside its usual channels snd to make purchases abroad by British
perchants highly erratic. WUhenever importers anticipated sn embarge or blockade
on trede with a partioular source of supply, they stockplled, sometimes on a
considersbls scals. Vhenever exports markets cpemsd up sgain British industries
increased their demands for raw materials rapidly. Thenever the Navy inaugurated
a orash programme of shipbuilding demsnds for timber, f£1lax, hemp, iron snd eopper
expanded izmediatsly. Largely as a result of political fsotors wartime demands
by British importers besoame highly unstsble and pubjeet to suddem increasea which
inevitably forced up prices. Prices of colonial foodstuffs also experienced the
offeats of erratic foreign demand, During the war years the Navy suocessfully
srrested trade betwsen Europe and the French and Dutch possessions in the West
Indies. As a result the supply of coffee, sugar, spioes and tea fell into British
and American hends, Provided masrkets in Europe repained open high profits oould
be made, particulerly during the Revoluticnary War, from the sales of these
foodstuffs through Remburg. The export demand reduced the supply and pushed up
prices in the donestio parkst. On ths other hand when markets in Furope becams
closed or satiated the British market beocams glutted with colonial produce and
prices fell precipitously.

Finally, the effects of eccncmic warfere were to force trade cutside its
usual channels. Imports reached the gountry by oiroulitous routes end by devious
or iuprovised mesns.” Vith the nomwsl and diveot channels of trads often closed,
costs of freight and merine insurence neturslly rose even further sbove the high
levels slready resched because of Government competitiom for shipping aarviou."

4o Gayer, Growth emd Fluctuatiens, Vole 25 Ppe S4a=643e

2, Gtee Tabls 34 and Ppe 273~2Th.
3, See ppe 200-288 end 2%1.

4 Tooks, Ristory of Priocas; P« 115.



250

Two other foroes should be mentioned on the supply sids, although it is
difficult to assess their influsnce. First, the adjustment of produotion to a
war econony is seldom achicved smoothly, Nanpower had to be mobilised and
cepacity switched or created for military purposes, Unless supply was highly
elastic the reorganisation of production undoubtedly had some effect on Priﬂeﬂoi
Secondly, available indices show s marked upwerd movement in money wags rates
over the war years. How far wages exsrcised an sutonomous influence on prices and
were not simply a response to faotors on the demand side is impossible to analyse.
in particular cases something like the modern "wage push” may have operated, but
in en economy where individual bargaining was the norm end where attempts to
combine into unions were vigorously repressed by the Government a8 J acobinism,
it is hardly necessary to look for inflationary pressures from labour. Although
such statistical correlations do mot dismiss the possibility that labour costs
exerted positive end independent pressure on prices, the figures do show that
for most of the war ysers, wages lagged behind pr.’n.mw.2

It ssems more promising to look for the sources of inflationary pressures
between 1793 and 4815 on the side of demand, where the usual distinction between
consuners, Government end investment sxpenditures should help to clarify the
discussion, It is on the demend side that the role of the banking system can
be most conveniently enalysed.

Before the advent of hire purchase and other forms of consumers' oredit
the majority of households, without peraonal savings, found it diffioult to
live beyond their incomes or %o meintain reel living stendards during a period
of inflation., Wages, the principal source of private consumption, lagged behind
prices and there is no reason to expeot thet other social groups shose inoomes
came from profits, interest and rents exerted en autonomous influence on the
price level in s period of high texation, The new inoome tax transferred reduced
private consumption end as a flat rate levy it probebly had little effect on
saving, Ite burden fell elmost entirely upon the expenditures of the upper and
middle elaaus.’ Indirect taxes fell on the mass of the population and restrained
consumption, Duties on comsodities, particularly the highly progressive assessed
taxes may even have prompted the upper class o geve.t Paradoxically, indireot
taxes did not, as Bome contemporaries imagined, gonerate contimuous inflationary

4. Tooke, History of Prioea,' Pe 92; Lowe, Present State of England, 1822, pp.
o1-275 snd Blake, Observations on the Rffeots Produced by Expenditure, 1823,

PPe L8, 69 end T7.
3. See pPP. 265"267.
3. GSes PP+ £|-23-ll-21l-o
L, See pps 317-318 and L62.
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pressure. Their immediste impaot was rather to transfer jurchasing power from
households to the Treaswy. Only when indirect texes sotively promote demands
for higher inoomea do thay contributs a wege-price spirale 3“ith an wnorgsnised
labour market, virtuslly no facilities for consumers® oredit and a high level of
taxes of & type which probably reduced expenditure rather than saving, private
consumption seems unlikely to have exerted sny significent pressure on the price
lavel betwoen 1703 and 1815, This conclusion ip borme out by revenue statdistics
wbich show that in gensral per cepita consumption of a wide ronge of foodstuffs,
industrial commodities end luxury goods either declined or rose clovly during
the war yaam.1

turing a peried of war, defence expenditure is likely to be a potent source
of inflation, Utatistleos of mllitary expenditure show that it increased from
£5.3 milldon in 91766=52 to £59. 7million durdng the last five years of war, 1811=15
and totel Govermnment expenditure rose from £ 17.0million to £109.9mi1ldon over the
sare per.lcd.z One muat, however, vhen assessing the importance of covernmont in
the wartise inflation, ba precise sbout its responsibility, Total public or
zilitary expenditure is not really helpful and exsggerates the Govermnment's role.
Unly the addition to publio expenditure above its pre=war level is relevant
to an snalysis of the inflationary potentisl ¢f wartime expenditure and only that
part of the sdditional income oollected for war vhich was omployed for the
purchase of domsptis faotors of production, goods snd servioon exerted em
influsnoce on pricen,

Approximately 377 of the additional public inoome collected between 175
and 1815 was employed es interest poyments, pensions and for dobt redemption, -
Only if the Stats transferrud income from thoss with a higher propensity to
consume could this expenditure be dsscribed as inflationary, In fast trancfor
payments et the end of the 18th and begiuning of the 15th centuries probebly
axerted a deflationary influenoce on prices, 4 furthar portion of Government
disbursements, impossible to guantify, went on foreign goods end services. Por
an analysis of the inflation this cennot be regarded as equivalent o total

1o I dividod the quantities taxed of a rsngs of consumers® gooda by total
population for 1791, 1601, 4811 as recorded in Deane, British Teanomioc
Growth, pe5. »Fy conclusions were as follows: Ko rise in per oepita
consumption ofs orown glass, plsasure horses, malt, salt, silk, PBritish and
imported spirits, bouses with more then 10 windows and wine,

Slow rise in per oapits consumption of: beer, candles, cerrisges, ileather and

papex:
A def;nih rise in per cepits consumption of': coffee, wale servants, soap and

tobaaoco.
2. Eoe Table 38 and Chisholm Rept., 1868-69.
3. This ratio is a comparison of increments

to transfer payments.

to public revenue with increments
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payments on Government scocount of the balance of pawments.1 In so far as
imports purchased by the Government bid up prices abroad to the private sector,
public expenditure exercised some inflationary influence., If transfers to
militery persommel sbroad and loanms and subsidies to allies in Furope and Amerioca
were met direotly or indirectly from domestio supplies, they effected prices.
Only that part of military expenditure end trensfers or Government ascount of
the balanos of payments which resulted in the purchase of foreign goods and
services reduced the pressure of public expenditure on the domestic prise Jewel,
Unfortunately it is not possible to isolate the proportion of wartime Government
expendi ture on domesstio factors, commodities and services but if we exclude this
problem then the rise in Govermment expenditure which could prima facie effeot
prioes gppeers far smaller then the gross aggregates first suggest.2

To asssas the possible inflationary impeot of Government expenditure it
is, however, necessary to take aocgount of its finance. If expenditure is
financed from taxes which involve e transfer of purchasing power from the private
to the public ssctor, the effeot on prices will be neutral, The State simply
spends an emount equivalent to the fsll in private expenditure. Alternatively
if the Government borrows voluntary savings from its cltisens, savings whioh
would otherwise have bsen loansd to private investors, aggregate expenditure
sgein remeins constant} the command over resources simply changes hands, In both
these ceases, only if the Government taxes 1dle savings, if taxes lead to dissgving,
or it borrows funds which would other wise have been hoarded, does additional
publiec expenditure exert an influence on prices, Tocke assumed that all publioc
finance represented a diversion of purchasing powsr from privete oitizens to
the Treasury and ignored the third inflationary source of finence, neamely the
monetization of public securities by the banking n;raiaenn..'5 When the Government
borrowed direotly from private benks, & diversion of purchasing power did oocur,
Assuming that bankers were not prepared to lower their reserve requirements when
accommodsting the State, they simply substituted public for private securities im
their portfolics and private investors found, sither they were not prepered to
pay the higher rates of interest charged by their banks or they simply could not
obtain loans in competition with the Government, But when the Government borrowed

i1, ©See Table 38.

2, See Table 38-
3, Tooke, History of Prices, pp. =92,
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from the Benk of England, the Bank oreated reserve currenqy end as Bank notes
pessed into the tills of private banks, the banking systom cbteined the means for
& genersl expension in their iishilities, Thus, whenever tha Treasury borrowed
direotly from the Bank of England its aotion increased the total money supply and
oreated conditions for inflationary pressurs on prices.

Thus, msasures of inflaticnary pressure exertsd by the State should include
only additional wartime expenditure on domestiec resourcss finanesd by monby
borrored from the Bank of Bnglond, From the figures set out in Teble 32 4t emn
bs seen that the impeot on 1wices of Government oxpenditure vwes far less then
the erude aggregates suggest at first sight, OFf course the conclusion rests upon
& mmber of argusble, end perhaps soms impleugible, aspumptions but oven on
assupptions less faveureble to the Government, the Pigures do provide some notion
of the possible impact of publis expenditure on the priece lavel during the wvar
yoesra,

Unfertunately, weagures of private oapiisl formation are not availsble,
but random date oovering some seotors of the econcmy indiocate that investoent
in fixed ospacity probably procvedsd at an unususl pace for a peried of war,'
Compardsons with provious wars cannot ba made but Ashton scems inalimed to
believe that war normally restreined sny rapid ise in the rate of sapital
f’matim.z Furthermore, ciroulating investment in oommodity stooks, shipping,
banking end inguranos services for the world economy also appeare to have inoreased
rapidly during the period 1?93-1815.3 Although figuyes connot be found o
quantify 1t, it is not unressonable to conoluds that private investmsnt providad
the primary source of inflationary pressure during the war years.

But the question remeins as to how far libersl monetary pollcy encouraged
the private saotor to push investment expenditurss bayand the level where resources
oould sustain them to the point where competition for soares factors and
commodi ties aimply pushed up prices., Did the banking system stimulate an
unsarrantsd level of private inwvestment expanditure?

Before 1797 the nmeed to hold speoie resexrves sot flexidle but, nevartheless,
definsble limits to the oapacity of ths banking system to extend credit, During
previous wers and the first four years of the Revolutionary War the extension of
loans to the Government and the rise in the rate of interest pressaged some
shortage of finance for private investoent.® after Suspension the limits to the

oty

1¢ Ses Tables 4 and 36,

2+ Ashton, Eeonomis Fluotuations, pp.81, 83 and 104,

3. Geé pp, 261 snd 309,

Le Boe ppe 86-88, 170, 173~17% and see Tables 12 and 22,
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expansion of bank sdvances were set by the note issues of the Bank of England,
Possibllities for credit areetion became in fact limitless but the Direotors
enforced some degree of restraint by discounting all first class bills, of short
naturity, at 5;@.1 There is no evidsnce that the Bank actively solicited customers
or tried to maximise profits but over the years 1793=-18¢5 its bills and notes
discounted for the private sector increased in valus at the unprecedsnted rate of
8,4} a year, Total lisbilities (advances to both public and private seotors)
expanded at the slower rate of nearly 6 per annmm."2 As the Directors readily
edmitted,nothing like this level of accommodation could heve been affordsd if
speocie payments had been ma.intai.ned.3 Moreover, Horner as Chairmen of the Bullion
Committee olearly epprecisted that a rate of interest of 5% provided an inasdequate
safeguard sgainst excessive eredit creation, partiocularly in a period of rising
prices, He pointed out to the Governor and Deputy Governor of the Bank: "You
have atated that the oomtrol whioch guards the public against any exoess in issuss
is that no person would be dispossd to pay at the rats of 5% for the use of their
notes if his occesions did not reguire such an advanoe; might not such a person
He disposed to obtain this accommodation from the Bank if any prospect offered
itself to his speculation by which great profit might be derived from the use of
copital 80 obtained," The Governors®' umsatisfactory reply was that "No
accommodation is given to spsculators.” Harman, one of the Diresctors, seeme to
have appreciated Hormer's point a little better beoause he admitted that a rate of
4% might occasion an excsss issus of notea.l" But the Bank had nsver employed the
digoount rate to regulate the money supply and the Usuxy  Laws prevented the
Directors from charging more than 5%.

APter 1797 the Bank never made any attempt to ration its accommodation to
the private sector, but simply satisfied demend provided borrowers met its
traditional oriteria for advances.

Ho atatistioe are availsble to msasurs the rate at wh:lol_é the rest of the
banking system contracted liebilitiss. Nor, and this is more/the point, 38
there conclusive evidenoe to support the conventional view that London and
particularly ocuntry bankers used the upportunity providsd by the Suspension of
Specis Payments to lend indiscriminetely to teke more them the usual risks or ]
in thet ambiguous phrass "to force their notes into oireulation,®

Attecks on the behaviour of bankers predated the Suspension, In seversl
comentar:lea country banks beocame the scapegoat for the orisis of 1795. Boyd .

Ses pp, 93-9#. i
See. Table 2 Il
Bullion cme., 184 0. PPe 96-97 and 145, i-
Bullion Cttee.s 1810, Pe '

Sesa pp. 199-200,

2ol s

\n
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and his followers blamed them for aggravating the rise in prices during the bad
narvests of 1799=1801,7 Atkingon thought that the granting of overdrafts by
london bemkers to their country correspondents had been carried to "an injurious
extent."a While depression of 1810=-1812 attacks on country bankers becams really
virulent., Chalmers described them as "an excrescence upon our commerocial
dealinga."5 Grenfell referred to the 'evils' of country bank cireulation and
even Sindlair thought there cught to be some cheok on it,* In the House of Lords
they were condemned by two Earls, Lauderdale considered that "country benks wers
all issuing =28 mmch paper as they oould c.’chula'l:a.."5 Stanhope was more moderate
but still critical. "There were meny country bankers undoubtedly who were men of
large property and of the security of whose notes there could be no doubt;
but there were others who issued notes to a large amount although they were not
worth £500 in the world.“s _

APter the war Wakefield told the Committee on Agriculture that "Up to the
yesr 1813 there were banks in almost all parts of Englend, foreing their paper into
circulation at an enormous expense to themselves; and, in most instances it hed
been done to their om ruin."7 In 4828 Parnell considered "the loss whioh the
country has sustained since 41792 by the country banks not making good their
engagements, has been quite enormous,” and Taylor knew "scme bankers destitute of
the requisite judgement and ceution, These psrsons not wnfrequently brought
ruin upon themselves, losas to some of their neighbours and disrepute on the
banking sya‘ham."s

Two Amsrican economists are among the modern proponents of this traditien,
Silbexrling acoepte uncrit cally the opinions of Wheatley, whom he regarded as
displaying "commendable originality end a firm grip upon realitiss in laying the
blame for such needless expansion of British credit where it malnly belonged om
the unregulated axtravagence of oountry banking,"> Angsll reiterates this point
of view, "irmmumerable and weedlike ocofintry banks" whose agtivities were
"assentially lpuuht:lw."w Careful soholsra like Feavearyear and Clepham sppear
dispossd to sacept sush oritiolsm,’’

1« See PPe 2’-!-2-2}-?3-

2, Atkinson, "!l'.'houshts', 1802, pe 33

3. Chalmers, 'Considerations'; 1811, pp. 162 and 169, -

by Grenfell, 'A mfom" 18 0, P.‘l-‘l and Sinclair, ‘B.ama.rka', 'fs“"j P.310

5. Smart, Eoonomioc Annals, Vole 1, Pe 302,

6. Parlya mbﬂh’ Yola 20' Pe 835.

7. Ctteé, on Agriculture; 18215 Ppe 213=214e ) ,

8, Parnell, 'Observations', p.30 and Taylor, A View of the Money System, 1828,
o1 07& ; _

S. gﬂberltn;; iPinancial and Yonetary Policy®, Pps 416-417 and 'British Prices |
and Business cyo].;lfg PPe 1:2.\.132:;%.#;;1 > 4{

0. Angell; Theory of Interne on8; Pe . i

:1. lagaa;yur,r’gln Pound Sterling, pp.181 snd 194 and Clapham, Bank of Bngle’ _
A { v 2" pi21i T T e : -':
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Silberling's point that "the country banks found the door cpea to unusual
facility 11 the extension of their oredlt", is accurate enough if by "unusual®
he means that banks were less restricted in affording credit than they had been
under the gold .'zrlma.ndﬂz'd.1 Although there sre no statliatics to test 1t, informed
contomporary opinion favoured the view that banks lowered their reserve
requiremsnts af'ter Suspension, Thompson, who ran the Hull branch of Smlith,
Payne and Smiths thought it "not necessary for a counfry bank to be provided with
the same amount in bank notes in proportion to his issues as he was before
restriction lisble to kesp gold."> Vilkins, the Drocon banker, admitted ho had
lowered his rema:'m.3 ¥hile Tritton of Barclays, Thomes Richardson, the bill
broker, and Walter Boyd 211 held the view that the practice of working with lower
reserves wes general.‘* Their opinions presumsbly convinced the Bullion Committee,
of whom four ware bankers, to "believe that the total amount of unproductive
atook of all the country banks comsisting of specie and Bank of Englend paper is
much lass at this period under a circulation vastly incressed in extent than
it was before the restriotion of 179'?."5

Part of the explanation of why the reserve ratios dsclined was, however,
because improved institutional errangements reduced the risk of operating with
lower reserves. Severel eecnomiss in the use of reserve currency wers sstablished
or improved upen during the Freach wars, Immediately after Suspension Londen
bankers obtained discount facilities at the Bank of England, (Clearing
arrangements between London banks and the Bank of England were systeratioally
improved, as were the clearing arrengements between the London benks thamlvan.7
Cooperation among couniry benkers within particular localities also davoloped.s
With the establishment of bill brokers and a more relisble Stook Exchengs as
jntegral perts of the London money market cpportunities for bankers to lsnd
money at oall end short notice :I.lmrea.a:aﬂ..9 As Boganquet observed, such economies
ensbled bankers "to lower very ocnsidersbly their stock of notes and to place
the same productivity in bills and other sscuritles,™’

1, Silberling, 'Financial and Monmetary Policy®, p. 353
2, Bullion Cttae., 1810, ppe 1151164
3s Ctiee, on Bank Charter, 1832, Qe1757s
he Bullion Cttes,, 1810, ppe 140-14t and 147, and Boyd, Letter to Pitt, 1814,
el TPs '19-'20-
5. Cannan, Paper Pound, p.62.
6. Cttes, on Suspension, 1797, Pelle
PDe 248, 320=322 snd Tooks, Thmsg;v’ a:?al::ms’ 1828, De3b
8. Pressnell, Country Banking, Ddpe 1 |
9, Bullion Cttee,, 1610, pp.147=-148; King, History of Lendon Dpiscount and Haxrket,
pps 9 and 27 and Duguid, The Stock Bxohange, 1900, ppe53=5ls
100 Boﬂﬂﬂq.l.t. Practiocal O‘buﬂﬂ-tiM'. 18‘0’ 9055.
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lilstorians, inclined to subscribe to the old eatablished view that private

benkers behaved reciklessly during the French wars, are perhaps over impressed
vith the raspid growth in the number of country banks and the extent of bankruptcy
emong them between 417935 ané 4815. There seems, however, no nsed to share the
apprehension of oontemporaries about the rapid developrent of new economic
institutions or to describe the dsvelopment of banking with bucolio similiss

such as "wead" or "mushroom like" growth.l It would be difficult t auata:in an
argument that some proportion of bonks established after 179) were unnecesssrye.
Benks were an integral and necessary part of the industriel revolution, Did mot
the volume of foreign and perhaps internal trade about double during the war
years? Inoreased production reguired the finencial services which cawo with the

apread of banking.

At Pirst sight statistics of bank failures appear to provids e more

reliable basis for ths condemwnation of bankers, Yet the figures are mot without
ambiguities and are frequently mislseding, To begin with a bank stoppage was

not the same thing as a bank failure. The former implied only & temporary
inpbility to meet liabilities, and many reported failures often settled their
debte without sotually going beukrupte> Contemporary assertions sbout the extent
of benkruptoy among bankers were frequently based on faulty statistics and should
be treated with scepticism.5 Pressnsll's figures do,however, indicate a rise,
compered with pre<war years, in the annual average number of banks which went
banlyupt during the French wa.ra.l" Before his improved statistics are interpreted
as evidenece of recklsss credit expansion by bankers, s number of altermative
interpretations shduld be canvassed. Pirst, a rise in the mumber of bankrupts is
no indication of the aotusl extent of bankruptoy. Small firms might have failed
owing relatively small sums of monsy. Next, given the norsal risks attendant on
& banking business in the early 19th century, a rise in the numbexr of benks
pressages an inoreess in bank failures., By exprepsing the mmber of failures in
particulsr ysars as a percentags of the totel number of banks in operation, the
extent of bankruptey appears much less ela.mi.ns.s To resally appraise the
jncidence of bankruptoy among bankers, one needs to compare figures of bankruptoy
statistice for all seoturs of the economy, but suoh information is not available.
Some incresse in the extent of failures among bankers could, moreovers be

1.
2.
3e
4
5e

Angell, Theory of Internationel Brices, Dp.l(/-400,
Fressnsll, Country Banking, ppe 144 and 445-44B.
Chalmsrs, Domestic Economy,1812, p.229 and ¥cPherson, Annsls, Voleks 1805,pe266,

Pressnsll, Couniry Banking, p.536. .
Gregorys I’Festm.ﬁ:aee;{ Bank,'p.G. 244 the caloulation for the years 1808-1830.

The proportion of failures among bankers asppesars to have been highexr after
the resumption of specie paymsuts.
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expected with the rapid and widespread establishment of new economic institutions.

Finelly, it is possible to suggest reasons other than ths reckless
beheviour of bankers for some of the feilures that ocourred., Ae Presshell
demonstrated, many were not 'strustursl' but 'eyolicsl® - that is the czuses of
feilure could be ascribed less to intemal mismsnagement, =nd more to unprediotable
external oircumstances.1 Of seven London banks which failed in the depreasion
yeers 1810 to 1812, scmething is known of the oase histories of three and this
evidence suggests that feilure ocourred in each case not es a commsequence of
miazenagemsnt but because adverse political conditions in the world economy
precipitated feilures emong the banks' merchant clients.> Furthermore, the
fajlure of London banks invarisbly involved country correspondence and vice versa,
For exemple, the failurs of Brickwoods in July of 1810 occasioned the bankruptey
of 5 banks in the south west of Bngland and closures ameng ths Liverpool
correspondents of Devaynes, Dawes and Noble led to the collapse of that firam in
the sams mr.n:rt‘.h.3 In Jamary of 1812 Boldsro and Lushington went bankrupt and
involved banks in the north mst.!" Alternative interpretations of why bankruptoy
among bankers was mors common do not prove that bankers did not lack the necessary
prudence in the menagement of their concerms; they simply ocast doubt upon the
more crude assertions which have been mads sbout the cupidity and recklessness of
their behaviour,

My investigation into the behaviour of the banking system aimed to szee
if it aotively enoouraged investment expenditure by the private sector during the
war years and thereby exerted pressure on the price level, My conclusicns ocasmot
be other than impressionistio, based as they are upon scraps of ambiguous
evidence. Mirst of sll it is clear that during the inflation the legal maxiwmm
rete of interest charged by the banks probably stimilated demands for loans es the
real cost of interest charges dsclined. Xoreover, the gpread of banks and the
habit of bemking may well have induced & higher level of lending and borrowing.
Preed from the oonstraints of convertibility the Treasury and the Bank of
England provided the rest of the banking system with smple reserve ourrency at &
time when banks were already disposed to work with lower reserves. The
1iabilities of the Bank slmost certainly increased at a more rapid rate than
production. After 1797 not anly did the central suthorities exercise no check
on oredit ereation but bankers knew that the Bank of England or the Government
were usually prepared to oome to their aid in periocds of eoconomic orisis, & faokor

~ Pressuell, Country Benking, Pps 448-i5te .
12. Tri:a, 9 .;uly, 4 and 9 Augt’xat. 4840 and 3 and 14 Jenuary, 1812 and Anonm,

*an Expose', 181k PPe 14-T76.
3 u:imffps .Tull'r; 1810 and Greig, ed., Farington Diary, Vol, 6y Pe213,

L. Times, 3 and 14 January, 1812,
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which undoubtedly increased their confidence in lending,

Although the evidence is not really sufficient to support ths kind of
charges made by contemporaries, often prejudiced sgeinst banks, or the rather
extreme views of Silberling and Angell, it does appear as if the banking system
took adventage of the opportunities afforded by the Suspension to begopme more
liberal in lending., Certainly no evidence exists that bankers imposed restraints
upon the investment activities of thiir clients, The orthodox Keynesien view
that the money supply rises in response to expenditures and not the other way
round is not fullyepplicable to the period {793=1815, It oan be argued that
private expenditures were to some degree stimulated by the liberal monetary
policy, Increages in the price level of the magnitude achieved during the French
wars could not have been reelised by increases in velocity alone,’ Purthermore,
without the ermoury of direot controls available to a modern administration,
control of the money supply oometituted the only feasible way cpen to the
Government to preserve some measurs of price stability, Instead it removed the
restraint imposed by inconvertibility, (a restraint which had been effective
enough to prevent rising prices in previous wars) and substituted mo other comtrol
on the money supply. On the aontrary the Government and the Bank of England
gave encouragement to the banks to expand their liabilities, The Government's
nonetary policy certeinly permitted prices to rise and im an important senae
can be held at least partly responsible for their upward movemesnt between 1793
and 1815,

This conclusion doesa not mean that the policy was "reckless, extravagant
or antl social” to quoite some of the usual epithets used to deascribe it, To
support such assertions we need to lock bsyond the discount policies of the Bank
of Englaend, the borrowing operations of the Treasury and the rather inooncluaive
evidence on reserve ratios and bankruptcy to the economy and its problems, We
need to enquire if the operations of the banking system aotuslly had sdverse
socisl end econcmic effects.

2, Scme Comsequenoes of Frice Inflation
An explenation of the nature and extent of Govermment responsibility for
the wartime inflation osnrot, as it often did, in the 19th oentury, serve as a
condemation of credit policy. It im necessary to discuss some of the advanteges

1+ Friedmen, *The Supply of Yoney', pp. 242=264.
2, Schumpeter, '"English Frices and Public Finence', pps 23~2k.
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snd disedvantages of ollowing priess o0 rise. Parhaps the best way to procesd
is by a review of contemporary opinion on the subjeot. i uch of their discussion
has an obviously modern ring becsuse it consistad of sssertions end oocunter
sssertions about the iniquitous effecte of inflation on porticular sceisl groups.
in Zieardo's terse prose "Cvery ran is injurcd or bemsfited by vardstioms in the
velume of the clrculating mediur in proportion as the fimed demand on him in
roney exceed those fixed demands which he mgy have on otherse’ On these ordteria
particular groups vere selected as worthy of sympathy for the injuricus effects
they hed suffered from the infintion. Tha professions) olasses receivod a good
shere of attention. Foare and Fuskisson oxpressed sympathy with their plight
but Fill remeined entipathetic beocsuse he considersd the "genteecl employment
over=-gtooked anyway."z Torrens put the ecoonomist's argument for ignoring
professionel people. "If their services”, he wrote, "are as officliently
performed in a deprecinted currency as whon peid in one of undiminished velue
this is & clear gain to the public,">

Close to the heart of many & classical economist oams the rentiers.
Ricardo accused the Bank "of enhencing the price of rrovisions end every necessary
of 1ife," and so "injuring the public zmmuitant and all those persans whose
incomes were fixed and who were comsequontly not able to shif't eny part of the
burden from their own shoulders."® Palthus felt "of all the dsseription of persuns
in the state the public oreditor sppears to us to be the wmost deeply :nd arvelly
injured," Francis Hormer when he introduced the Eullion eport to the Coumons
hoped "1 shsll not hear argued in sny quarter that the depreciation of the
currenoy is productive of a positive advantage to the public as it enzbles the
Gowernment to discharge interest on the national debt at a reducod rata."s
Ferhaps the sympathy 80 stromgly expresged for publlo annuitants was a litile
misplaced, Their income had lagged behind prices but they could not only expect
a reversal of this trend but to msoke capltal gains on their inwatments at the
end of the war, Public ennuitants were only a small group who in general uere
not among the pourer sections of British soolety. Only about 9, of the interest

1« ‘Latter to the Forning Chronicle*, 6 September, 1810, ppe 135=136 and 137« 38,

2, Huskisson, 'The Cuestion®, 1810, p.19; Hoare, 'Examination®, 1811, pp.65 and &6
end Hill, ‘an Iﬂm‘. 18"0p Pe5

3+ Torrems, ‘2 Comparetive Estimate'y, 1812, p.6l.

4e ‘Lotters to the ¥oming Chroniele®, 2 August, P.2i and 6 September, 1809,p.438,

Se ¥althus, 'Review of Controveray's 18415 pesi6,

6e Parly. Debs., Vol, 19, pp. 829-830,
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paid on consols, for example, accrued to people with less than £1,000 in tbe
funds, !

2Exiating indices indicate that wages lagged behind prices during the war
years, - Although meny economists and politiocisns seem solicitous enough about

the effects of inflation on the incomes of rentiers few of them eppreciated that

rising prices had occasioned real distress among working people, Hoare tried

to evoke some pity for the “poor worn down helpless mechanic end common labourer,”

end Kushet inew that unlike other groups they had no "no means to shift the load

from off their own shoulders." Mushet's point was not widely apprecisted because
it was all too readily assumed that poor relief meintained real standards among
the working oless.® Historiens have, however, recognised that he inflaticn

made the FPrench wars an uncomfortable time for working people. The Hammonds

considered that "fluotuations of prices fell of acurse with special severiiy on

the poor whose wages oould not keep pace with them" and Cole noted the "persistent
rise in prices which was osaselessly beating down resl wasas."5

No doubt part of the working class agitetion to maintsin real wages during
the war years was stimulated by the inflation, Parliament received petitions

from a variety of irades, many were concerned primarily with the dilution of

labour by evasions of the apprenticeship laws, of with the effeots of machinery

on the wages of old crafts, Nevertheless it is apparent from reading the

petitions end the evidence of cperatives examined by Perlismentary Committees

that technological displscement and lasbour diluticn were felt with added severity

because the cost of living was ri.aing.s

Most of the appeals and pressure for wage regulation failed, snd working me
turned frequently to riots, strikes and even violence in order to maintain living
standards, Government industriel policy was to allow looal poor relief to
nitigate the most severs hardships of rising prices and to resist the attempts of
workingmen to bdid up wages by refusing to act on their behalf, by peliticel
intimidation and by legal @pmuion..'

1. These faots are based upon my &nelysis of Consol Ledgors &t ths Bank of Englas
Archives (sets 9 and 12). At 5 July, 1792, the National Debt (ncminal oapital
amounted to £228 millions and consolidated annuiiies (comsols) were £10i
million. Only 9 of Consols was held by people or institutions with holdings
leas than £1000., At that time there were 48,495 separats acoounts in Consols.

See also Prentice, Thoughts, 1811, pp. 42=l)

2. B8ee pp. 265-266.
3 Hoare, lgmatim.. 1811] pp.65-66 &nd Huah‘t‘ 'An Inqu’-"y". 1810’ p.‘2.
4, Malthus, 'Price of Provisions®, 1800, p,198 and Sinclair, Observations, 1810,
FPe 39=40,
Hammonds, Town Lebourer, p.109 and Cole, Short History, p.43. 593-609
» Commons Jnls. Vols.6,657:3 Cttees. on Calico Printers, 1804, pp, /and 1806, i
1155"11635?“ « Bist. Vol. 32, pp.700-702 and Parly. Dsbas, Vol, 6’ p.158. Vol,

PPe 202’ s 392 and 395.
7e Davies, Birminghem, pp. 73, 85, 91=94, 104 avd 119-120,

Se
6
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Thus manufaoturers and farmers obtained motive political support in
restraining the upwaxd movement in wage rates. The Covernment did not attempt to
curb & wege inflation or indoed to serve the intereste of entreprensurs, but its
industrial policy fremed for politicsl ressons happenod to combine against the
interests of vorkingmen to maintain stoble real wages.

Cne possible objection to the policy of credit expension is that inflatiom
may reduce savings snd coousion 8 movement of funds away from fixed interest
public securitiss on & sufficient scale to bring about & sharp rise in the cost of
publio borrowing. In the sbpence of an encuiry into the motives of' individual
investora nothing conolusive can bo said for or sgainst this objeotion, (me
ralevant statistio is the turnover of Government stock, becsuse an incressed rate
of tumover would provide presumptive evidence for & movement out of public into
othexr assets. I calculated a turnover ratio from a sempls of 100 accounts in
‘Cansols for cach year of the French wars by expressing the nominsl velue of the
amtwnbytﬁamdofthaynaramapamntuseofnqninalvalm at the
beginning of the year. The turnovor retio showed no tendenqy oither to rise or to
correlate with changes in the prioe lewel during war yam.1 Koreover, the
relatively modest rise of 1.1%in the annual awerage rate of interest does not
suggest that the Govermment had very serious difficulties in attracting investzent
in its bomds,? Pinslly it cm be suggested that both the institutional
arrangements of the market for long teorm oapital and charactsristlocs of investors
in the nationul dabt asctivated against any ssricus sovement auwgy from fixed
interest bearing securities. In the early 19th century merkets for lomg texn
ospital were looal, while inwostors in pudblio securities uwsually liwed in and
around London,? Their investment horisons probebly seldom extendsd to industrial
propesty, the obvious hodge against inflation, partly becszuse risks vere groatar
and portly because industry wos mot finsnced by moans of nogotisbls shares but
by mothods which involved participation end full 1icbility, The range of
olternatives open to public annuitants anxious to protect their real investment

1, ‘The ssures is Comsol ledgers at the Bank of England archives (sets 9 to 12)
oovering the period 1792 to 1818, For each yeer from 1793 to 1815 I selected
at random 4100 accommts, I addod vup the nominal value of the cspital at the
beginning of the year and the sales throughout the year for eack asoount and
ocmpared the two, I should point cut that the Bank itself separsted acooumts
of people it classified as “dealers® from aseounts of holdore. 1 made no

' soslyeds of the behaviour of the dealers. P. 229,

2, See Table 19 - calculation based on Consol yields ~ Ashion, 'Some Statistios' of

3, Consol Ledgers sots 9 end 12, The Hank's veeords contain the name, address and
rqualdty” (status) of those who held and dealt in bonds, 0f course msmy peoris
who normally lived outside the Home Countios may have registered their holdings
at an address in or neer London, But on the assumption that the addresses
reeordsd at the Bank indicate st least something sbout the loecation of bond
holders I snalysed a rendom sauple of 500 of ths 48,495 scsounts for Consolr
in 1752 mnd discovered 359 had addresses in London and the Fowe Coumtios,
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income against inflation wers confined to land and the shares of the City
Corporations, insurance oompanies, London dock and waterworks corporations and
canel companies.” Meny of these seourities often yielded a Pixed return end hardly
provided a hedge against infletion; the differential return between them and

public sacurities was not as wide as the modern differential between bonds end
ordinary ahares..2 Further the number of such shares available in the market at

any one time was 1:I.m:l.'l:e¢1.3 Perhaps that is why the floating of several new

Joint stock compenies in London in 1801 and 1808 was so eagerly received, their
shares provided the Home Counties investors with a feasible opportunity to maintain
a stable resal inoome."' |

Ky study of the holders of Conrols indicated that the majority were not
given to hasty transfers, but tendsd to retain their investment in the funds over
feirly long periods of time disregarding both fluctuations in the general lesvel
of prices and changes in the capitsl velue of their stock,” Their behaviour was
rational because experience had shown thet et the end of the war en investor
might expect an appreciation in the capital value of his stock and with the fall
in prioces of his investment inocome as wsll.

On the other hand, apart from the social consequsnces, definite adventages
ettended the lag of wages behind prices. Contemporary writers certainly noticed
that the redistribution of income between weges and profits created opportunities
for higher levels of saving end capital accumlation, Benthem worked out the

1o Finkelstein, 'British Share Prices', P. 92. . .

2. Pressnell, 'The Rate of Interest, pPe 211=21ke

3. Bnglish, A Complete View, 1827, pp. 29=31 listed 156 Joint Stock Companies
formed before 1824 whioch were still in existence in 1827, Thess Companies had
a nopinel eapital of nearly £48 million and an aggregate issue of approximstely
765’000 shares,

4s Hunt, The Development of the Business Corporation, pps 15-16 and Tooks,
History of Prioces, Vol. 1, DPPe 277~278B.

5. Consol Ledgers sets 9 and 12 for 1792-98 end 181218, Again it is necessaxy
to emphasise that the Bank's records after 1798 distinguished "dealers™
from "holders”, For the period {792-98 I extracted from the ledgers 674
acoounts of people who seemed to be dealers im bonds, At 5 July, 1792 they
were less than 2 of Consol holders but held nearly 77 of the nominal
capitsl of Consols, The Bank separated nearly 600 sccounts of ®jobbers" in
the funds between 1798 and 1804 but the Bank's definition of a dealex is
narrower than mine. PFor 1812 there is a memo in Loxrd Liverpool's Papers
(38363) which is a breakdown of Consol holders. It desoribed £73 million of
the £40¢ million olassified as "fluotuating stook™, Speculators sesm to de
a spall group, holding e small proportion of the debt but who presumebly
exeroised en important influence on bond prices.
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adventages of ‘'forced saving' end his hypothesis was taken up by Thornton in
1802,1 Torrens and Yelthus desoribed the adventages of "a fall in the valus of
the oirculating medium which alters the distribution of wealth in favour of the
productive claaaes."2 While Bosanquet opposed the retwrn to specle payments in
1811 on ths grounds that wages might lag behind prices in a dowmward cl:i.::'am:itm.3

Contemporary discussion provokes two questions, Was there a profit
inflation snd what precisely were its adventages? To establish the fact
couprehensive records of profits, money wages and commodity prices for different
industries are required, and nothing of the sort is available, Profit series
for four industrial firms were discovered but even this meagre evidence is not
ussble becauss of the definitions employed for profits.’ Income tex data are
slao unhelpful, Professor Hamilton attempted to demonstrate that ‘e profit
inflation® had been & feature of industrial growth in the second half of the 18th
century correlating price and wage rata..s He used prices thaet are entirely
domestic and procseded on the assumptions that changes in wags rates represent
changes in earnings and that the productivity of labour did not dscline,
Hemilton's method is a valid way of showing that labour's share of the national
income deolined but his data are insuffiocient to support a thesis that the
Industrial Revolution was financed through the inflation of industrial profits,
largely because the price index employed by Hamilton is heavily weighted with
agrioultural oomoditioa.s Furthermore, his essertion that "the rates of pay
of artisans and labourers engaged in building have proved to be representative of
genersal wages" is dcrubtful.7 Although it is valid enough to show that Hamllton
did not state his argumsnts precisely snd that his data were deficlent the
counter claim, made by Felix, that profit inflation "was not much in evidence”
or even "non-existent" seems pretentious to wake without a more thorough
examination of sveilsble material. For the purposes of this argument I have
examined published data for the period 1793 to 1815

1. Tayek, 'Note on the Development of the Dootrine of Forced Saving's Dps 1201335
Stark, ed,, Bentham's Economie Writings, Vols 3, Ppe34i~35t and Thornton,
Paper Credit, 1802, pp.236~238.

2. Morrens, A Comparative Estimate', 1812, PPe54»56,58 and 65-67; Halthusy
'Deprecistion of Psper Currenay®y 1810, ppe364»365 and 371 and ‘Review of the
Controversy', 1811, .Pekb2s

3, Bosanquet, 'Practicel Observations®', 1811, Ps105,

L. See Hartwell, Ths Yorkshire Woollen Industry; appdx.on GottRedstrick, A Dynasty

mﬁ""‘%’iﬁé’ﬁﬁﬁn’ﬁ&b ih;%%%w :2323351&:1& Prices

Se
and Progress®, p.J29.
6. PFelix, ?r;m% Inflation and Industrial Growth', pp.hﬁhpsz.
7. Hamilton, 'Profit Taflation end the Indusirial Revolution®, Pe32te

8, Pelix, 'Profit Inflation and Tndustrial Growth', pp.kh3 and 462,
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A comperison of the rate of change of wages (as computed by Wood and
Tucker) with the rate of chenge of domeatic wholesals prices {as computed by
Geyer) reveals the leg of wnges behind prices during the wer yearss' But highly
aggregate oorrelations of thie kind ocan be mislesding because movements in the
index of domsatic wholesale indox are dominated by the price of wheat and are
influenced also by changes in the price of imported commodities. It is more
useful to compare prioces and wege rates for particular seotors of the economy.
while this is just about possible for sgrisulture the peucity of data for the
industrial sestor makes the exercise more inconclusive.
From statistios recordsd by Tooks, Beveridge, Karshal end James for
agriculiure, I constructed three weighted indices to represent movements in the
prices of food grains, deiry produce, meat and raw wool.2 For the war period the
shortege of data on agricultural wage rates and considereble regional variations
in the availsble figures mekes the employment of a national wage index of the kind
constructed by Bowlsy & dubious procedure, I preferred to use wage rates for
inddvidual counties where the informetion seemed relisbls and where the number of
recordings covered st least 251 of the war years,” I then oompared wage indices
with agrioultural prices county by oounty on graphs and reached the following
conolusioms, Grain, meat, dairy produce end wocl prices displayed & definite
upward trend over the war years, In Sussex, Wiltshire, Norfolk and Lincolnshire
there wes & marked lag of wages behind prices throughout the war. FPor Kent and
Buntingdonshire the lag also persisted but is less marked. In Steffordshize and
Cumberland, wages aspperently caught up with prices round about 1803-05,
The informstion is limited and wags rates are not the seme as earnings, dbut
in general the published figures do support & conclusion that the share of gross
incoms sooruing to the agricultural labourers fell in the war years. This view
accords with the observations of comtemporaries on the conditions of the
sgricultursl lsbourers during the inflstion. Reports in the Farmers Hagasine ere
particularly instructive for any study on the question of labour., Very few of
the reports from the English counties complain sither of high wages or labour
scarolty before 1814 In sharp comtrast Teports from the Soottish counties
T-~Tuoker, 'The Vages of London Artisana’; §ood, 'The Course of Average Vages'
and Gayer, Growth and Fluctustions, Vol. 1, DP. 468469,

2, Beveridge, Prices and Wages; Tocke, History of Prices, and Thoughts and Details,
4822; Marshal, A Digest and James, History of the Woollen and Worated
Industries. These are wholesals or retail prices. Strictly spascking I require

farm prices, but there is no reason to expeot trade margins to rise.See Appdx.1,

3, Bowley, 'Agricultural Weges', Malthus, 'The Measure of Value', lLoxrds Cttes. on
Grain, 1814 and Cttee, on Agricultural Distress, 1821 ¢

4 Malthus,'Observations on the Corn Lews', 1815, p.6j Young, Annals, 4801, Pe2743
Torrens, 'A Comparative Bstimate®, 1812, p.56; Farmers Magasins, 18075pe346 and
Cttee. on Agricultural Distress, 1821, P15,

5. r;mrs Magasine, 1803, pp.218 and 248 and 1806,ps4sM are the only excepticns

nmlﬂ find.
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betveer 1802 and 1808 commented frequently on hipgh wages, but by the end of 41808
the Scottish magazine correspondents noticed the salutary influence the trade
depression had upon agricultural wagas.l Until food prices began to fall rapidly
after 1844 there are few complaints of high wages from St':.o'cfl.and,.2 '

For the indusirial sector highly aigregate correlations 2gain seemed
likely to mislsad, particulerly as the compaersble data of prices and wages for
particular industries are extremely scarce. I compared the following series on
;;:‘.'a,l;\hs.3
4« Prices of bricks from Beveridge with Bowley's index of wages in the Lomdon

building trades.
2. Prices of oandles from Baveridge with Tuckep's index of wages of London
artisans, |
3, Prices of woollen cloth from Beveridge with Bowley's index of wagea in the
Leeds woollan industry.
L. Prices of laths from Beveridge and files from Lloyd with Wood's index of
wages in Sheffield,
5. Prices of cotton yarn from Ashton end fustisn from Beveridge with Wood's
index of wages in Kanchestsr,
6., Prices of iron from Tooke with Vood's indéx of wages in Sheffield,
7. FPrices of lead, tin and copper from Tooks with Tucker's index of wagea for
Lendon artisans,
8, Prices of stockings from Beveridge with Wood's indax of wages for lLeicester.
9, Prices of shoes from Beveridge with Tucker's index. '

From this imperfect sample of domestic price and wage data it seems poasible
to draw the following tentative conclusions. For bullding materials, candlies,
metals, metal products, iron and hosiery indusiries the leg of wages behind prices
was persistent and marked throughout the war years. Por the woollen and lsather
industries the lag lasted until after Peace of Amiens and thereafier wages moved
ahead of prices, For cotton textiles wages ross faster than prices,

Apart from the scarcity of data, several qualifioations should be made.
The figures oolleoted by Bowley and others refer to wage rates and not earnings.

1. Parmers Yagasine, 1802, pp.257-238; 1803, p.237; 1804, pp.235, 437y 496

2, -Ibid, 1814, PPe 231, 252, 367l 382, 3900 493, ’

3. My sources for wage and price data were Bowley, 'Building Trades' and 'Horsted
and Woollen Kenufacture®; Tucker, 'Weges of London Artisans'; Wood, *The
Course of Averoge Wages'; Beveridge, 'Frices and Ragea'; Lloyd Guttlaxy Trades)
Ashton, 'Soms Statistios of the Industrial Revolution', and Tooke, History
of Prioes snd Thoughts and Details, 1822, See Appdx,
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They ere, houever, of'ten weighted by the wages of ckilled workers vhose earnings
are likely to have risen more rapidly during a period of war and industrialisation,
Yany of the prices used represent payments for goods purchased on contraot which
would slow up the rate of change in prices, Thus if anything the date employsd in
the analysis would underestimate the lag of wages behind prices. Finally the
period 1793 to 1845 wes one when British industries were sdopting more capital
intensive methods of production, a process which normally shifts the share of
industrial output in Pavour of profits. Thus even in the cotten industry where
wages moved shead of prices, if the higher ratio of capital to labour increased
sufficiently to offset rising wage rates, the share of profits in net value
added by the cotton industry may in faot have risen over the war yesrs. With the
exception of cotton wages appear to have lsgged behind prices during the French
WETBe ;
Contemporary opinion that the price inflation redistributed income from
vage earners to farmers, businessmen and property owners in general receives
support from availsble statistics, In other words the evidenoe suggests that an
inoreased share of a rising national incoms probebly accrued to those classes
with a higher propensity io save, who undertock investment, purchased publio
seourities and paid the larger share of taxation, Thus inflation had seversl
advantages, The Government found it easisr both to tax and borrow money for
the warj producers could pass on indireet taxes when prices were rising; yields
of direct taxes were sutomatically increased and the burden lsssened with the
transfer of real income to producers; and finally the real burden of i.nﬁrast
payments on the nationsl debt declined. No wonder Keynes oomsidered "to allow
prioes to rise by permitting a profit inflation is, in time of war, both
inevitable and wiaa."l-

within the capitalist group inflation had the further effect of transferring
income from lsnders to borrowers, Debtors gained &nd creditors lost from the
inflation insofar ss interest rates failed to reflsct changes in the prioce leveloz
Exaotly what this incoms redistribution lmplied for the British sconomy oan be
explored a little further. N¥althus, Torrens and other eoonomists regardsd it
with some favour as a transfer to the vproductive® or "industrious" olasses. _
Presumably what they had in mind was the enoouragement debt depreciation gave to

1 Keynes, Treatise on ¥oney, Vol. 2, Peiilbe Koynes advised Governmeuts t0

tax away the rise in wajles and profite,
2, Kessell, 'Inflation Caused Wealth Redistributiont®, p.128.
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investment. Their argument might be put in this way, The trensfer of inocome
from creditors to dsbtors arose because debioras contracted debt at a fixed rate
of investmsnt, prices then rose, their real profits went up and created
possibilities for productive investment. There are three assumptions to the
argument: borrowers were, generally speaking, producers, monay was more likely to
fructify in their handa than in the hande of their creditors and the depreciation
of interest payments encouraged borrowing for productive investment. Historians
who have placed the entreprensur and re~investment at the centre of the process
of capitel acoumulation during the Industriel Revolution would, however, agree
with Kalthus and Torrens but to gauge the importance of inflation they should
investigate and where possidle quantify debtor-oreditor relations throughout the
econogy, a task beyond the scops of this thesis, But a few suggestions can be
made,.

Sﬁort term borrowing was ususlly undertaken at fixed rates of interest
beoause bankers and other lenders could not isgally charge more than 5% and with
rising prices the real cost of short term borrowing declined, Fauufacturers and
farmsrs relied on short term loans from the banks for their day to day paymenis,
and Pressnell pointed out that "protracted short term borrowing added up in time
to long term borrowins."l Infletion must, however, have been of partioular
benefit to thoss producers who financed most of their eotivities om short term
oredit, They included traders of all kinds who found the real cost of holding
atocks diminished as prices ross, Bullionistas often argued that the liberal
mons tary policy encouraged ‘speculative' investwsnt in commodity stocks, but
they exaggerated the eittent of speculation. Moreover, the exigencies of the war
economy demsnded s higher lsvel of investment in oommodity stocks.

Certain types of long term borrowing were also ocontracted at fixed rates
of interest. PFor exampls, enterprises which borrowsd on morigages gained from
inflation, HMortgeges were utilised mainly for financing agricultural capital
end publio utility enterprises, For exsmple, funds reguired for enclosures, the
construction of turnpike rosds, improvements to inlend waterways and the building
of oanals and docks were often finanoced in this way.z Apparently morimges becams
more difficult to raise during the war years, Inflation and the interest o be
earned on bonds hindered the accumulation of ospitsl financed by this form of
borrowing, but those already in receipt of mortgege found thet their rewinvestidle

T Bireh, VThe Garron Company's pp. fU=72; Hall, 'Note on the Carron Company’y Peb5}
John, The Industrial Development of South Wales, pp.i0s 43, 4k and LT=4J;
Hemilton, The Industriel Revolution in Scotland, Pe276 and Pressmell, Country

Bankin . 322, 326, 333, 335 and 3LB
2 Pressngilfpccunt:v Ba;k:ms: B 350 and.jai and John, Industrial Development

of South Wales, pp. 44 end kb,
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swplus grew with the depreciation of interest charges.1 The infletion must
bave stimlated the high rate of investment in internal communications and
egriculture which ocourred during the war years.2

Iess is known sbout how industrisl entrepreneurs obtained funds for
fixed oapital formation, TFrom the availsble evidence it appears unlikely that
they borrowed long term at fixed rates of initerest. Thus the depreciation of
interest burdens wes probsbly of more benefit to sgriculturalists end traders
than to manufacturers,

One further relationship of relevesnoe to the study of the effeots of the
inflation is that between landowners and farmers, pertioularly es the great bulk
of agrioultural land wes rented at the beginning of' the 19th century.

¥hile the availsble information is probably sufficient to warrent the
conclusion that farm rent moved upwards over the wer yeers, it is nothing like
adaquate enough to ssy what happensd to the relative share of landowners in gross
agricultural :I.m:mna.3 From availsble figures and comments it looke as if rent
lagged behind prices in the war against Revolutionary France from 17931802, But
in the years immediately after the pescs of Amiens, landowmers took their
opportunities on tho renewal of leases to increase rents by considersbla emouvnts.
Reports in the Farmers Magesine published between 1802 and 1810 suggeat that a
doubling or tripling of rents was not uncormon but by 1808 the more spectacular
inoreases in rent were epparently over, Reports from the counties no iomger
commented upon the movement in rent with quite the seme emasement, and in September
1808 the Fermers hagagine published "An Inquiry into the Causes of the Late Rise
in the Velue of Lend.®* Two years later rents again lagged behind prices and &
contributor suggested the widespread fixing of rent to the price of grsin.5 -In
June of 1814 the Agricultursl Intelligence noticed "the ocontinued decline of
rents in most counties,"” and complaints of rising rents were seldom published by
the Fermers Magasine in the closing years of the war.‘

4, Cttee, on Usurys, 1818, pp. 8y 14, 20 and 197,
2, See Table 36 ; Cttee, on Agrioultural Distress, 1821, p.74; Farmers

Megesine, 1805, pp, 60-62 and 507; 1808, pp. 315=517

3+ Lords Cttee, On Grain, 181‘“ P 415; Cttes, on Agriculture, 1821, ppe b9y
92493, 200 end 264 and 0'Brien, 'British Incowes', pe26khe

4, Hunt, 'Agricultural Rent in South East England', pps 100=102 end 106=107 and
Farmers Kogasine, 1802, pp. 265 and 268; 1803, pp. 113 end 123; 1806, pps 100=
101, 122, 341 end 3995 1807, pp. 111, 243 and 427 and 1808, pps 12} and 311

5., Farmers Magasine, 1810, pp. 50U and 503.

6. Farmers Magasina, 18115 pet17e
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in a system of cultivation where the bulk of lani was leacsd for periods
of yearg one would expect the share of landotuners in gross agriculiural putput to
decline during e peried of rising prices. Trom contemporsry comtenty including
the opinions of landowners, it sppesrs that this 1s exactly what kappensd betuween
1753 and 1802 end probably sgain at the end of the wers DIy how uch the
landowners shere deolined is iwpossible o meesure but it mas probably not
appreciaeble, Lesndowners who sppeared before commitiees on sgrieulturel distress
after 1814 seem t0 have regarded the war es an unrelieved period cf prosperity.
They ceriteinly never corplained sbout sny lag of rents behind pricez. There
seems (o have been no obvious or marked redistribution of income betwaen
landowners and their temants, which if it hod ocourred on any scale might popsibly
have lowered the rate of saving and fixed investment in the azricultural mctor."

1o I am making the unverifisble assumption that agricultural investmsnt was under-
taken on the whole by landowners rather than thelr tenants,



