


JT L. 3 5

ESSAYS.






ESSAYS

IN

POLITICAL ECONOMY.

THEORETICAL AND APPLIED.

tN

Carsanatt
A \6<< BY 4/‘;:7"'):/
J**EN CAIRNES, M.A. San

Emeritus Professor of Political Economy in University College, London.

Fomdon:
MACMILLAN AND CG.

1873.

[ The Right oy Trvanslation and Reproduction is reseried. ]



LONDON @
R. CLAY, SONS, AND TAYLOR, PRINTHKKS,
BREAD STREET HILL.



NaeaX O -\ o-25v.W

PREFACE.

THE following Essays have appeared in various
periodicals at intervals in the course of the last
fourteen years. They consist in part of attempts
to apply the principles of economic science, as that
science has been understood by the ablest writers
in this country and in France, to the solution of
actual problems, of which those presented by the
Californian and Australian gold discoveries, and by
the state of land tenure in Ireland, are the most
important. So much of the volume may not
improperly be described as Essays in Applied
Political Economy. The remaining Essays deal
mostly with topics of a theoretical kind; one—
Political Economy and Lazsses-faire —is expository
of the character of economic science, and two—
those on Comte and Bastiat—are critical and to
some extent controversial. To two of the Essays
relating to the Gold Question I have appended
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postscripts, in which the principal facts involved in
the particular aspect of the movement treated in
each are traced down to the present time. I have
also in some instances subjoined notes, where later
events have served to throw light on the questions
discussed.

These remarks will sufficiently indicate the general
character of the present volume. On one portion
of its contents, however,—that which relates to the
gold discoveries and their effects,—it has seemed to
me that something further in the way of comment
and elucidation would be desirable, The problem
there discussed is one of which the practical solution
is still in process of being worked out; and since
the papers which attempt to deal with it were written,
a considerable period of time has elapsed, in which
the movement forming the object of the inquiry
has continued to unfold itself. Such an experience
offers an opportunity of bringing the views therein
advanced to the test of experiment. I venture to
think that, fairly judged, they will be found capable
of standing this test, and that in the main the
anticipations formed respecting the course of wages
and prices under the action of the new gold have
been sustained by the event. But in order to apply
the criterion fairly, the conditions under which the

experiment has proceeded ought to be taken account
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of. I have therefore thought it well to prefix to this
portion of the volume an introductory chapter, in
which the subject is discussed from the advanced
standpoint we have now attained, and the reader
is furnished with the data requisite for a just esti-
mate of the speculation.

I take this opportunity of acknowledging with
thanks the courtesy of the proprietors of the several
periodicals in which these Essays originally appeared
in consenting to their re-appearance in the present
form; and, at the same time, I am anxious to express
my deep obligations to my valued friend Professor
Fawcett, at whose suggestion it was that they were
collected, and by whose kind encouragement and
effective aid I have profited largely in preparing
them for the press.

J. E. C.

KipBrook Park Roap, S.E.
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ESSAYS.

ESSAYS ON THE GOLD QUESTION,
INTRODUCTORY.

IN submitting to the judgment of the public that
portion of the present volume which relates to the
economic aspects of the Gold Question, I am desirous
at the outset to guard myself against two possible
misapprehensions. In the first place I desire it to be
understood that the question discussed in the Essays
on that subject is, not the gold discoveries and their
consequences, but the much narrower one involved in
the economical effects of the increased supplies of
gold. The two problems, though to some extent
mutually implicated, are substantially distinct. To
the one belongs the impulse given to the movement of
population, which has resulted in the rapid peopling
and definitive settlement of districts that without this
stimulus might long have continued the slow and
chequered career which up to that time had charac-
terized their march, together with all the social and
political consequences which have flowed from that
B
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movement both in Europe and in the scenes of the
discoveries; to the other, the effects resulting from
the’ increased abundance of money on the industry
and trade of nations and the fortunes of individuals :
and it is to the solution of this latter problem alone
that the Essays on the Gold Question are addressed.
And, secondly, the reader will do me the favour to
remember that the views expressed on the subject of
the future of trade and price are to be understood,
not as predictions of the actual course which events
would take, but only as an attempt to forecast the
* directions in which that course would be modified
by the increased supplies of gold; in other words, to
trace the consequences which would result from this
cause, supposing all other things to remain the same.
The conditions of productive industry and the needs
of human beings are constantly undergoing change,
and, wholly irrespective of the increased supplies of
money, a variety of powerful agencies have during
the period under consideration been acting upon
trade and prices. The actual course which the
phenomena have taken, therefore, has not been the
consequence of any single influence, such as that
proceeding from the increased production of gold,
but the composite result of the combined action of
many; so that to judge of the operations of any
particular cause it becomes necessary, as far as
possible, to eliminate, and, in mercantile phrase,
discount what is due to the action of other contem-
poraneous causes. These points being premised, I
proceed to consider how far the views advanced
in the Essays on the Gold Question have been
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borne out by the test which an experience of some
fourteen years since they were written has furnished.

On one point the opinion alike of economists and
of the public seems now to be at one. It is now
generally agreed that within twenty years a sub-
stantial advance in general prices has taken place.
But beyond this general conviction there is little
accord. People differ as to the extent of the advance,
and as to its cause. The former point is one on
which the opinion of even the best informed statis-
tician cannot be regarded as more than conjecture.
The data for anything approaching to exactness in
such an estimate do not exist; and I shall certainly
not attempt now, as I have not attempted in what
I have formerly written, to offer any estimate pre-
tending to exactness. I content myself with the
general admission that a substantial advance has
occurred, and that so far my anticipations have been
borne out by events. But prices having risen, to
what is the rise to be attributed? Here too, as I
have said, there is a divergence of opinion. Amongst
economists I think it is pretty well agreed that the
advance is, at least in large measure, due to the effects
of the gold discoveries. But, on the other hand, there
is, on the part of commercial writers, and in general
of all who view the question from the standpoint of
practical business, a strong disposition to ignore, or
altogether to deny, the influence of this cause in
determining the results. The enhanced -scale of
wages and prices is not disputed, but it is referred
to such causes as “the recent great development of
trade,” “changes in supply and demand,” or “the

B 2
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effect of strikes;” and the facts seeming in each given
instance to be traceable to one or more of such influ-
ences, the incident of an increased abundance of gold
is regarded as something superfluous and irrele-
vant, and which need not be taken account of in
seeking their explanation. Such a mode of argument,
however, I do not hesitate to say, implies a funda-
mental misconception as to the nature of the problem
to be solved. For to show that an advance of prices
is connected with a development of trade,®* with
changes in supply and demand, or with the action of
strikes, is not to prove that it is zo# due to the gold
discoveries. An increased supply of money does not,
and cannot, act upon prices, or upon the value of the
metal composing it, in any other way than by being
made the instrument of trade, by affecting demand
and supply, or by furnishing employers with the
means and the motives for advancing the wages of
their workmen; and, consequently, however clearly
the advance may be traceable in each given case to
an occurrence of this nature, the problem still lies
open: nothing has been done towards determining the
question whether the increased monetary supplies may
not have been an indispensable condition to the

*] may here remark that “a development of trade,” which is so fre-
quently assigned in explanation of a high 7égime of prices, not only is
inadequate in itself to explain this result, but, so far as it operates at all
upon general prices, tends to lower them, partly by cheapecning the cost
of commodities, and partly by increasing their quantity ; for the effect of
having more commodities to cxchange is to create an increased need
for circulating medium, which must, in the absence of an increased
supply, tend to raise its value—z.c. to lower prices. In point of fact, the
increased development of trade since 1850 has been one of the causes
which has helped to neutralize to some extent the effects of the increased
supplies of gold.
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realization of the advance. I have said the problem
still lies open; but in saying this I have conceded too
much. It sometimes happens that the proximate
occurrence to which the rise in price is referred is of
a kind which necessarily implies an increased supply
of money as the remote cause. I will illustrate my
meaning by an example. In the sixth volume of
the “ History of Prices,” * Mr. Newmarch had shown
that an advance of prices on an extensive scale had
taken place between 1851 and ’56; and the question
arose, whether this was to be referred to the action
of the new supplies of gold. Mr. Newmarch decides
in the negative, on the ground that the results were
traceable to an increase in the demand for commodities
relatively to the supply; to an increase, that is to say,
in the demand for commodities in general, for nothing
less than this would suffice to explain the facts. Now
I maintain that, had Mr. Newmarch’s object been to
establish the contradictory of the conclusion he had
in view, had he aimed to show that the high prices
then prevailing were the result of the increased money
supplies, no more effectual line of argument could
have been taken for this purpose than the one he has
adopted ; for, putting aside the case of an increased
demand resting on an undue inflation of credit (un-
doubtedly one of the causes in operation in 1856,
though it is not referred to in Mr. Newmarch’s ex-
planation), an increase in the demand for commodities
relatively to the supply can mean nothing else than an
increase of mzoney demand in relation to commodities ;
and to show that prices generally have risen from this
* Pp. 224, 225.
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cause is simply to show that money has become depre-
ciated. Mr. Newmarch’s argument, so far as he made
his position good, was thus a complete demonstration
of the monetary depreciation which it was his purpose
to disprove.

And a nearly similar criticism may be made on
that explanation which refers the high scale of prices
to the effects of strikes. The argument commonly
takes this form. The men, it is said, having enforced
their demands for increased wages, their employers
are obliged to raise the prices of their commodities
in order to secure their profits. But this being equi-
valent to a withdrawal of a portion of the advance—
since the same money no longer purchases the same
goods—the workmen, to make good their position,
strike again, and obtain a further advance, which is
followed on the employer’s part by a further rise in
prices, and so the cycle is repeated. Such was the
explanation offered a little time since in the leading
columns of an influential journal. It did not occur
to the writer, that, if the principle of his argument
was sound, there is no reason why the upward move-
ment in prices should ever stop. It is, however,
beyond question that an advance in price has in some
instances been established in the way described, that
is to say through a successful strike issuing in a higher
price for the commodity ; but those who have perceived
this much, have failed to perceive what rendered this
consummation possible. How has it happened that
the capitalist producer has been enabled to maintain
the advance in price urged on him by the action of
his workmen ? In many instances the commodities so
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raised in price are produced for foreign markets.
" How comes it that our foreign customers acquiesce
in the demand? In the energetic competition which
English products have now to encounter on all sides,
why do they not rather turn to other markets, or
become producers of the commodity themselves?
There are but two possible modes of explaining the
result: either prices in other markets have risen
proportionally with prices in our own, in which case
we have to consider whence comes the money which
supports those prices; or money has become a cheaper
commodity with our foreign customers, so that they
find it more profitable to pay the increased price
demanded by the English producer, than to divert
their capital from its actual investment—an investment
which enables them, directly or indirectly, to procure
gold on those cheaper terms. Adopt which hypo-
thesis you please, and the same fact will in the end
confront you—an increased supply of money rendering
possible an advance in general prices, which, but for
this condition, could never have occurred.

I venture to lay down broadly this proposition, that,
when an advance in the price of any of the great sta-
ples of industry becomes definitive (monopoly apart),
there are two, and only two, adequate explanations
of the fact: either the cost of producing the article
(understanding by cost, not the money outlay, but
the real difficulties of production) has increased; or
the cost of producing or obtaining money has dimin--
ished. A change in supply and demand will indeed
produce temporary effects on prices, but apart from the
conditions just stated it is incapable of permanently
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altering them. For example, the present high price
of coal is certainly due to an increased demand for
the commodity as its proximate cause;* but will this
high price become definitive? Only on one or other
or both of the conditions I have stated being satisfied.
If the increased demand can only be met by incurring
increased physical difficulties of production so great
as to need the present high rates to compensate them,
then the present rates will become the normal rates
for coal. Or again, the cost of producing coal remain-
ing the same, if the present prices, in consequence
of the increased abundance of money, do not represent
a greater real cost than the lower prices of former
years, in this case too the present scale of prices will
be maintained. Or once more, if both these conditions
are partially satisfied,—if the real cost of producing
coal be raised in some degree, and the real cost of
obtaining money reduced in some degree,—on this
assumption also, the alterations in cost being suffi-
ciently great, we should be justified in expecting a
continuance of present rates. It thus appears that
the question of an advance in price, where the ad-
vance becomes established and normal, is in all cases
(monopoly apart) a question of cost of production : it
is due either to an increased cost of producing the
commodities, or to a diminished cost of producing or
obtaining money, or to a combination of both these
conditions. All explanations which fail to trace the

*The two latest returns of the quantity raised, Professor Jevons informs
me, are as follows : —
1870. 110,430,000 tons.

1871. 117,439,000



INTROD. ] THE GOLD QUESTION. 9

phenomenon to one or other, or to some combination of
these, are of the kind which would place the earth upon
an elephant, and the elephant on a tortoise, leaving
the tortoise to find his footing as best he may.

The doctrine advanced in the following Essays not
merely asserts a prospective depreciation of gold as a
consequence of the gold discoveries, but attempts to
state the modus operandi of depreciation; in other
words, the order of advance by which the ultimate
higher level of prices would be reached. At the time
the Essays were written, the opinion was nearly
universal, and indeed it would seem still to be far
from extinct, that a depreciation of money could only
show itself in a uniform action upon all prices—not,
I presume, that it was supposed that the prices of all
commodities would necessarily advance garz passu, but
that, in so far as they were affected by the increase
of money, this would be the nature of their progress;
and, accordingly, no such uniform movement being dis-
coverable in the actual phenomena, it was invariably
concluded that such enhancement of price as was
found to exist must be due to some other cause than
the increased supplies of gold. This view I ventured
to combat; and, as just intimated, not content with
recording a mere general denial of the current doctrine,
and with asserting a definitive depreciation of gold as
even then accomplished, I attempted further to state
the mode and order in which the monetary movement,
as it proceeded, would be developed. As regards
the first portion of my thesis, I need not hesitate now
to say that it has been fully verified by events. A
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general rise of prices has admittedly occurred; but
in this general advance there are no traces of that
uniformity in the march which the prevailing view
anticipated. What has happened has been a great
rise in the prices of some commodities, a more mode-
rate rise in those of others, in the case of some
a very slight rise or none at all. Further, up to a
certain point, I am entitled to claim a substantial
verification of the views I put forward as to the order
of the advance of prices. For example, I had said
that, resolving commodities in general into the two
grand classes of crude products and manufactured
goods, the rise in price would be more rapid in the
former than in the latter class; while, as amongst
commodities of the former class, I asserted that
animal products would advance more rapidly than
those of vegetable growth. Now I think I shall
not need to go into details to prove that, speaking
- broadly, this has in fact been the course which
prices have followed. The articles of which the
advance in price has been most marked have been
such as butcher’s meat, butter, bacon, and other pro-
visions of the animal kind. Mineral products and
agricultural products of the vegetable kind have
come next in order; while manufactured goods,
unless where, as in the case of cotton, the raw
material has been affected by causes of a very
exceptional nature, have shared but slightly in the
upward movement, or not at all. So far, I say, I
can claim for the views advanced a substantial veri-
fication from the course of events. With regard, how-
ever, to that part of my speculation which attempted
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to describe the order of the movement in prices
as it would be felt in different countries, only a
more qualified claim to verification can be advanced.
Not that I am disposed to make any retractation as
regards the economic principles on which the specu-
lation rests : so far as I am aware, the tenor of events
has only tended to corroborate and fortify these; but
in some instances, the action of the cause I was in-
vestigating has been overborne by influences of a
violently disturbing kind, not foreseen at the time the
Essays were written, and of course, therefore, not
taken account of in my speculation. This has been
especially the case with what I have said respecting
the probable course of prices in the United States
and in India. The civil war in the former country
causing a sudden cessation in the supply of cotton,
and leading to a large increase of taxation and to
the issue of an inconvertible paper currency, operated
powerfully upon the whole course of commercial and
monetary affairs; nor was its influence by any means
confined to the immediate scene of its occurrence.
Its effect in the United States was to accelerate
powerfully the upward movement of prices, already
sufficiently marked,* not merely as measured in the
depreciated paper currency, but as measured in gold;
for the enlarged issue of paper currency had the
effect of setting free a large quantity of gold formerly
required for the maintenance of cash payments; and
the increased taxation, so far as it fell upon com-
modities, acted on prices directly in proportion to its
amount. The result has been that prices in the
* Sec Appendix G.
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United States, instead of advancing, as I expected
would happen, nearly pari passu with prices in
England, have progressed with much greater rapi-
dity.* On the other hand, the civil war in the
United States caused a large diversion of the
demand for cotton from that country to India.
This would of course lead to an increase of
specie remittances to the latter country; and other
causes, more particularly a sudden development of
railway enterprise, resulting in an investment of
upwards of 60,000,000/. sterling, acted powerfully in
the same direction. At the same time, while gold
and silver were thus pouring into India in an excep-
tionally large stream, the credit system of the country
was, by the establishment of numerous banks of issue
and deposit, undergoing rapid extension. All these
occurrences have conspired to give an impulse to the
movement of prices in India, far beyond what it was
possible to anticipate fourteen years ago. Accordingly,
the exceptional slowness, which I was led to expect
would characterize the advance of prices in Asiatic
countries, has certainly, so far as India is concerned,
not been realized. At the same time I am not pre-
pared to admit, even as regards India, that the devia-
tion from the course I had ventured to trace is by
any means as great as the round assertions frequently
made about Indian prices would seem to imply. These
assertions may be true, so far as they go; but India,
it must be remembered, is a country of vast extent;
the means of communication over the greater part
of it are still very imperfect; and, consequently, the
*Sce Mr. Wells’ Reports.
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widest discrepancies in the scale of prices prevail in
different districts. Some interesting evidence of this
will be found in Mr. Ollerenshaw’s paper on “The
Export Trade in Cotton to India” (Manchester Statis-
tical Society, April 1870), in which he remarks that,
“even in the same presidencies, prices have been
in one place double those in another, and that this
is not exceptional, but constant.” And I find in Mr.
Brassey’s recent work the following striking differ-
ences in the rates of wages recorded as prevailing
in Bombay and Bengal:*—

In Bengal per month. In Bombay per month.
Rupees. Rupees.
Carpenters . . . 9 . . . . 25
Masons . . . 5% - . . . 21
Labouring Coolies . 6 . . . . o1
Horse-keepers . . 5 . . . . 8%

I believe the truth to be that a great advance in wages
and prices has taken place in and around particular
localities ; for example, the cotton districts north and
east of Bombay, and in general wherever railway or
public works are being carried on. The reports which
come to us in this country respecting Indian prices
are derived mostly, if not entirely, from observation
of what is taking place in those districts; but that
the state of things in those favoured centres of
activity is no safe criterion of the general condition
of prices throughout India, we need only refer to the
prices of her leading staples in the great commercial
markets to satisfy ourselves. Of these a considerable
number, including Rice, Sugar, Tea, Rum, and Sago,

* % Work and Wages,” p. 6o.
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have positively fallen since 1850; while of the rest,
though a few, such as cotton and hemp, that have
been subject to exceptional influences, have risen very
greatly, the larger portion show but a moderate
advance.* I may here add that I have been not a
little fortified in my conviction of the essential sound-
ness of the view which I took as to the bearing
of the increased money supplies upon the relation
of prices in Europe and in the East, by the remark-
able corroboration which that view has since received
from the independent investigations of my friend
Professor Jevons. In a paper read before the London
Statistical Society in 1865, Professor Jevons showed,
in an elaborate series of tables, not only that the
course of Oriental and European prices down to that
year had in the main been coincident with the course
foreshadowed in my essay, but that a similar pheno-
menon—namely, a divergence of prices as between
Europe and tropical countries—had manifested itself
in the early part of the present century, when various
causes—partly economical and partly political—had
led to a temporary redundancy of the precious metals
in Europe. In a word, it appears from Professor
Jevons’ investigations that, on two distinct occasion
within the present century, an exceptional abundance
of the precious metals was followed by the same
results—those results being what theory applied to
the facts had led me to anticipate.

Another incident which I was led to expect would

* 1 am indebted for these facts to information kindly furnished me
by Professor Jevons.

+ See London Statistical Society’s Journal for 1865,
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accompany the course of monetary depreciation was a
more rapid advance of prices and rates of wages in
England than on the Continent of Europe. In effect
I had placed the Continent, as regards the order of
advance in prices, in an intermediate position between
England and the United States on the one hand, and
Asiatic countries on the other. In the main I.believe
the results have been in accordance with my forecast ;
though it would seem that the general coincidence has
not been without some serious exceptions. As I
learn from Mr. Brassey’s work, just referred to, the
rates of wages in the engineering trades and other
branches of industry which minister to railway con-
struction have, within twenty years, risen much more
rapidly in France and Germany than with us; and,
what is a noteworthy feature of the phenomenon,
while these particular industries are those in which the
rise in wages has been greatest on the Continent, they
are those in which it has been least in this country;
indeed, it appears from Mr. Brassey’s tables that in
some of those trades no sensible advance at all had
been established in England up to 1869,* though I
apprehend the case would be different if the figures
were carried on to the present year. Both facts—
the exceptional rapidity of the rise in engineering
and other ancillary trades on the Continent, and
the exceptional slowness of their advance here—are,

* “Work and Wages,” p. 157. It is pertinent to my purpose to
observe that Mr, Brassey’s tables commence with 1854—three years,
that is to say, after the occurrence of the gold discoveries, and when that *
ascending movement in wages and prices which culminated in 1857 had
already made considerable progress.
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[ have no doubt, mainly due to the cause to which
Mr. Brassey assigns them. “ The real explanation is
to be found in the circumstance that, as the railway
system was first established in this country, so we
were the first in the field as locomotive engine
builders” (p. 192);—that is to say, in the period
between 1840 and ’so England had a practical
monopoly of the engineering business of the world.
“The science of building locomotives was an occult
science on the Continent;” and during the period of
Continental apprenticeship which followed, the rates of
pay in that calling would naturally be low. But as
skill and knowledge were acquired with experience, a
portion of the world’s demand was naturally trans-
ferred from us to them. It necessarily followed that
engineering wages suffered abatement here just as
they were beginning to advance abroad, and the
impulse then given has not yet spent itself. I may
add to Mr. Brassey’s explanation, that a succession of
great wars on the Continent during the period under
review must have brought into special and excep-
tional requisition the products of engineering skill ;
and this, I have no doubt, has also contributed to the
result we are considering. It has thus happened,
comparing the Continent with England, that the move-
ment in wages in the callings in question has been in
opposite directions in relation to the general movement
of prices. It has shot in advance there while here it
has lagged behind. If, however, we have regard, not
to particular employments, but to the general progress
of industry here and abroad, I think it will be found
that the evidence goes on the whole to support the
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view which I had advanced. 1 rest this opinion
chiefly on the general tenor of the reports from our
agents in foreign countries, published in the early part
of this year. Taking these reports as a whole, they
seem to me to speak in that sense. But I think the
same conclusion may be deduced from facts furnished
by Mr. Brassey, though it would seem that his own
opinion favours the opposite view. For example, I
find it stated (pp. 18, 19) that “inquiries in Spain
and France, Belgium and Prussia, show that pro-
visions in those countries are from 20 to 30 per cent.
dearer than twenty years ago.” Now, though I do
not pretend to have gone of late minutely into the
question, I will venture to assert that the advance in
the prices of provisions in England during the same
time has been very considerably greater than this.
To take a few important items, I find that, comparing
1851 with the present year, the advance in the price
of mutton has been 58 per cent.; of beef, 68
per cent.; of butter, 42 per cent.; of bacon, 60
per cent.* And I have little doubt that, omitting the
article of flour (the movements in which since 1851
have been substantially uniform over Western Europe),
the less important articles of provisions, such as
potatoes, poultry, cheese, fresh vegetables, &c., have
experienced a rise little, if at all, short of that shown
by these figures. Accepting then Mr. Brassey’s state-
ment as to the advance in the prices of this class
of articles in the leading Continental countries, I am
justified in saying that the rise has been considerably
greater here than there. But this fact, duly weighed,
* See Economist. Prices current for those years.
c
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will be found to go far to decide the whole question;
for, if we consider what the commodities are in which
a serious deviation of local prices from the common
standard is possible, we shall find that, with the ex-
ception of houses, they consist mainly of provisions.
Of dry goods and articles of general manufacture—of
all commodities, in a word, not quickly perishable
and easily portable—the prices in different European
countries, allowance being made for the effect of tariffs,
will, as a rule, not differ by more than the cost of
carriage between the compared localities. A more
rapid advance, therefore, in the price of provisions
in England than on the Continent, means a more
rapid advance of local prices here than there. And
it means more than this. The great consumers of
provisions are the masses, whose expenditure it is
that must in the main determine for this class of goods
the fluctuations of price. Where, therefore, the prices
of provisions have in a given period advanced more
rapidly in one country than in another, the reasonable
inference is that the movement in prices has been
preceded by a parallel or nearly parallel movement in
wages.

On no other hypothesis, so far as I can see, is the
phenomenon explicable. I am inclined, therefore, not-
withstanding the evidence Mr. Brassey has brought
forward of a more rapid rise of wages in engineering
and kindred trades abroad than with us, to abide by
the view taken in the Essays. Comparing prices and
wages here and on the Continent of Europe, and
making allowance for disturbing causes, they appear,
on the whole, to have progressed, under the influence
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of the increased supplies of money, much as I
ventured to predict they would progress; that is
to say, they have advanced more rapidly here than
there. Such at least seems to me to be the tenor
of the evidence down to the present time.

With these remarks I now submit these specu-
lations to the judgment of the reader.

c2
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ESSAY TOWARDS A SOLUTION OF THE
GOLD QUESTION.

THE AUSTRALIAN EPISODE.*

IN the discussions which have taken place respecting
the probable consequences of the Californian and
Australian gold discoveries, there is a branch of the
general question which has not yet received from
economists that degree of attention, to which from its
scientific importance it seems to be entitled. I allude
to the effects produced by those events in the countries
which have been the scene of their occurrence. In
the great world of commerce, the action of the new
money for the most part escapes notice amid the
variety and complexity of the phenomena in which
it is involved. The area over which the increasing
supplies have to act is immense, the extraneous inci-
dents affecting the course of their diffusion are nume-
rous, and the real tendency of the movement is thus
in these cosmopolitan transactions not easily discover-
able. But within the more limited sphere of the auri-
ferous countries this is not the case. The gold
* Frazer's Magazine, September 1859.
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discoveries have there been the predominant influence,
and being less controlled by circumstances, the real
character of the new agencies and the results to, which
they are leading come distinctly and prominently into
view. California and Australia, during the period
of their auriferous history, furnish us with what
Bacon would call “an ostensive or predominant in-
stance” of the action of such agencies, showing their
nature (to borrow his language) “naked and palpable,
and even in its exaltation, or in the highest degree
of its power—that is to say, emancipated or freed,
from impediments, or at least, by force of its native
energy, dominating over these, suppressing and
coercing them.”*®* Hence, by studying the effects
of the gold discoveries in these countries, we may
gain a clearer and steadier view of the real nature
of the causes which are at work than we are likely
to obtain from the more extended and complicated
transactions of general commerce. By tracing the
events which are there presented, we may be guided
to conclusions which (if the illustration be allowed)
may serve as a sort of economic chart of the
new monetary influences—a chart which, though it
may be drawn upon an exaggerated scale, will all the
more clearly indicate the true direction of the currents,
and the ultimate goal whither they are bearing us.
With this view, I propose in the following paper
to examine the effects of the gold discoveries in
Australia on its trade, industry, and pecuniary rela-
tions. The course of events in California during its
auriferous history has been extremely similar, and the
# ¢ Novum Organon,” Lib. ii. Aph. 24.
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description of the movement in the former country will
in its main features be found applicable to the latter.
Regarded in its economic aspects, the discovery
of gold in Australia may be thus briefly described :
It was an occurrence by which a common labourer
was enabled, by means of a simple process requiring
for its performance little capital or skill, to obtain
about a quarter of an ounce of gold—in value about
£1 sterling—on an average in the day.* This is the
fundamental fact from which the remarkable series of
events which we have lately been contemplating took
its rise, and to which the whole movement follow-
ing upon the gold discoveries is ultimately traceable.
The immediate effect was a general disorganization
of industry throughout the Australian colonies. The
ordinary pursuits of the place were for a time entirely
suspended ; and the imaginations and hopes of the
community outstripping even the marvellous realities
of the case, the whole industrial population rushed
as by a single impulse to the gold-fields. The gold
fever, however, in this its first and full intensity, was
not of long duration. Actual trial soon reduced the
extravagant expectations raised by the first announce-
ments to a more sober and correct appreciation of
the true conditions of the discovery. Those who had
overrated the gain, as well as those whose constitution
and habits unfitted them for the toils and exposure
of gold-digging, and who did not fall victims to their
mistake, returned after a short trial to their former
occupations. The extraordinary excitement subsided ;

* “Correspondence relative to the late Discoveries of Gold in
Australia.” Presented to Parliament, February 1852. Pages 32, 51.’
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but in the meantime a change had taken place in the
conditions of Australian industry, a new and vigorous
branch of production had struck root, overshadowing
all the old occupations of the country and entirely
superseding many of them, and a new monetary
régime had been inaugurated.

The immediate result of the change was a general
rise of money wages throughout the country. For-
merly the wages of common labour in Australia had
ranged from 3s. to 5s. a day. The same labour was
now, by washing the auriferous sand, capable of
producing gold worth 20s. a day. It followed as a
necessary consequence that, other things being equal,
hired labourers would not work for less. Other things
indeed were not equal. The toil of gold-digging was
severe, its results were precarious, and the further the
removal from the coast the higher was the price of
provisions. All these circumstances influenced wages
in different occupations and in different localities;
but, making allowance for these, the standard of
pecuniary remuneration in Australia was henceforth
the rate of earnings on the gold-fields.

During the two years immediately following the
first discoveries, this standard continued at the high
point above indicated—namely, about a quarter of
an ounce of gold per man each day, equal to about
£1 sterling; but towards the close of 1853 a great
decline in the proceeds of gold-digging took place.
The cream of the richest auriferous deposits had by
this time been skimmed away; and it was henceforth
necessary to dig deeper for materials which, when
reached, proved of inferior quality. The Commis-
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sioners appointed in the following year to report on
the gold-fields accordingly describe a great falling off at
this time from the richness of the early returns;* and
although many new gold-fields have since been opened
the high average standard of the early discoveries has
not again been reached.t During the two years just
passed (1857 and 1858), the rate of gold earnings per
man has not exceeded on an average ten shillings
a day—a decline of one-half from the early returns.
On the whole, we may say that during the first and
most productive period of gold-digging, the standard
of money wages in Australia rose in rather more than
a fourfold proportion as compared with the pre-gold
times, and that during the last five years this pro-
portion has been reduced by one-half; so that money
wages in Australia are at the present time (1859) rather
more than double those which formerly prevailed.}

But this rise in the pecuniary remuneration of the
labourer involved further consequences. The Aus-
tralian employer could not continue to pay quadruple
or double rates to his workmen while the commodities
which he sold remained at their former price. In
order to the maintenance of his profit, it was neces-
sary that the price of Australian productions should
rise in proportion as wages had risen; and this
result accordingly followed in due course.§

* ¢ Further Papers relative to the Discovery of Gold in Australia.”
Presented to Parliament, February 1856. Page 55.

1 Westgarth’s “ Victoria ” (1857), p. 171.

$ Ibid. p. 150. [Since 1859 the rates, with occasional variations, have
on the whole slightly declined, following the course of gold production
(1872).]

§ As to the connection between wages and prices when money is
falling in value, see gos?, pp. 58-60, and note * to latter.
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The advance, however, in money wages and prices
which these circumstances necessitated, though rapid,
was not instantaneous.* For more than a year
after the gold discoveries had occurred, it was held
sensibly in check by the peculiar state of the local
currencies. For there was at this time no mint in
Australia; the increased requirements for coin could
only be met by a transmission of bullion to London,
there to be coined, and afterwards re-imported; and
this process required from six to eight months at the
least for its accomplishment. Pending the arrival
of the new coins, prices were not indeed prevented
absolutely from rising; for numerous expedients were
in their absence freely resorted to for supplying the
place of the ordinary currency;t but nevertheless
prices were, by the straitness of the circulation, kept
very considerably under their natural level, as deter-
mined by the cost of gold,—a fact which was suffi-
ciently proved by a remarkable fall in the price of
gold throughout the whole of this period.} The
arrival, however, of sovereigns in large quantities from
England, in the winter of 1852-53, quickly put an end
to this exceptional state of the markets. The price
of gold, and with it the prices of other things, rose
to their natural level; and pecuniary rates generally
throughout the country were brought permanently

* See the Table of Prices contained in Mr. Westgarth’s “ Address to
the Melbourne Chambers of Council,” given in the Appendix to his
“Victoria, or Australia Felix.” 1853.

1 Of which expedients the passing of the Bullion Act by the Goverp-
ment of South Australia was the most important.

$ A fall from £3 17s. 104d. per ounce, the London Mint price, to 6os.,
sos., and, it is stated, in some instances to 40s. per ounce. See the
Appendix to Westgarth’s “ Victoria, or Australia Felix.” 1853.
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into conformity with the new conditions of producing
gold.

But the advance in general prices, which was thus
easily and rapidly effected within the limited area of
the gold districts, could by no means be accomplished
with the same facility amongst the great commercial
populations of the world. The disturbance of indus-
trial pursuits in the larger theatre, though resulting
in an extensive emigration, was yet, in comparison .
with the general business of the world, inconsiderable,
while the supply of gold required, in order to render
possible a fall in its value over so large an area of
transactions, was immense. The necessary condi-
tions, therefore, to a rise in general prices not being
susceptible of speedy fulfilment, money rates through-
out the world at large did not, and could not, advance
with the same rapidity with which they advanced in
the gold countries. A divergence of local prices and
rates in Australia from the general level of commer-
cial countries has been the necessary consequence,—
a divergence which has altered fundamentally her
commercial position in relation to the rest of the
world, and has been followed by a series of changes
in her domestic industry and foreign trade which I
shall now attempt to describe.

The great staple industry of Australia has, from an
early period in the history of the colony, been her
cattle-farming ; the advantages which the country pos-
sesses for this pursuit in her extensive open plains,
covered with rich natural grass, being unsurpassed in
any part of the world. The fruits of this industry
are the usual pastoral products, of which butcher’s meat,
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wool, and tallow are the principal. Until the occur-
rence of the remarkable events we are considering,
the two latter of these constituted the leading com-
modities of the foreign trade of the country. For the
former—butcher’s meat—as it was unfit for a distant
traffic, she was compelled to trust for a market to the
local population, which being extremely limited, the
supply of meat was with difficulty disposed of, and
the article was consequently often a drug in the
colonial markets. The difficulty, however, thence
arising to the pastoral interest, was met by the con-
version of a large portion of their meat into tallow,
and by the starting of an export trade in this com-
modity. By this means the several branches of trade
connected with pastoral farming in Australia were
placed upon a sound foundation, and by the beginning
of 1851 they were in a highly flourishing condition.
But in the summer of that year the gold discoveries
occurred, and the consequences which have ensued
in this leading department of her industry have been
not a little remarkable.

On the first outbreak of the gold mania in 1851,
the pastoral interest was subjected to the same incon-
_ venience which was felt by all other occupations in
Australia. The minds of shepherds and shearers were
not proof to the attractions which had acted so power-
fully on workmen in every other walk of industry, and
the “squatting " stations were for a time abandoned for
the more enticing pursuits of the gold-fields. As the
only means of obtaining the requisite supply of labour,
the squatters were obliged to submit to the same
advance in wages which at this time took place in all
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other occupations. But, as has been pointed out, a
rise in money wages requires (if profits are to be
maintained) a corresponding rise in the price of the
commodities which the more highly-priced labour pro-
duces. This necessary rise was effected without diffi-
culty in articles produced in Australia for domestic
consumption; but the chief product of the pastoraj
industry was wool, and the chief market for wool was
Europe, in which a fourfold or a twofold rise in price—
such a rise, that is to say, as would have indemnified
the Australian farmer for the advance in his labour
rates—was simply impossible, or at the least could
only have been obtained by a curtailment of supply,
which, as Europe had other resources for this material
besides the Australian sheep farms, it was not in the
power of Australia to effect. On the news, therefore,
of the gold discoveries reaching this country, great
alarm was felt for the stability of this trade. Mr.
Lalor, in his work on “ Money and Morals,” strongly
urged upon Government the duty of assisting the
emigration of shepherds, with a view to supply the
necessary labour. But supposing this were done,
what security was there that the emigrating shep-
herds would not follow their predecessors to the
gold-fields? In truth the wool trade was at this time
in serious jeopardy. It has been saved from the
danger that was impending through a circumstance
which, in the first excitement of the movement,
escaped the attention of observers—through the influ-
ence, namely, which the same event that endangered
the supply of wool has exercised on other branches
of the industry to which wool belongs. The immense

f'
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immigration which followed the gold discoveries cre-
ated a sudden demand for butcher’s meat; a more
than quadruple rise in the price of meat in Australia

has been the consequence,—a rise which has covered
~ the increased outlay on sheep-farming, thus providing
the necessary inducement for the continuance of the
supply of sheep, and therefore of wool. The wool
trade of Australia has thus been preserved from
extinction; but it is important to observe that it
is now upon a different footing from that on which
it formerly stood. Previous to the gold discoveries,
while wool formed the leading product of pastoral
industry, the extension of sheep-farming depended
principally on the extension of the demand, chiefly
in Europe, for this article. But since that event,
wool has, in the calculation of the farmer’s profits,
become subordinate to meat, which is now the
great support and mainstay of his trade. The pro-
gress of pastoral farming will therefore in future be
governed, not by the requirements of Europe for wool,
but by those of Australia for meat,—in other words,
by the increase of the colonial population; and as this
cannot be expected to keep pace with the general
demand for wool, a falling off in the rate of increase
at which this branch of industry was formerly pro-
gressing may accordingly be looked for; indeed, the
decline has already become very apparent.*

So far as to the pastoral industry of Australia.
Let us now trace the influence of the gold discoveries

#* See Westgarth’s “ Victoria ” (1857), p. 118 ; and “ Statistical Abstract
of the United Kingdom ” (1858), p. 17. [Since this was written, the trade
in preserved meats has sprung up, and this will of course enlarge, and
already has perceptibly enlarged, the limits of the wool production (1872).]
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upon the occupation which, along with pastoral pur-
suits, forms in general the principal resource of young
communities—agriculture.

If we are to accept the very high authority of
Humboldt, the discovery of the Australian gold-fields
should rather assist than hinder the progress of its
agriculture. In his “ Political Essay upon the Kingdom
of New Spain,” that eminent writer thus observes :—

“It cannot be doubted that, under improved social institu-
tions, the countries which most abound with mineral produc-
tions will be as well if not better cultivated than those in
which no such productions are to be found. But the desire
natural to man of simplifying the causes of everything has
introduced into works on political economy a species of rea-
soning which is perpetuated because it flatters the mental
indolence of the multitude. The depopulation of Spanish
Anmerica, the state of neglect in which the most fertile lands
are found, and the want of manufacturing industry, are attri-
buted to the metallic wealth, to the abundance of gold and
silver ; as, according to the same logic, all the evils of Spain
are attributed to the discovery of America, or the wander-
ing race of the Merinos, or the religious intolerance of the
clergy!

“We do not observe that agriculture is more neglected in
Peru than in the province of Cumana or Gugana, in which,
however, there are no mines worked. In Mexico the best
cultivated fields, those which recall to the mind of the
traveller the beautiful plains of France, are those which
extend from Salamanca towards Silao, Guanaxuato, and
the Villa de Leon, and which surround the richest mines of
the known world. Wherever metallic seams have been dis-
covered in the most uncultivated parts of the Cordilleras,
on the isolated and desert table lands, the working of mines,
far from impeding the cultivation of the soil, has been singu-
larly favourable to it. Travelling along’ the ridge of the
Andes, or the mountainous parts of Mexico, we everywhere
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see the most striking examples of the beneficial influence
of the mines on agriculture. Were it not for the establish-
ments formed for the working of the mines, how many places
would have remained desert ? how many districts uncultivated
in the four intendancies of Guanaxuato, Zacatecas, San Luis
Potosi, and Durango, between the parallels of 21° and 25°
where the most considerable metallic wealth of New Spain
is to be found? If the town is placed on the arid side or
the crest of the Cordilleras, the new colonists can only draw
from a distance the means of their subsistence and the main-
tenance of the great number of cattle employed in drawing
off the water, and raising and amalgamating the mineral
produce. Want soon wakens industry. The soil begins to
be cultivated in the various ravines and declivities of the
neighbouring mountains wherever the rock is covered with
earth. Farms are established in the neighbourhood of the
mine. The high price of provisions, from the competition
of the purchasers, indemnifies the cultivator for the privations
to which he is exposed from the hard life of the mountains.
Thus from the hope of gain alone, and the motives of mutual
interest, which are the most powerful bonds of society, and
without any interference on the part of the Government in
colonization, a mine, which at first appeared insulated in
the midst of wild and desert mountains, becomes in a short
time connected with the lands which have long been under
cultivation.” *

It seems unquestionable that, in the manner de-

scribed by Humboldt in the above passage, a dis-
~ covery of the precious metals, by attracting people
to a locality otherwise undesirable, or of which the
other recommendations were previously unknown, may
hasten the progress of agriculture over the earth, or
fnay lead to the cultivation of districts which, but for
such discoveries, might for ever have remained barren ;

* Vol. ii. pp. 405-8
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nor will anyone dispute the opinion of so competent a
witness that the neglect of agriculture in some of the
States of Spanish America was due in a large degree
to defects in their social institutions; but, accepting
thus far the opinion of Humboldt, I yet venture to
question the doctrine (for to this length does the
passage I have quoted seem to go) that, speaking with
reference to a country iz whick occupation kas been
effected and society established, the possession of mineral
treasures is favourable, or can be otherwise than un-
favourable, to the cultivation of the soil. It is one of
the best established principles of economic science—
the principle on which the whole theory of foreign
trade is based—that the possession by a country of
any extraordinary advantage in production operates,
in proportion to the extent of the advantage, as a
premium against all other industrial pursuits. And
the grounds of the principle are sufficiently obvious ;
for the possession of exceptional facilities in production
makes it clearly the interest of the country which
enjoys them to satisfy its wants for othcr things, rather
through the medium of an exchange with other nations
of the article to which such special facilities apply,
than by the direct production of commodities in raising
which the country has no special advantage. And
this being the general principle which regulates foreign
exchange, it is one which, from their portability and
the universality of the demand for them, applies to
the precious metals in an especial degree. I therefore
find it impossible to believe that the mineral resources
of the Spanish American States did not exercise on
these countries an influence prejudicial to the progress



1] THE AUSTRALIAN EPISODE. 33

of their agriculture, and that these were not among
the causes which contributed to that backward state of
cultivation which Humboldt notices and describes.

And this conclusion is entirely confirmed by the
recent experience of Australia. It is not indeed
contended that the discovery of mineral treasures in
that country has not given an impulse to cultivation by
hastening its general settlement, in the same manner
as in the metalliferous districts of America. What
I contend for is, that, the country being once occupied
and settled, the presence of rich gold-fields must
operate unfavourably upon its agriculture, or, to put
the same point differently, that the area of cultivation,
under the influence of this cause, will be confined
within limits short of those which it would have
attained, had the community reached the same stage of
advance under different economic conditions; and this,
I think, is sufficiently proved by the recent history of
Australia,—a history which exhibits the strange, and
I believe unprecedented, spectacle of a country, pos-
sessing an immense unoccupied territory, and a soil
of more than average fertility, importing more than
one-half its food.*

I am quite aware, indeed, that other causes besides
the gold discoveries are responsible for the past history
of agriculture in Australia—more particularly a land
system contrived with singular ingenuity to cramp and
pervert the natural development of the country. But
injurious in many respects as may have been, and may
still be, the operation of this system,—amongst others,
in excluding from the possession of land, and in fact

* The Times (Melbourne Correspondent), February 3rd, 1858,
D
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driving from the colony, a class of small proprietors
whom on social grounds it would be most desirable to
‘retain,—it can scarcely be maintained that this is at
present the principal cause of the failure of Australian
agriculture, when we find that of the land which has
been sold only a small portion has been brought under
actual cultivation.* If the quantity offered in the
market is insufficient for the agricultural wants of the
country, this circumstance would only give an increased
value for this purpose to the land which 4as been sold ;
and yet the greater portion of this remains as yet
untilled. It appears to me that this state of things
can only be explained by reference to other causes than
the restraints of the land system; and what these
causes are our former reasonings sufficiently indicate.
Obviously they are to be found in the new money
régime introduced by the gold discoveries. The high
rate of wages thus established, being peculiar to the
gold countries, places the Australian farmer, in common
with other employers of Australian labour, under an
exceptional disadvantage in competing in the markets
of the world, and compels him, therefore, to confine
cultivation to soils in which the superior richness of
the natural agent compensates the cultivator for the
high pecuniary charges with which he has to contend.
It is thus that the gold-fields of Australia present a
barrier to the development of its agricultural resources
—a barrier which, after all the restrictions of the land
© system are removed, must continue to operate, and

* Westgarth’s “ Victoria ” (1857), p. 81. Further Papers, &c., February
1856, p. 33. Australian and New Zealand Gazette, December 11th, 1858,
p. 568.
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which will probably for many years to come render
its richest provinces a drain upon the subsistence of
over-peopled Europe, instead of what under happier
conditions they might become,—liberal contributors
towards our already heavily-tasked resources.

Against this reasoning it will perhaps be urged that
agriculture has made considerable progress in Cali-
fornia, which has already become an exporter of food.
This is true, and is a striking proof of the fact to
-which every traveller in that country has borne testi-
mony, the extraordinary fertility of the Californian
soils,—a fertility which enables agriculture to hold its
own even against the competition of the gold mines.
The fact, however, in no degree invalidates the prin-
ciple above stated; it only proves that California
enjoys over other countries an advantage in raising
food, up to a certain point, as great as ske enjoys in
obtaining gold.

The extension of agriculture in Australia has thus,
though stimulated for the moment, suffered a real
check from the gold discoveries; and the same
influence has been felt throughout every branch of
industry in that country, gold mining alone excepted.
The premium which has operated against sheep-
farming and tillage has operated against all other
industrial pursuits. Many districts in the northern
portion of New South Wales are represented as
favourable to the growth of cotton. “In Moreton
Bay,” says a colonial writer, “the cotton-tree grows
most luxuriantly, and appears more inclined to assume
a perennial form than in even the most favoured
districts of America. But,” he adds, “up to the

D 2



36 THE AUSTRALIAN EPISODE. [Essay

present time the cost [price] of cultivation has been
found too high to make the business of cotton-growing
profitable.” Tin and antimony, we are told by another
authority, abound in many parts of Victoria. Some
of the richest tin ores in the Ovens districts have,
it seems, been worked to some profit; but although
antimony ore ‘‘appears to be unlimited in quantity,”
“the value in the home market [more properly the
price of raising it in Australia] will not admit of its
being touched as yet by the eager fingers of com-
merce.” * Such has been the effect on the industry
of raw produce; and in manufacturing industry the
influence of the gold discoveries has been still more
complete and sweeping, nothing in the nature of a
manufactured product, even of the coarsest kind, being
now made in the colony, which can by any possibility
be imported.t

As a proof of the soundness of our economic know-
ledge, it is interesting to observe that all this has
happened in strict conformity with the established
principles of economic science. According to these
principles, the exchange of commodities among differ-
ent nations is regulated, not by the absolute, but by
the comparative, cost of the commodities exchanged t—
not by the circumstance that the commodity imported

* Westgarth’s “ Victoria” (1857), pp. 112-13.

+ “We all wear imported boots and shoes,” says the Zimes Corres-
pondent, “ and it is cheaper to buy new than to get the old mended.”

t See chapter on “ Foreign Trade,” Ricardo’s Works, pp. 76-7; also
Mill's “ Principles of Political Economy,” Book III. chap. xvii. The
reader must observe that by “ cost ” is meant the real difficulty involved
in the production of a commodity, 7of the amount of money necessary to
remunerate the labour by which this difficulty is overcome. The only
commodity of which the cost was affected by the gold discoveries was
gold ; but the price of producing everything was altered.
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from a foreign country may be produced with less
labour in the country from which it is obtained than in
the country which imports it, but by this, that it may
be produced by comparatively less labour than some
other commodity, which is also made the subject of
exchange. Thus the essence of the gold discoveries,
regarded economically, consisted, as has been said, in
the reduction in the cost of raising gold which was
thereby effected,—a reduction which, not being shared
by other countries, involved a change in the com-
parative costs of Australian and foreign productions.
The consequence of this change has been a corre-
sponding change in the character of her foreign trade,
brought about, as we have seen, through an action on
money wages. Thus Australia, instead of raising her
own corn, as under ordinary circumstances she would
do, imports the greater portion of it. If we ask why
is this ? we shall be told that the price of labour is
there so high that she cannot afford to compete with
foreign countries. This is true; but why is the price
of labour so high in Australia? The answer is,
because the cost of gold is so low; the rate of money
wages, as we have seen, always rising and falling as
the facilities of producing gold increase or diminish.*
The true explanation, therefore, of the importation of
corn into a country possessing abundant resources for

#* Which shows, by the way, the absurdity of attempting to measure the
cost of gold, as some writers have done (see Tooke’s “ History of Prices,”
vol. vi. p. 226), by the pecuniary outlay necessary to its production. The
fact is that 2Ass (so far as gold is the money employed) scarcely ever
varies ; the gold price of producing gold representing merely the ratio of
the outlay to the return, or the rate of profit, so that if psice be taken as

the criterion of cos?, the cost of gold would never vary unless so far as the
rate of profit varies.
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agriculture is, that she possesses comparatively still
greater resources for the production of gold; so that
she finds it profitable to obtain her corn rather through
the medium of her cheap gold, than by its direct
production. And the same explanation applies to
every circumstance of her recent trade: eg:, previous
to the gold discoveries Australia produced her own
cheese and butter; she now largely imports these
articles.* To what is this change due ? The pastures
of New South Wales and Victoria offer unusual
facilities for dairy-farming, and these facilities have not
deteriorated since 1851 : the cost of butter now is the
same as then;t and yet, with these resources at her
disposal, Australia draws her chief supplies of butter
from Ireland,—an old and densely peopled country.
The explanation of this singular commerce is that
which has just been given. The natural facilities
possessed by Australia for raising butter, superior
though they are to those which we in this country
possess, are yet not so much superior as her facilities
of raising gold are superior to our means of command-
ing it. It therefore manifestly becomes her interest to
turn her capital and labour to gold-mining, rather than
to dairy-farming, and to satisfy her requirements for
butter through the medium of that commodity in which
her advantage is pre-eminent. By following this
course she enjoys the same, or nearly the same, advan-
tage over other countrieg in obtaining her butter,

* The sum paid by the colony of Victoria alone to Great Britain on
this account in the last year reached the large amount of £800,000.—
Australian and New Zealand Gazetle.

t The reader will bear in mind the distinction between the cos¢ and the
price of production. Seg ante, p. 36, note 3.
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which she enjoys in obtaining her gold, and, strange as
it may seem, secures this commodity at less cost—at
a smaller sacrifice of ease and leisure—than its pro«
duction exacts from the Irish farmer who raises it.*
The importance of thus conceiving the commercial
effects of the gold discoveries is, that it enables us at
once to perceive the precise nature and bounds of the
advantage which Australia and California reap from
their gold-fields. By means of them they are enabled
to obtain their gold at rather less than one-half the
sacrifice formerly necessary; and, therefore, unless so
far as the purchasing power of the metal has since
declined, they can, through the medium of it, obtain all
their other commodities on terms proportionally easier.
We have seen that, as regards domestic productions,
these have all risen in price in the same proportion as
gold has fallen in cost, whence it follows that, so far as
this portion of their consumption is concerned, the gold
countries derive no advantage from their cheap gold.
They obtain in return for a given sacrifice, twice as
much gold as formerly, but they also pay twice as
much for every domestic production, With their
foreign trade, however, it is otherwise. Prices through-
out the world have not risen in the same degree as the
cost of gold has been reduced ; and consequently upon
this portion of their dealings Australia and California
are gainers,—gainers directly in proportion to the
reduced cost of their gold, modified by the rise, so far
as it has taken place, in foreign prices. A given
exertion of labour enables them to command, not only

" * A possibility which was foreseen and pointed out by Ricardo. See
his Works, p. 77.
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more gold, but more of every other thing which
foreign countries can supply. It is thus exclusively in
the foreign branch of their trade that the advantage of
their cheap gold resides : it is only 7% so far as they part
with their money that they derive from it any benefit;
and yet, so completely in Political Economy is the
ostensible at variance with the real, and so inveterate,
consequently, are the prejudices of mere experience,
that the cry of ‘ Protection’ has been heard even in
Victoria. It might, perhaps, shake the Victorian pro-
tectionist’s faith in his doctrine, if he would reflect
that his most effectual protection against the foreigner
would be the exhaustion of his own gold-fields.

Such have been the results of the discovery of gold
on the industry, trade, and general interests of Aus-
tralia. Let us now observe the light which these
conclusions throw on the more general questions con-
nected with this occurrence. And, in the first place, as
to the extent of the prospective depreciation. We
have seen that, in the disturbance in the value of gold,
or, what comes to the same thing, in the gold prices of
commodities, which followed the discoveries, there was
a point about which the fluctuations moved, and be-
yond which the advance or decline did not permanently
pass. Prices were in the first instance forced upwards
through an increased demand for commodities; the
increase of demand led to an increase of supply, and
this to a reaction in prices towards their former level.
In the case of imported commodities this reaction was
carried to the full extent of the previous rise, but in
domestic products the decline was arrested at a higher
point, the further fall being prevented by the check
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given to production through the high rate of money
wages. The natural level of Australian prices, and
therefore the value of gold in Australia, was thus
determined by the rate of wages measured in gold,
and this, as we have seen, was regulated by average
earnings on the gold-fields. The rate of gold earn-
ings, or, as this is in technical language expressed, “ the
cost of gold,” is therefore the circumstance which, in
the final resort, regulates the value of the metal, and
sets the limit beyond which depreciation cannot per-
manently pass. Now we have seen that in Australia
gold wages have, in consequence of the gold dis-
coveries, risen in rather more than a twofold pro-
portion ; and since, whether gold is raised from mines
or imported in exchange for commodities, gold wages,
or the return to labour in gold, will always represent
the cost of the metal,® it follows that the cost of gold
has been reduced in Australia by the gold discoveries
to the extent of about fifty per cent. Fifty per
cent., therefore,—equivalent to a twofold advance in
prices,—gives the maximum beyond which (on the
supposition that no more productive mines are dis-
covered) the general value of gold cannot permanently
fall. Further, it has appeared that, although a reduc-
tion in the cost of gold tends to cause a corresponding
fall in its value, the actual realization of this result
depends upon the possibility of so enlarging the cir-
culation as to render this fall possible. Thus we have
seen that the price of gold in Australia fell, pending
the enlargement of the currency, by the importation of
sovereigns from England, which is, in other words, to

* See on this point Senior’s Essay “ On the Cost of obtaining Money.”
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say that the value of the currency was, during this
period, maintained above its natural cost level. This
severance of value from cost was indeed in Australia
of brief continuance, because, the local circulation
being small, it required but a short time to double;
quadruple, or otherwise augment it as the occasion
might render necessary. But throughout the world at
large, the process of augmentation, owing to the vast
dimensions of its currencies, is one necessarily of slow
‘accomplishment, and, pending its fulfilment, the value
of gold is of necessity maintained above the level
prescribed by its cost. It is this which at present
sustains the value of gold in the general markets of
commerce, notwithstanding the cheapening of its pro-
duction effected by the gold discoveries. Whether
that value will ever be lowered in the same proportion,
whether gold will ever fall throughout the world at
large as it has fallen in Australia and California,
depends upon whether the conditions which have
lowered its value in them can be generally satisfied—
that is to say, depends upon whether the increased
supply whick suck a jfall would render necessary can be
obtained at the present cost. Into the further discussion
of this question I do not now enter,* the object of this
paper being to point out the principal issues which the
general problem involves, not to attempt their solution.
But from the facts which have been stated, we are
justified in ‘concluding that, so long as the present
want of conformity between the cost and the value of
gold continues, so long a constant premium will exist

* The reader will find some remarks on this aspect of the question in
the Fourth Essay, pos¢, p. 109 ef seg.



1.] THE AUSTRALIAN EPISODE. 43

on its production, and so long our supply of gold
will continue to increase. , .
But, secondly, let us consider what light our con-
clusions respecting the gold countries throw upon
a question which has been much discussed,—I mean
the effect of this movement on the real wealth, the
substantial well-being, of the world. That the gold
discoveries have added to the real wealth of the
inhabitants of Australia and California is indeed
exceedingly apparent; but what has been their effect
upon the interests of other nations? Has the cheap-
ness of Australian or Californian gold added equally
to the effectiveness of Z4es» industry, and extended
their command over the comforts and enjoyments of
life? The answer of some writers to this question
has been very strongly in the affirmative; but, with
the light derived from the previous discussion, we may
perhaps see grounds for arriving at a different con-
clusion. We have seen that the gain of Australia and
California from their gold-fields is confined to that
portion of their trade which they carry on with foreign
countries; that it is only %z so far as they part with
their gold that they derive from it any benefit. Now
the world, as a whole, has no foreign trade; it has
no means of exchanging for the productions of other
planets the gold which it produces; from which it
seems to follow that, regarded as a single community,
the world is incapable of realizing those conditions on
which the benefit to be derived from cheap money
depends. The conclusion to which this considera-
tion points is, that the operation of the new
gold will be confined to causing a new distribution of
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real wealth in the world without affecting its aggre-
gate amount; and that, consequently, the gain of
the gold countries must be reaped at the expense of
other nations.

This conclusion is no doubt much at variance with
prevailing notions, and with the deep-seated prejudices
of the “mercantile system ;” and will not, therefore,
be easily admitted. Nevertheless, if we reflect on the
character of the commerce which has arisen out of
these discoveries, we may see reason for accepting its
truth. The trade between the gold countries and the
rest of the world is one in which consumable commo-
dities on one side are exchanged against money, or
the materials of money, on the other. A large portion
of the industry of the world is, through the medium
of this trade, employed in ministering to the real wants
—the appetites, tastes, and other human needs—of
Australia and California. Let us inquire what is the
want to which these countries minister in return. It
will be said to the want of more gold—the want of an
enlarged circulating medium. True; but what is the
foundation of this want? and in what way does its
satisfaction promote human happiness? Human in-
dustry is not rendered more efficient, nor human hap-
piness more full, by the use of two coins instead of
one. Why, therefore, may not the business of produc-
tion and exchange be carried on upon the former terms ?
I apprehend that the correct answer to this question
is that gold—the great medium of exchange and uni-
versal equivalent—having been cheapened in Australia
and California, these countries of necessity possess an
exceptional advantage in their commercial dealings
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with the rest of the world, until the gold prices of
commodities in other countries are proportionally raised,
and that to effect this object—to raise the prices of
their productions in proportion to the diminished cost
of gold —the quantity of their gold circulation must
be increased. The nations of the world have thus by
the gold discoveries been placed under the necessity
of enlarging their currencies; and this can only be
accomplished by parting with their productions in ex-
change for the required supply. Hence the character
of the traffic which we are now witnessing,—a traffic
in which consumable goods are exchanged for money,
and real for nominal wealth. It is therefore no natural
want to which this one-sided trade is subservient, no
desire, the satisfaction of which adds an iota to human
enjoyment : it is merely an artificial requirement, a
disagreeable and unprofitable necessity, originating in
the gold discoveries, and satisfied at the expense of
commercial nations.

‘I am aware indeed that there are writers who regard
gold not simply as a convenient medium for the ex-
change of commodities independently produced, but
as in itself a source of productive energy, as “the
motive power of all industry and commerce,”* and
who accordingly consider ‘“an addition to the quan-
tity of money to be the same thing as an addition to
the fixed capital of a country”t—as equivalent in its
effects upon industry to “improved harbours, roads,
and manufactories.” { According to such views the
influence of the gold discoveries must be universally

* Seyd’s “ California and its Resources,” p. §.
+ Tooke’s “ History of Prices,” vol. vi. p. 46. 1 Ibid.
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beneficial, —beneficial, not merely in relation to the
countries which produce the cheap money, but in a
still more eminent degree in relation to those which
permanently retain it. But in spite of the plausibilities
of the mercantile theory, common sense, no less than
economic science, will continue to ask how the world
is enriched by parting with its real wealth ?—how the
well-being of Europe and Asia is promoted by parting
with the materials of well-being, receiving in return
not materials of well-being, not augmented supplies of
wool and tallow, corn and provisions, not those com-
modities which new countries are specially fitted to
produce, and of which old countries are pressingly in
need, but what ?—increased supplies of the precious
metals, a more cumbrous medium of exchange!

So singular and abnormal indeed has been the
course of industrial affairs hitherto in the gold coun-
tries,—so strange has been the spectacle of a country
abounding in resources which she dares not touch, and
drawing from other countries commodities which she is
specially fitted to produce,—that it has not failed to
attract the attention of thoughtful observers, and to
suggest the pertinent inquiry, how long is this state of
things to continue ? Is the development of the great
and varied resources of Australia and California to be
perpetually subordinated, if not indefinitely postponed,
to the single pursuit of gold-mining ? Are the other
nations of the world destined to continue for ever
labouring in the service of the gold countries, for no
other than the barren reward of an addition to their
circulation ? These questions have been frequently put,
but I am not aware that they have as yet been satis-
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factorily answered. The writers who have started them
have indeed, correctly enough, connected the present
condition of Australian industry with the high price of
labour in that country, but they do not seem to perceive
very clearly upon what the maintenance of this high
price of labour depends. It is commonly spoken of
as resulting from the scarcity of workmen, and the
inference appears to be made that it will gradually
disappear as population increases; but this mode of
reasoning arises from confounding the temporary with
the permanent causes which regulate wages. India
is a less densely peopled country than Great Britain,
but the rate of wages in India is many times less than
the rate of wages in Great Britain. The fact is, the
average rate of money wages in a country is regulated,
not by the movements of population, but by the causes
which determine for it the cost of its money.* In the
gold countries, as we have seen, these causes are the
productiveness of industry in raising gold : and, there-
fore, so long as the present productiveness of the
gold-fields is maintained, the rate of money wages in
Australia and California cannot fall permanently below
its present level. How long this rate of productive-
ness is likely to last, is a question the discussion of
which would carry me entirely beyond the necessary
limits of this paper; but on the supposition of its
being maintained, we can have no difficulty in dis-
covering the condition on which the industrial deve-
lopment of the gold countries depends.

That condition is briefly this—that prices throughout
the world should rise in proportion as the cost of gold

* See Senior’s Essay “ On the Cost of obtaining Money.”
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in the gold countries has fallen. So long as the present
pecuniary rates of the gold countries are exceptional,
so long Australian and Californian producers of other
commodities than gold will labour under a disadvantage
in their competition with gold miners ; and so long the
non-monetary exports of those countries will be limited
to that small class of commodities, in which their
advantage over other countries is as great as it is in
their command of gold. But with the advance of gold-
prices in foreign markets, this class of commodities will
be extended. With the fall in the value of money, it
will become less profitable to raise and export money;
with the rise in the price of other things, it will become
more profitable to raise and export them; and a larger
share of the whole labour and capital of the country
will consequently be turned to the latter purposes.
We may illustrate the principle by an actual case.
For several years subsequent to the gold discoveries
timber was largely imported into Australia from the
Baltic; and I perceive that it is still upon the list of
her imports. But during all this time there have been
within a few miles of the localities where this Baltic
timber has been used, extensive forests of gum-trees,
inviting the axe of the pioneer, capable of affording
timber perfectly suited to the purposes for which tim-
ber in the mining districts is principally required.
Indeed this gum-tree timber has been freely employed
where it could be obtained close to the spot where it
was wanted, but rather than go fifty miles.to cut it, the
Australian workman prefers to import it from the other
side of the globe. The explanation of this conduct is
the low comparative cost of Australian gold. A day’s
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labour employed in crushing quartz or in digging
auriferous clay, enables the Australian to obtain more
timber than the same labour employed in felling trees.
Every rise in prices, however, in foreign markets, will
diminish the cost of gold to the foreigner, and thus
lessen the comparative advantage of gold digging :
the domestic production will gradually gain upon the
foreign trade, and the area over which timber-cutting is
profitable will be extended. This process has already
taken place to some extent, partly through the rise in
the cost of gold, with the exhaustion of some of the
richer deposits, partly through the advance in the price
of timber in foreign markets; and it will doubtless
continue. It is obvious that the same principle will
operate equally in the case of every commodity which
the gold countries are capable of producing. With
every rise in gold prices throughout the world, gold
will become a less profitable remittance; other com-
‘modities will become more profitable ; and this will
continue, until either prices throughout the world
rise in proportion to the reduction in the cost of gold
—that is to say, to double their present amount—
or until through the exhaustion of the present
gold-fields, gold can no longer be produced at its
present cost.*

It will not be till one or other of these contingencies
happens, that the industrial development of the gold
countries can be fully accomplished, or that the world
can derive from their commerce that contribution to its
real well-being and happiness, which their great and
varied resources render them so competent to yield.

* See Postscript, p. 50.
E
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POSTSCRIPT.

The history of the Australian trade since this essay
was written furnishes so striking an illustration of the
views put forward in this paragraph, that perhaps I
may be pardoned for referring to it. During the whole
of this time, the double process referred to—the gra-
dual exhaustion of the richer gold-fields, and the simul-
taneous rise in prices throughout the world external to
the gold countries —has been in operation; and every
step in the movement has witnessed some new deve-
lopment of Australian industry. Thus, while between
1856 * and 1870 the production of gold in Victoria had
fallen from 11,943,000/ to 6,119,000/, or to a little more
than one-half of its former amount, the non-monetary

« exports of the colony had increased from 3,546,000/
~ in 1856 to 6,351,000/ in 1870; the increase taking
place chiefly in wool, tallow, and preserved meats.
But the effect of the double process of failing gold
mines and rising prices in foreign countries has been
felt, up to the present, far less in increasing the number
and the amount of exports than in curtailing those of
\ imports, and in developing domestic productionl/ The
foreign trade of Victoria presents the singular and
almost unique spectacle of a steady decline in its
amount over a period marked by an extraordinarily
rapid growth of population and general wealth. I
have no returns of the population of that colony for
1856 (the date at which the commercial statistics begin),

* I commence with 185.6, this being the first year of the publication

of “The Statistical Abstract for the Colonies,” from the last number of
which §1872) the figures in the text are taken.
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but it was probably between 300,000 and 400,000 ;
in 1861, it was 541,000, and in 1870, 729,000; in
other words the population must have nearly doubled
itself in these sixteen years; the general prosperity
of the country during the same time being almost un-
exampled. But the noteworthy circumstance is, that
while the country was thus prospering, its external
trade was undergoing constant contraction, falling
from a total of 15,489,000/ in 1856, to 12,470,000/
in 1870. The fact, I may mention in passing, shows
how little the foreign trade of a country, as measured
by its exports and imports, furnishes a correct criterion
of its industrial progress or growth in real wealth. The
explanation of the phenomenon is that which I have
given in the foregoing essay : with every decline in the
productiveness of the mines, and with every advance
in foreign prices, the gain on importation decreased and
home production became relatively more profitable.
The result has been that, from being a large importer
of breadstuffs, butter, beer, boots and shoes, pro-
visions, spirits, &c., Victoria has either discontinued
altogether or greatly curtailed her importation of all
these commodities, which_she now produces from her
own internal resources. (Is this course of development
for the advantage of Victoria? Plainly, I think, if we
have regard to her general interests, social and political
as well as pecuniary, we must answer in the affirmative;
though, as economists, we must also recognize that,
looking at the question from a purely material stand-
point, this affirmation cannot be made good; since it
is certainly a fact that the diminishing returns of her
gold-mines have deprived her of that command of
E 2
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foreign markets which she formerly possessed; while
the resort to her own fields of production in-lieu of
foreign markets, being as it is a dernier ressort, cannot
but indicate a diminishing productiveness of her
general industry. ~But whatever may be the interests
of Victoria herself in this matter, as regards the
interests of other countries the case is clear. Had
her gold-mines continued as rich and productive as
they were during the first few years following the
discoveries, and had gold prices through the world
remained at the then level, Victoria would have con-
tinued to export gold in quantities ever increasing as
her population and capital increased, for which the
world would have had to pay in the commodities of
real wealth. In return for the products of their labour
in the form of the conveniences and comforts of life,
foreign countries would have gained an addition to
their circulation. Instead of this, their industry is .
now being gradually relieved from this task of adding
to their currencies, while the returns on their trade,
no longer consisting of barren metal, take the form of
increasing supplies of wool, tallow, and meat.
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ESSAY TOWARDS A SOLUTION OF THE
GOLD QUESTION.*

THE COURSE OF DEPRECIATION.

No one, I think, who has attended to the discussions
occasioned by the recent gold discoveries, can have
failed to observe, on the part of a large number of
those who engage in them, a strange unwillingness to
recognize, amongst the inevitable consequences of those
events, a fall in the value of money. I say, a strange
unwillingness, because we do not find similar doubts
to exist in any corresponding case. With respect to
all other commodities, it is not denied that whatever
facilitates production promotes cheapness—that less
will be given for objects when they can be attained
with less trouble and sacrifice : it is not denied, eg.,
that the steam-engine, the spinning-jenny, and the
mule have lowered the value of our manufactures;
that railways and steamships have lessened the
expense of travelling : or that the superior agricultural
resources of foreign countries, made available through
free-trade, keep down the price of our agricultural

* Read before the British Association, September 1858,
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products. It is only in the case of the precious
metals that it .is supposed that a diminution of cost
has no tendency to lower value, and that, however
rapidly supply may be increased, a given quantity
will continue to command the same quantity of other
things as before.

Amongst persons unacquainted with economic
science, the prevalence of this opinion is doubtless
principally due to those ambiguities of language, and
consequent confusion of ideas, with which our mone-
tary phraseology unfortunately abounds, many of which
tend to encourafe the notion of some peculiar and
constant stability in the value of the precious metals.
Thus, the expression “a fixed price of gold” has led
some people to imagine that the possibility of a
depreciation of this metal is precluded by our Mint
regulations. The double sense, again, of the phrase,
“value of money,” has countenanced the same error;
for people, perceiving the rate of interest (which is the
measure of the value of money in one sense of the
phrase) remaining high, while the supply of gold was
rapidly increasing—perceiving money still scarce ac-
cording to this criterion, notwithstanding the increase
in its production—have asked whether this did not
afford a presumption that its value would be per-
manently preserved from depreciation; a bank rate of
discount at 6, 8, or 10 per cent., as they remarked,
affording small indication of money becoming too
abundant.

It appears to me, however, that misconceptions
respecting the influence of an increased supply of gold
upon its value and upon general prices are by no means
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confined to the class who could be misled by such
fallacies, but that even among economists (at least
among economists in this country) we may observe the
same indisposition to believe in an actual and pro-
gressive depreciation of this metal. It is not indeed
denied—at least, I presume it is not denied—by any-
one pretending to economic knowledge, that the
enlarged production of gold now taking place has a
tendency to lower its value; but it seems to be very
generally supposed that the same cause—the increased
gold production—has the effect, through its influence
on trade, of calling into operation so many tendencies
of a contrary nature, that, on the whole, the depre-
ciation must proceed with extreme slowness, the
results being dispersed over a period so great as to
take from them any practical importance, and that, at
all events, up to the present time no sensible effect
upon prices proceeding from this cause has become
perceptible.

The existence of this opinion amongst economists
is, I apprehend, to be attributed in some degree to
the circumstance that so few have taken the pains to
compare the actual prices of the present time with
those of the period previous to the gold discoveries,
but much more to the fact, that the character of the
new agency and the mode of its operation are not in
general correctly conceived. I believe the most general
opinion with reference to the action of an increased
supply of money upon its value is, that it is uniform—
takes place, that is to say, in the same degree in
relation to all commodities and services, and that
therefore prices, so far as they are influenced by an
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increase of money, must exhibit a uniform advance;*
and, no such uniformity being observed in the actual
movements of prices, the inference has not unnaturally
been drawn, that such enhancement as has taken
place is not due to this cause; that it is not money
which has fallen, but commodities which have risen
in value.

Now I am quite prepared to admit that an increase
of money tends ultimately, where the conditions of
production remain in other respects the same, to affect
the prices of all commodities and services in an equal
degree ; but before this result is attained a period of
time, longer or shorter according to the amount of the
augmentation and the general circumstances of com-
merce, must elapse. In the present instance the addi-
tions which are being made to the monetary systems
of the world are upon an enormous scale, and the dis-
turbance effected in the relation of prices is propor-
tionally great. Under such circumstances it is very
possible that the inequalities resulting may not find
their correction throughout the whole period of pro-
gressive depreciation; a period which, even with our
present facilities of production and distribution, may
easily extend over some thirty or forty years. During
this transitionary term the action of the new gold on
prices will not be uniform, but partial. Certain classes

* “In relation to the influence of the gold discoveries on the prices of
agricultural produce, it is plain that it could be only the same upon them
as upon those of any other class of commodities. If i¢ kas caused a rise
of 20 per cent. in their favour, it must have caused a rise of 20 per cent-
in everything else”— Times, City article, August 6, 1852. And the same
assumption, either expressed or implied, runs through most of the reason-
Ing which [ have seen on this question.
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of commodities and services will be affected much
more powerfully than others. Prices generally will
rise, but with unequal steps. Nevertheless there will
be in these apparent irregularities nothing either
capricious or abnormal. The movement will be
governed throughout its course by economic laws;
and it is the purpose of the present inquiry to
ascertain the nature of these laws and the mode
of their operation.

The process by which an increased production of
gold operates in depreciating the value of the metal
and raising general prices appears to be twofold :
it acts, first, directly through the medium of an
enlarged money demand, and, secondly, zudirectly
through a contraction of supply.*

When an increased amount of money comes into
existence, there is, of course, an increased expenditure
on the part of those into whose possession it comes,
the immediate effect of which is to raise the prices of
all commodities which fall under its influence. It is
obvious, however, that the advance in price which thus
occurs will be, in its full extent, temporary only; since
it is immediately followed by an extension of pro-
duction to meet the increased demand, and this must
again lead to a fall in price. Some writers who have
treated this question, observing this effect, have some-
what hastily concluded that under the operation of this

* According to Mr. Newmarch (“ History of Prices,” vol. vi. pp. 224-25)
the depreciation of money may occur by a process which is neither of
these, when money operates upon prices neither through demand nor yet
through supply, but “ by reason of augmented quantity.” I must confess
myself wholly unable to conceive the process here indicated.
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principle the level of prices would never permanently
be altered, since, as they have urged, each addition to
the circulating medium, forming the basis of a corre-
sponding increase of demand, gives a corresponding
impetus to production; every increase of money thus
calls into existence an equivalent augmentation in the
quantity of things to be circulated; and the proportion
between the two not being ultimately disturbed, prices,
it may be presumed, will return to their original level. *
The least reflection, however, will show that this
doctrine has been suggested by a very superficial view
of the phenomena.

For—not to press the obvious reductio ad absurdum
to which this argument is liable—how is this extension
of production to be carried out? In the last resort
it is only possible through a more extended employ-
ment of labour. But, when once all the hands in a
community are employed, the effect of a further
competition for labour can only be to raise wages;
and, wages once being generally raised, it is plain
(supposing all other things to remain the same) that
profits can only be maintained by a corresponding
elevation of prices. When, therefore, the influence

* [It may be worth while to preserve a specimen of the sort of Political
Economy that was talked and written on this subject some fifteen years
ago. A leading article in the Ezaminer (December 13, 1856) contains
the following :—* The additional supply of the precious metals has stimu-
lated the industry of the world, and in fact produced an amount of wealth
in representing which they have been themselves, as it were, absorbed.”

. . . “But the produce of the Australian and Californian gold, as well
as that of silver which has accompanied it, is likely to go on ; and it may
be asked if this must not in course of time produce depreciation. We
think it certainly is not likely to do so; . ... on the contrary, it will

surely be absorbed by increasing wealth and population as fast as it is
produced.”]
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of the new money has once reached wages, it is
evident that there will be no motive to continue
production to that point which would bring prices
to their former level, and that consequently an ele-
vation of price must, at this stage of the proceeding,
be permanently established.

So far as regards articles which fall directly under
the action of the new money. With respect to those
which do not happen to come within the range. of
the new demand, price is, I conceive, in their case
raised by an indirect action of the new money in
curtailing supply.

We have seen that the effect of the efforts to
extend production in the directions indicated by
the new expenditure must be to raise wages; but
it is plainly impossible that wages should continue to
advance in any of the principal departments of in-
dustry without affecting their rates in the rest; whence
it will happen that, under the operation of the new
monetary influence, some departments of industry will
experience a rise of wages before any advance takes
place in the prices of the commodities produced by
the labourers whose wages have risen. It is evident
that in all departments of industry which may be thus
affected—in which prices will not have shared the
advance which has affected wages—profits will fall
below the general average; the effect of which must
be to discourage production until, by a-contraction in
the supply of the articles thus furnished, the price
shall be taised up to that point which will place the
producers on the same footing of advantage as those
in other walks of industry.
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An increased supply of money thus tends, by one
mode of its operation, to raise prices in advance
of wages, and thus to stimulate production; by
another, to raise wages in advance of prices, and
thus to check it; in both, however, to raise wages,
and thus ultimately to render necessary, in order
to the maintenance of profits, a general and perma-
nent elevation of price.*

This being the process by which increased supplies
of money operate in raising prices, in order to ascer-
tain the laws of their advance we must attend, first,
to the direction of the new expenditure; secondly,
to the facilities for extending the supply of different
kinds of commodities ; and, thirdly, to the facilities
for contracting it.

With regard to the first point—the direction of the
new expenditure—this will naturally be determined
by the habits and tastes of the persons into whose
possession the new money comes. These persons
are the inhabitants of the gold countries, and, after
them, those in other countries who can best supply
their wants. Speaking broadly, we may say that
the persons who will chiefly benefit by the gold

* It must not be supposed that this is inconsistent with the funda-
mental doctrine maintained by Ricardo, that “high wages do not make
high prices.” That doctrine assumes the value of money to be constant.
Ricardo was quite aware of the exception to the general principle, and
points it out in the following passage :—

“ Money, being a variable commodity, the rise of money-wages will be
frequently occasioned by a fall in the value of money. A rise of wages
Jrom this cause will, indeed, be invariably accompanied by a rise in the
price of commodities ; but in such cases it will be found that labour and
all commodities have not varied in regard to each other, and that the

variation has been confined to money "—RICARDO’S W ’orks (Second
Edition), p. 31.'
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discoveries belong to the middle and lower ranks
of society; in a large degree to the lowest rank, the
class of unskilled labourers. The direction of the
new expenditure will consequently be that indicated
by the habits and tastes of these classes, and the
commodities which will be most affected by it will
be those which fall most largely within their con-
sumption. |
With respect, secondly, to facilities for extending
supply, these will be found to depend principally
upon two circumstances: first, on the extent to which
machinery is employed in production; and, secondly,
on the degree in which the process of production
is independent of natural agencies which require time
for accomplishing their ends. The distinction marked
by these two conditions, it will be found, corresponds
pretty accurately with two other distinctions—with
the distinction, namely, between raw and manufac-
tured products; and, amongst raw products, with that
between those derived from the animal and those
derived from the vegetable kingdom. An article of
finished manufacture, in the production of which
machinery bears a principal part, and which is inde-
pendent, or nearly so, of natural processes, may after
a short notice be rapidly multiplied to meet any prob-
able extension of demand. An article of raw produce,
being in aless degree under the dominion of machinery,
and depending more upon natural processes which
require time for their accomplishment, cannot be
increased with the same facility; and production will
consequently, in this case, be comparatively slow in
overtaking an extension of demand. But of raw
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products, those derived from the animal are still less
under the dominion of machinery than those derived
from the vegetable kingdom, and still more dependent
on the slow processes of nature, and, consequently,
production must in their case be still more tardy in
overtaking demand. Supposing, then, the extension
of demand to be in all three cases the same, the imme-
diate rise of price will, c@teris paribus, be in all the
same; but in the case of articles of finished manu-
facture, this rise will be quickly corrected by the
facilities available for increased production, while in
raw vegetable products the correction will take place
more slowly, and in raw animal products more
slowly still.*

But, thirdly, I said that the progress of prices under

* The following passage occurs in the * History of Prices,” vol. vi.
p. 170:—“ The groups of commodities which exhibit the most important
instances of a rise of price are the raw materials most extensively used
in manufactures, and the production of which does not admit of rapid
extension ; and, second, the groups of commodities in which there is little,
if any, rise of price in 1857, as compared with 1851, are articles of colonial
and tropical produce, the supply of which drawn from a variety of sources
does admit of being considerably and expeditiously enlarged.” The fact
of the rise of price in raw materials is here admitted, though, in ascribing
that rise, as by implication the passage does, to the paucity of the sources
of supply, the explanation is, as I conceive, erroneous. The sources, ¢.g.,
from which tea and sugar are drawn are not more various than, nor
indeed so various as, those from which beef and mutton, butter and
provisions, timber, tallow, and leather are drawn; yet all these latter
articles have very considerably advanced in price. Again, amongst
colonial and tropical produce Mr. Newmarch includes rum and tobacco,
and he might also have included cotton; yet these articles, though
falling within the class which he says admits of being expeditiously enlarged,
and which therefore, according to his theory, should 70¢ have risen in
price, Aave in fact risen in a very marked manner. It appears to me that
these phenomena can only be understood by reference to the principle
which I have endeavoured to explain further on—namely, the efficacy of
the currency of different countries in determining local prices.
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the influence of the gold supplies would be governed
by the facility with which supply can be contracted.
Everyone who has practical experience of manu-
facturing operations is aware that, when capital has
once been embarked in any branch of production,
it cannot at once be removed to a different one the
moment the needs of society may require a change;
whence it happens that, on any sudden change taking
place in the direction of a nation’s expenditure, or
when from miscalculation production has been extended
beyond existing wants, producers frequently choose
to continue their business at diminished profits, or
even at a positive loss, rather than incur still greater
damage by suffering their capital to lie idle, or by
attempting to transfer it suddenly into some new
branch of production. The supply of a commodity is
not therefore always, or generally, at once contracted
on the demand for it falling off, or on its production
becoming less profitable, and, where this is so, it is
evident that prices must at times continue depressed
below the normal level ; the duration of the depression
depending on the length of time required to effect
a transference of the unproductive capital to some
more lucrative investment. Now the difficulty of
accomplishing this will generally be in direct pro-
portion to the amount of fixed capital employed; and
the principal form in which fixed capital exists is that
of machinery. It is, therefore, in articles in the pro-
duction of which machinery is extensively employed—
that 'is to say, in the more highly finished manu-
factures—that the contraction of supply will be most
difficult ; and this, it will be observed, is also the kind



64 THE COURSE OF DEPRECIATION. [Essay

of commodities for extending the supply of which
the facilities are greatest. While, therefore, manu-
factured articles can never be very long in advance
of the general movement of prices, they may, of all
commodities, be the longest in arrear of it.

The operation of this principle will be shown chiefly
in that class of articles which feels the effect of the new
gold only through its indirect action—that is to say,
through its action upon wages. With respect to such
articles there is no extension of demand, and the price
consequently can only be raised through a contraction
of supply. Itis evident that of all commodities this
is the class in which the rise of price must proceed
most slowly.

From the foregoing considerations, then, I arrive
at the following general conclusions :—

First—That the commodities, the price of which
may be expected first to rise under the influence of the
new money, are those which fall most extensively
within the consumption of the productive classes, but
more particularly within the consumption of the
labouring and artisan section of these.

Secondly.—That of such commodities, that portion
which consists of finished manufactures, though their
price may in the first instance be rapidly raised, cannot
continue long in advance of the general movement,
owing to the facilities available for rapidly extending
the supply ; whereas, should the production, from over-
estimation of the increasing requirements, be once
carried to excess, their prices, in consequence of
the difficulty of contracting supply, may be kept for
some considerable time below the normal level.
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Thirdly—That such raw products as fall within
the consumption of the classes indicated, not being
susceptible of the same rapid extension as manu-
factures, may continue for some time in advance of
the general movement, and that, among raw products,
the effects will be more marked in those derived
from the animal than in those derived from the vege-
table kingdom.

Fourthly.—That the commodities last to feel the
effects of the new money, and which may be expected
to rise most slowly under its influence, are those articles
of finished manufacture which do not happen to fall
" within the range of the new expenditure ; such articles
being affected only by its indirect action, and this action
being in their case obstructed by impediments to the
contraction of supply.

This is one class of laws by which I conceive the
ascending movement in prices will be governed ; and
up to this point I have the satisfaction of finding my
conclusions very fully corroborated by the independent
investigations of a French economist, M. Levasseur,
who, in some articles lately contributed by him to the
Fournal des FEconomistes, has, by an entirely different
line of investigation from that which I have followed—
namely, by generalizing on the statistics of prices in
France during the period of 1847 to 1856—arrived at
conclusions in the main points identical with those
which I have now advanced.*

There is, however, another principle to which I
venture to call attention, which has not, so far as I
know, been noticed by any of the economists who have

# See Appendix, for a summary of M. Levasseur’s conclusions. ..
"
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treated this question, but which, it appears to me, must
exercise a powerful influence on the course of the
movement. The principle to which I refer is that
efficacy which resides in the currency of each country,
into which any portion of the new money may be
received, for determining the effect of this infusion on
the range of local prices.

It is evident that the quantity of metallic money
necessary to support any required advance of prices
throughout a given range of business will vary with
the character of the currency into which it is received;
that the quantity required will be greater in proportion .
as the metallic element of the currency is greater; and,
on the other hand, less in proportion as the credit
element prevails. If the currency of a country be
purely metallic, a given addition of coin will increase
the aggregate medium of exchange in that country only
by the same amount ; if, on the other hand, the currency
consist largely of credit contrivances, each addition
to its coin becomes the basis of a new superstructure
of credit in the form of bank-notes and credits, bills of .
exchange, cheques, &c., and the aggregate circulation
is increased not simply by the amount of the added
coin, but by the extent of the new fabric of credit of
which this coin is made the foundation. Applying
this principle to the different countries of the world, it
follows that a given addition to the metallic stock of
Great Britain or the United States, in whose monetary
systems credit is very efficacious, will cause a greater
expansion of the total circulation, and therefore will
support a greater advance in general prices, than the
same addition to the currency of countries like France,
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in which credit is less active; and that, again, the
effect in countries like France will be greater than in
countries like India or China, in which the currencies
are almost purely metallic, and where credit is com-
paratively little used.

Now, this being so, if we consider further that the
countries which receive in the first instance the largest
share of the new money—namely, England and the
United States—are also those in which from the
character of their currencies a given amount of coin
will produce the greatest effect; and, on the other
hand, that Asiatic communities, in which from the
weakness of the credit element the currencies are least
expansible, receive but a small portion of their share
of the new money direct from the gold countries;*
being compelled to wait for the remainder till it has
flowed through the principal markets of Europe and
America, affecting prices in its transit;—if, I say, we
consider these facts in connection with the principle
to which I have adverted, I think we must recognize
in that principle—in the influence of the currency of

* [From statistics recently furnished by the Economsist, 1 learn that the
facts have not been as I here assumed, at least since 1858 (the date from
which full returns of specie imports have been published by the Board
of Trade); and it is probable I was mistaken in my supposition with
regard to what had occurred before that time. ~Since 1858, of 90,000,000/
of gold received and retained by India and the East, some 49,000,000/.,
more than a half of the whole, appear to have gone there directly from
Australia, the remainder only having come through Europe. This error
as to matter of fact will, no doubt, affect to some extent the conclu-
sion contended for. The causes tending to a divergence of European
from Asiatic prices have not been, it seems, as powerful as I had sup-
posed ; and, in point of fact, this feature in the movement has becn
less marked than I sketched it; but for this, other causes besides that
noticed here have been responsible (1872). See Introductory Chapter,
p. 12.]

r2
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each country on the range of its local prices—an
agency which must modify in no small degree the
general character of the movement which is now in
progress.

In speaking of the influence of the currency of a
country on the range of its local prices, I should
explain that I use the words *local prices” in a some-
what restricted sense—namely, with reference to the
locality in which commodities are produced, not to that
in which they are sold, their price in the latter place
being always determined by their price in the former.
Thus, when I speak of Australian, English, or Indian
prices, I shall be understood to mean the prices of their
several products in Australia, England, or India.

Understanding the words, then, in this sense, let us
see how far local prices are likely to be affected by the
_cause to which I have adverted.

In the first place, then, let it be observed that a very
remarkable divergence of local prices from the range
previously obtaining in the international scale has
already taken place.* The prices of all articles pro-
duced in Australia and California are at present on
an average from two to three times higher than those
which prevailed previous to the gold discoveries ; these
rates have now been maintained for several years, and
are likely to continue : but, while this advance has taken
place in the gold countries, in no part of the world
external to those regions have prices advanced by so
much as one-third. The possibility of a divergence of
local prices is thus, as a matter of fact, established ;
and the explanation of the phenomenon I take to be

* See ante, pp. 24, 25.
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this. The sudden cheapening of gold in Australia
and California quickly led, through the action of com-
petition amongst the different departments of industry,
to a corresponding advance in the prices of everything
produced in those countries ; 24is advance being in their
case possible, because, from the limited extent of the
transactions, the local circulation was quickly raised
to the point sufficient to sustain a double or triple
elevation; but it was impossible that the currencies of
all countries should be expanded in the same pro-
portions in the same time; and, consequently, prices in-
other countries have not risen with the same rapidity.
The cause, therefore, of this divergence of local prices
——the circumstance which keeps general prices in
arrear of that elevation which they have attained in
Australia and California—is the difficulty of expanding
the currencies of the world to those dimensions which
such an advance would require. This expansion, how-
ever, is being gradually effected by the process we
are now witnessing,—the increased production of the
precious metals, and their diffusion throughout the
world. But, as I have said, the diffusion is not
uniform over the various currencies, nor are the
currencies receiving the new supplies of uniform
susceptibility ; and the inequalities are such as to
aggravate each other; the currencies which are the
most sensitive to an increase of the precious metals
receiving in the first instance nearly the whole of tke
new gold ; while the least sensitive currencies are the
last to receive their share. And these, it appears to
me, are grounds for expecting amongst other countrics
further examples of that phenomenon of local diver-
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-gence, of which one has already been afforded by the
"gold countries.

To judge, however, of the extent to which such local
variations of price can be carried, we must advert to

" the corrective influences which the play of international

dealings calls into action ; and these appear to me to

- resolve themselves into the two following :—namely,

€

first, the corrective which is supplied by the competition

- of different nations, producers of the same commodities,

in neutral markets; and, secondly, that which exists

- in the reciprocal demand of the different commercial
- countries for each other’s productions.

The first form of the corrective is obviously the
most powerful, and must, so far as its operation

~extends, at once impose a check upon any serious

divergence. Thus it is evident that prices in Eng-
land and the United States could not proceed very
much in advance of prices on the continent of Europe,
since the certain effect of such an occurrence would
be to send consumers from the dearer to the cheaper

markets, and thus to divert the tide of gold from

the currencies of England and America to the cur-

~-rencies of France, Germany, and other continental

states,—a process which would be continued until
prices were restored to nearly the same relative level

~ as before. But it is only amongst nations which are

competitors in the same description of commodities

- that this equalizing process comes into operation: as

between countries like England and America on the
one hand, and India and China on the other—in which
the climate, soil, and general physical conditions differ
widely, in which consequently the staple industries
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are different, and whose productions do not, therefore,
come into competition in the markets of the world—
this corrective influence would be felt slightly or not at
‘all. The only check which could be counted on in
“this case would be that far weaker one which is fur-
nished by the action of reciprocal demand in inter-
national dealings. Thus, supposing prices to rise more
rapidly in England than in India, this must lead, on
the one hand, to an increased expenditure in England
on Indian commodities, and, on the other, to a dimin-
ished expenditure in India on English commodities,
_with this result—a steady efflux of the precious metals
from the former to the latter country. Such an efflux,
as commercial men are well aware, has long been a
normal phenomenon in our Eastern trade, but it has
lately assumed dimensions which constitute it a new
fact needing a special explanation. I believe that ex-
planation is to be found in the circumstances to which
I am calling attention.

English and American prices, and with them money
_incomes in England and America, have, under the
action of the new gold, been advancing more rapidly
" than prices and incomes in Oriental countries; and the
result has been a change in the relative indebtedness of
those two parts of the world, leading to a transfer to
the creditor country of corresponding amounts of that
material which forms the universal equivalent of com-
merce. It is true, indeed, that other causes have also
contributed to this result, and in particular I may men-
tion the failure of the silk crop in Europe, which has
largely thrown us upon China, as a means of supple-
menting our deficient supplies. But the main cause
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of the phenomenon in its present proportions is, I
conceive, to be found, not in any such mere temporary
disturbances, but in the natural overflowing (consequent
upon the increase of the precious metals) of the redun-
dant currencies of Europe and America into the more
absorbent and impassive systems of Asia.®* This, then,
I say, is the only substantial corrective afforded to the
advance of prices in Europe and America beyond
their former and normal level in relation to prices in
the East; and the question is, will this corrective be
sufficient to neutralize the tendency to a divergence ?
Will the flow of the precious metals from West to East
suffice to keep prices in England and America within
the range prescribed by the inelastic metallic systems
of Asia? I do not conceive that the corrective will
be adequate to this end, and I rest this conclusion
upon the facts and principles which I have stated—the
vast proportion of the whole gold production which
finds its way in the first instance into the markets of
England and America, the comparatively small portion
which goes direct to the markets of Asia,t the highly
elastic and expansible currencies of the former coun-

* Accordingly we find that the drain which, during the revulsion of
trade following on the commercial crisis of 1857, had for a while ceased,
has, with the revival of trade, recommenced. As a proof how little mere
practical sagacity is to be trusted in a question of this kind, it may be
worth while to mention that, only three months since, mercantile writers
were confidently predicting the turning of the tide of silver from the East
to England. The following is from a circular of Messrs. Ellisen & Co.,
qucted in the Zimes’ City article, July 28th, 1858, apparently with the
editor’s approval :—“ The time is rapidly approaching when silver will
also be shipped from here (China) to England.” So far from this being
the case, the drain to the East has again set in, and gives every indication
of assuming its former dimensions. Every mail to India during the
present month (November 18;8) has taken out large amounts of silver.

+ See ante, p. 67, note *,
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tries, and the extremely impassive and inexpansible
currencies of the latter.

We find, therefore, two sets of laws by which the
progress of prices, or (which comes to the same thing)
the depreciation of gold under the action of an in-
creased supply, is regulated : .first, those which I
explained in the earlier portion of this paper, which
depend chiefly on the facility with which the supply
of commodities can be adjusted to such changes in
demand as the new money expenditure may occasion ;
and, secondly, those which result from the action
of the new money on the currencies into which it is
received. According to the former principle, the rise
in price follows the nature of the commodity affected ;
thus it will in general be greater in animal than in
vegetable productions—in raw produce thanin finished
manufactures. According to the latter principle, the
advance follows the economic conditions of the locality
in which the commodity is produced. Thus the rise
in price has been most rapid in commodities produced
in the gold countries; having in these at a single
bound reached its utmost limit—the limit set by the
cost of procuring gold. After commodities produced
in the gold regions, the advance I conceive will pro-
ceed most rapidly in the productions of England and
the United States; after these, at no great interval,
in the productions of the continent of Europe, while
the commodities the last to feel the effects of the
new money, and which will advance most slowly
under its influence, are the productions of India
and China, and, I may add, of tropical countries
generally, so far as these share, as regards their
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economic conditions, the general character of the
former countries.

Such appear to be the general principles according
to which a depreciation of the precious metals, under
the action of an increased supply, tends to establish
itself. With a view to ascertain how far, in the
progress of prices up to the present time (1858), any
trace of their operation can be discerned, I have drawn
up some statistical tables;* and, although from the
imperfect nature of the materials which I have been
able to collect, I cannot claim for the result a complete
verification of the theoretic conclusions which I have
ventured to advance, I think they are such as to
. justify me in placing some confidence in the general
soundness of those views. Before, however, stating
the results of the tables, two or three remarks must
be premised.

First, I would crave attention to this fact, that the
present time [1858] is one singularly free from dis-
turbing influences, and that such as do exist are of a
kind rather to conceal than to exaggerate the effects
of depreciation. Thus, we have had three harvests
in succession, of, I believe, more than average pro-
ductiveness (the last year of deficiency being 1855);
and this cause of abundance has been assisted by free
trade, which has opened our ports to the produce of all
quarters of the world. Again, although in the period
under review we have passed through a European
war, yet we have now enjoyed two years and a half
of peace, during which, I think, the economic influences
of the war may be taken to have exhausted themselves.

* ¢ee Appendix.
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It is true, indeed, that we have an Indian revolt still
on hands, besides having but just concluded some
hostile operations in China. But these disturbances
have not been of a kind to interfere seriously with the
‘general course of trade, except in some few Oriental
commodities in which their effects are slightly
apparent.

But what renders the present time peculiarly impor-
tant as a point of comparison with former periods,
is its being in immediate sequence to a severe com-
mercial crisis. The effect of the crisis of last winter
has been effectually to eliminate one great disturbing
- element from those causes to which a rise of price
might be attributed—the element of credit. Trade is
now suffering depression in almost all its branches ;
and prices, after a period of undue inflation, have,
through an ordeal of bankruptcy, been brought to the
test of real value. In the fluctuations of commerce
we have reached the lowest point of the wave; what-
ever, therefore, be the range of prices at the present
time, we may at least be sure that no commercial
convulsion is likely to lower it.

We have further to remember that in an age like
the present, in which science and its applications to the
arts are in all civilized countries making rapid strides,
there exists in most articles of general consumption
(but more particularly in the more finished manu-
factures) a constant tendency to a decline of price,
through the employment of more efficient machinery
and improved processes of production. Now, taking
all these circumstances together,—the propitiousness
of the seasons, the action of free-trade, the absence
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of war, the contraction of credit, and the general
tendency to a reduction of cost proceeding from
the progress of knowledge,—it appears to me that,
were there no other cause in operation, we should
have reason to look for a very considerable fall of
prices at the present time, as compared with (say) eight
or ten years ago. Prices, however, as the following
tables will show, have not fallen; they have on the
contrary very decidedly risen, and the advance has
moreover, as the same tables will also show, on the
whole proceeded in conformity with the principles
which I have in this paper endeavoured to establish.
And this is my ground for asserting that the depre-
ciation of our standard money is already, under the
action of the new gold, an accomplished fact.



III.

ESSAY TOWARDS A SOLUTION OF THE
GOLD QUESTION.

INTERNATIONAL RESULTS*

IN a former essayt it was attempted, from a review
of the industrial history of Australia since the late
discovery of gold, to make some general deductions
respecting the character of that event, and of its
influence upon national interests. Among other con-
clusions it was maintained that the tendency of the
gold discoveries, or, to speak with more precision, the
tendency of the increased production of gold, was
rather to alter the distribution of real wealth in the
world than to increase its amount; the benefit derived
by some countries and classes from the event being
for the most part obtained at the expense of others.
It was shown, for example, that the gain to Australia
and California from their gold-fields accrued to them
exclusively through their foreign trade—their cheap
gold enabling them to command on easier terms than
formerly all foreign productions; while, on the other
hand, the only result to foreign nations of the traffic

* Fraser's Magasine, January 1860,
+ Essay I, of this Series.
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thence arising was an increase in their stock of money
—a result rendered necessary indeed by the new
conditions of raising gold introduced by the gold
discoveries, but in itself destitute of any real utility.
It was shown, in short, that, as regards commercial
nations, the effect of the gold discoveries was to place
them under the necessity of enlarging their currencies,
compelling them to pay for the requisite increase by
an increased export of their productions.

To this conclusion I was led by direct inference
from the facts presented in the gold countries. In the
present paper it is proposed to follow up the inquiry,
with a view to a more particular ascertainment of the
consequences formerly described ; the object being to
discover in what manner the loss arising from the gokd
movement is likely to be distributed among com-
mercial nations, and how far this loss may in particular
cases be neutralized or compensated by other influ-
ences which the same movement may develop.

In the discussions which have hitherto taken place
upon this question, the inquiry into the consequences
of the gold discoveries has been confined almost ex-
clusively to that aspect of the event in which it is
regarded as affecting fixed contracts through a depre-
ciation of the monetary standard.* As soon as the
probability of depreciation is settled, and the effects of

* See Stirling’s “ Gold Discoveries and their probable Consequences ;”
Chevalier “On the probable Fall in the Value of Gold;” Levasseur’s
contributions to the Fowrnal des Economistes, 1858 ; M‘Culloch’s article
‘ Precious Metals,’ in the “Encyciopzdia Britannica.” In all these,
and in many other minor productions on the same subject, almost the
only consequences of the gold discoveries which are taken account of

are those which occur in fixed contracts through a depreciation of the
standard. .
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this upon the different classes of society, according as
they happen to be debtors or creditors under fixed
contracts, explained, the subject for the most part is
considered as exhausted. I venture, however, to think
that this mode of treatment is very far from exhaust-
ing the question. It seems to me that, independently
altogether of the existence of fixed contracts, inde-
pendently even of gold being a standard of value,
the increased production of this metal which is now
taking place will be attended—indeed has already been
attended—with very important results. Let us observe
for a moment the movement which is now in progress.
Australia and California have during the last eight
or ten years sent into general circulation some twe
hundred millions sterling of gold. Of this vast sum
portions have penetrated to the most remote quarters
of the world; but the bulk of it has been received
into the currencies of Europe and the United States,
from which it has largely displaced the silver formerly
circulating ; the latter metal, as it has become free,
flowing off into Asia, where it is permanently absorbed.
Viewing the effect as it occurs in the mass of the
two metals combined, it may be said that the stream
which rises in the gold regions of Australia and Cali-
fornia flows through the currencies of the United
States and Europe, and, after saturating the trade of
these countries, finally loses itself in the hoards of
China and Hindostan. The tide which comes to
light in the sands and rocks of the auriferous regions,
disappears in the accumulations of the East. In
conjunction, however, with this movement there has
been a counter one. \With every advance in the
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metallic tide, a stream of commodities has set in
in the opposite direction along the same course,—
a stream which, issuing from the ports of Europe,
America, and Asia, and depositing as it proceeds a
portion of the wealth with which it is charged, finds
its termination in the markets of the gold countries.
Here, then, we find a vast disturbance in the con-
ditions of national wealth,—a disturbance originating
in the gold discoveries, and resulting in a transfer,
on an enormous scale, of consumable goods—the
means of well-being—from one side of the globe to
the other. This disturbance, it is evident, is entirely
independent of the accident that gold happens to be
in some countries a standard of value, as well as of
the existence of fixed money-contracts ; for it includes
within the range of its influence countries in which
gold is not, no less than those in which it is, the
monetary standard; and it affects alike persons
whose bargains are made from day to day, and those
who engage in contracts extending over centuries.
The fact is, the movement in question is the result,
not of gold's being a standard of value, but of its
being a source of purchasing power; and the influence
of the gold discoveries having been hitherto regarded
almost exclusively with reference to the former func-
tion, the vast effects which they are producing through
the action of the latter—that is to say, by altering the
distribution of purchasing power in the world—have
been almost wholly overlooked. It has indeed been
perceived that a great influx of the precious metals
is taking place, accompanied with certain conse-
quences on the trade of the world; but so far
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as I know, beyond some general phrases respecting
the stimulus given to production by an increase of
money, and the great development of commerce which
it is causing, no attempt has yet been made to state
the principles by which the movement is governed,
or the effects which may flow from it. It is to these
questions, then, that I would now solicit the reader’s
attention, and towards their solution the following
remarks are offered as a contribution.

Those who have followed the course of this con-
troversy are aware that, by most persons who have
taken part in it, it has been assumed, almost as an
axiom, that no depreciation of gold in consequence of
the gold discoveries has, up to the present time, taken
place.* As a matter of fact, however, we know that
the gold prices of all commodities produced in Aus-
tralia and California have risen in at least a twofold
proportion ; + while we have seen that (so long as the
conditions of producing gold remain as at present) this
rise must be permanent. To express the same thing
differently :—in the purchase of every commodity
raised in the gold countries two sovereigns are now
required, and (the above conditions being fulfilled)
will continue to be required, where one was formerly
sufficient ; and if this does not amount to a fall in the

* The principal exceptions to this statement are M. Levasseur (who, in
an article in the Yournal des Economistes, March 1858, estimates the
rise of prices in France since 1847 at 20 per cent. on all commodities),
and Dr. Soetbeer of Hamburg, who, in his table of prices given in his
“Contributions to the Statistics of Prices in Hamburg,” arrives at a
similar result (see Appendix). Many other writers, indeed, acknowledge
that prices have risen, but the rise is always attributed to causes distinc
from the increased production of gold.

1 See ante, p. 24.

G
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value of gold, I must confess myself unable to under-
stand the meaning of that expression. It is not to be
supposed that so remarkable a fact as this should have
escaped the attention of those who have written on
this question : it seems to me rather that the ignoring
of it in the discussion is to be attributed to a want of
definite ideas respecting value in the precious metals,
as well as respecting the mode in which changes in
their value are accomplished. The language which is
commonly used on the subject would seem to imply
that gold and silver possess throughout the world a
uniform value, and that all changes therein proceed in
a uniform manner, showing themselves at the same
time in all countries, and in respect to all commodities.
But nothing can be further from the truth than such a
notion. Gold and silver, like all other things which
are the subjects of international exchange, possess local
values ;* and it is by a succession of operations on the
local values of gold of an unequal and fluctuating
character, that its depreciation is being effected, and
that (the conditions of production remaining as at
present) its value will continue to decline. The two-
fold rise of prices in the gold countries forms the first
step in this progress; and it will be through a series
of similar partial advances in other countries, and not
by any general movement, that the depreciation of the
metal throughout the world will be accomplished, if
that consummation is indeed to take place. With the
question of depreciation, however, I am at present no

* See on the subject of the local values of the precious metals,
Ricardo’s “Works,” pp. 77—86, and Mill’s “ Principles of Political
Economy,” Book iii., chaps. xix. and xxi.
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further concerned than may be necessary to show the
bearing of these changes in the local values of gold
upon the movements of trade, and, through these, upon
national interests.

There is no need here to resort to argument to
prove that a general rise or a general fall of prices,
provided it be simultaneous and uniform, can be
attended—always excluding the case of fixed incomes
and contracts already entered into—with no important
consequences either to nations or to individuals. It is
evident that such a change would merely alter the
terms in which transactions are carried on, not the
transactions themselves. But when the rise or fall of
prices is not general—in other words, when the change
in the values of the precious metals is merely local- it
will be seen that important consequences must result.
Supposing, ¢.g., the prices of all commodities produced
in England to be doubled, while prices throughout the
rest of the world remained unchanged, it is evident
that half the commodities exported from England
would, under these circumstances, be sufficient to dis-
charge our foreign debts. With half the capital and
labour now employed in producing goods for the
foreign markets, we should attain the same result as
at present—the procuring of our imports; while the
remaining half would be set free to be applied to other
purposes—to the further augmentation of our wealth
and well-being. England would, therefore, in the case
we have supposed, be benefited in all her foreign
dealings to the full extent of the rise in price. On the
other hand, foreign countries would, in exchange for
the commodities which they send us, receive in return

G2
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of our commodities but half their present supply.
Their labour and capital would go but half as far as
at present in commanding our productions, and they
would be losers in proportion. It is evident, therefore,
that while nations have not, any more than individuals,
any interest in the positive height which prices may
attain, every nation, as well as every individual trader,
is interested in raising, iz »elation to otkhers, the price
of its own productions. The lower the local value,
therefore, of the precious metals in any country, the
greater will be the advantage to that country in
foreign markets.

This being the manner in which nations are inter-
ested in changes in the value of gold, let us now
observe the effect which the gold discoveries are pro-
ducing in this respect. As has been already stated,
the local value of gold in Australia and California has
fallen to one-half,—the prices of their productions
having risen in a twofold proportion;* and prices in
other parts of the world having undergone no corre-
sponding change, these countries realize the position
which we have just been considering in our hypo-

-thetical case. A given quantity of their capital and

labour goes twice as far as formerly in commanding
foreign productions, while a given quantity of foreign
labour and capital goes only one-half as far in com-

* This statement is not given as strictly accurate. On the whole, the
advance of local prices in the gold countries is at present (1859) consi-
derably more than this, some leading articles, as house-rent, meat, &c.,
having risen in a fourfold proportion and upwards. 1 adopt the pro-
portion of two to one, because money wages have risen in about this
ratio, and money wages, under a depreciation of the precious metals,
ultimately govern money prices.
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manding theirs. The world has thus; through the
gold discoveries, been placed in its dealings with
California and Australia at a commercial disadvantage ;
and from this disadvantage it can only escape (always
supposing the present conditions of producing gold to
continue) by raising the prices of its productions in a
corresponding degree. Every country, therefore, is
interested in raising as rapidly as possible the prices
of its productions,—in other words, in the most rapid
possible depreciation in the local value of its gold.*
The sooner this is effected, the sooner will the country
be restored to its natural commercial footing in relation
to Australia and California; while in relation to coun-
tries where prices do not rise with the same rapidity, it
will possess the same kind of advantage which is now
enjoyed by the gold countries.

This conclusion, I find, is directly at variance with
the opinion of some economists of eminence. Mr.
M<Culloch, for example, in his recent contribution to
the “ Encyclopadia Britannica,” + maintains “that the
mischievous influence resulting from a fall in the value
of the precious metals depends in a great measure
on the rapidity with which it is brought about.”
But I apprehend the difference between Mr. M‘Cul-
loch and myself arises from his attending exclusively
to a single class of consequences,—those, namely,
which result, in the case of fixed contracts, from a
depreciation of the standard. With respect to this

* For the general ground of this assertion the reader is referred to
Mr. Mill’s chapters on ‘International [Values,’ and on ‘Money as an
imported Commodity,’ in his “ Principles of Political Economy ;” also to

Mr. Senior’s Essay “ On the Cost of obtaining Money.”
t Article ¢ Precious Metals.’

[N
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class of effects, it is quite true that the evils which
they involve will be increased by the rapidity of the
depreciation; but as I have shown, the new gold is
producing effects quite independently of its operation
upon fixed contracts; and it is to those other effects
that the statement I have just made is intended to
apply. The distinction which I have in view will be
best exemplified by recurring to the experience of the
gold countries. In these the value of gold fell by more
than 50 per cent. in a single year, the depreciation
involving a proportional loss to creditors with a corre-
sponding gain to debtors, and entailing in addition those
numerous incidental evils which always result from a
sudden disturbance of social relations. No one, however,
on this account, will say that the sudden depreciation
of gold in Australia and California was not for these
countries a great gain. The nature and extent of that
gain I endeavoured on a former occasion to estimate.*
It consisted, as I showed, in the increased command
conferred by the cheapness of their gold over markets
in which gold prices had not proportionally risen. With
every rise in the price of Australian and Californian
products, or, what comes to the same thing, with every
fall in the local value of their gold, their power of
purchase in foreign markets increased,—an increase
of purchasing power which, as we know, was imme-
diately followed by a sudden and extraordinary influx
of foreign goods. Now, precisely the same principle
applies in the case of other countries. A fall in the
value of gold will, where gold is the standard, lead to
a disturbance in fixed contracts, with the concomitant

* See ante, p. 39.
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evils; but it will at the same time, as in the case just
considered, place the countries in which it occurs in a
. better position commercially in the markets of the
world.  Supposing, eg., a rise in prices to take place
in all commercial countries equivalent to that which
has occurred in California and Australia, the conse-
quence would be what I endeavoured to explain in the
paper just referred to : the export of gold from Cali-
fornia and Australia, at least on its present scale, would
at once cease, and the world would receive instead an
increased supply of agricultural and pastoral products,
and of other commodities which those countries are
fitted to produce,—a result which, I venture to think,
would be a gain for the world. On the other hand,
supposing the rise in price to be confined to a single
country —say to England—then England would at once
be placed on a footing of commercial equality with
California and Australia, while as regards other coun-
tries she would occupy the same vantage-ground which
California and Australia now possess. She would, in
short, obtain her gold at half its present cost (for she
would receive twice as much as at present in return
for the same expenditure of labour and capital), while
‘the gold thus obtained would be expended on foreign
commodities of which, according to the hypothesis,
the prices had not risen. Notwithstanding, therefore,
the evils which undoubtedly attend variations in the
standard of value, more especially in an old and
highly artificial community like ours, it is nevertheless,
I maintain, for the interest of every country, that, a
fall in the cost of gold having been effected, the pro-
gress of depreciation should 77 ¢/ be as rapid as pos-
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sible. Until, by a depreciation of gold corresponding
to that which has occurred in California and Australia,
the value of that metal is brought into harmony with
its cost, we must continue to receive from those coun-
tries little more than a barren addition to our stock of
money. But with each successive step in the progress
of depreciation, there will be for the nation in which
it occurs a nearer approach to the footing of commer-
cial ‘equality with the gold countries from which it
has been temporarily displaced ; while in its dealings
with other places where the decline has been less rapid,
the nation so circumstanced will, during the period
of transition, enjoy a commercial superiority. As a
general conclusion, therefore, we may say, that in
proportion as in any country the local depreciation
of gold is more or less rapid than the average rate
elsewhere, the effect of the monetary disturbance
will be for that country beneficial or injurious.
This conclusion, I may in passing remark, throws
light upon a practical question of some interest at the
present time,—I mean the question of introducing
a gold currency into India. The measure has been
advocated by Mr. M‘Culloch, on the ground that, by
providing a new market for the increased supplies of
gold, its effect would be to “counteract that fall in its
value which is so generally apprehended.” * There
can be no doubt that the effect of the measure would
be what Mr. M‘Culloch describes; but, if the above
reasoning be sound, this circumstance, instead of being
a reason for introducing gold into the currency of
India, affords (so far as the interests of India are con-

* “Encyclopzdia Britannica ;” article ¢ Precious Metals, p. 473.
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cerned) a strong reason against the adoption of this
course. Mr. M‘Culloch does not state whether the
effect which he anticipates upon the value of gold
would be general or local; whether extending over
the whole commercial world, or confined to the
markets of India,—a point of vital importance in
determining the character of the result. If the
effect were general—if, while counteracting deprecia-
tion in India, it influenced the value of gold propor-
tionately in other parts of the world—then it must be
conceded that the result would be entirely beneficial.
The evils incident to a disturbance of fixed contracts
would be avoided, and no others would be incurred.
But this is just the point which I venture to deny.
The adoption of gold as the monetary standard of
India would certainly not affect the local value of gold
in Australia and California; for, as I proved on a
former occasion, the value of gold in these countries
is determined by its cost, and its cost depends on the
productiveness of the gold-fields. Nor, for reasons
which will be hereafter stated, would it influence more
than in a slight degree the range of gold-prices in
England and the United States. The operation,
therefore, of the measure would be to depress gold-
prices in India, or at least to prevent them from
rising in that quarter as rapidly as they otherwise
would ; while in California and Australia, in England
and the United States, it left their course substantially
unaffected. Now this result would tend undoubtedly
to the advantage of California and Australia, of Eng-
land and the United States, but, as it seems to me,
would as clearly be injurious to India. The purchas-
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ing power of the former countries over the markets
of India would, through the relative superiority of
their prices, be increased, but the purchasing power
of India over their markets would, for the opposite
reason, be diminished. An English or American
merchant, instead of discharging his debts as at
present through the medium of silver which he has
to purchase with gold at 624. per ounce (and may
soon have to purchase at a higher rate), might dis-
‘charge the same debts with gold directly; and gold
being by hypothesis more valuable in India than
before, the same amount would of course go further.
But an Indian purchaser of English or American com-
modities would have the same sum in gold to pay as if
no change had taken place in the currency of India;
while the gold prices of his native productions being
lower, his ability to pay would of course be less. It
seems to me, therefore (and the considerations here
adduced are entirely independent of the reasons which
exist on the score of good faith—the Indian debt
having been contracted in a silver currency), that,
viewing the matter from the side of Indian interests,
the introduction of a gold currency into India must
be regarded as a measure decidedly detrimental.®

* Referring to the adoption of a silver standard by Holland in 1851,
Mr. M‘Culloch chara<terizes it as a measure “in opposition to all sound
principles.” I confess I am at a loss to conjecture what sound principle
was violated in preferring as the standard of value that metal, the value
of which there was every reason to believe would be the steadier of the
two. [[ may say now (1872) that I am disposed to assign much less im-
portance to this question of a change in the monetary standard of India
than I did when the above passage was written. The reasoning assumes the
possibility of a serious divergence in the relative values of gold and silver;
but I now believe that such a divergence is practically out of the question,
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Returning once more to the general question, we
may consider the following conclusions as established :
—1st, that the effect of the cheapening of gold upon
commercial countries being to compel them to enlarge
their metallic currencies, for which enlargement they
must pay by an export of their productions, each
country will endure a loss upon this head to the extent
of the additional sum which may be requisite for each :
and 2ndly, that while there'will be a general loss from
this cause, yet the progress of depreciation over the
world not being uniform or simultaneous, the primary
loss may, through the disturbance in international
values thence arising, in particular cases, be com-
pensated, or even converted into a positive gain; the
loss or gain upon the disturbance being determined
according as the rise of prices in any country
is in advance or in arrear of the general average.
To ascertain, therefore, the effect of the movement
upon any particular nation, we must consider the
manner in which, in its case, these two principles
will operate.

With respect to the first, I am aware that, in
speaking of the loss imposed on a country by the
necessity of enlarging its currency—by the necessity
of receiving and keeping increased supplies of gold

the grounds for which opinion will be found further on (goss, p. 141).
This circumstance, however, does not affect the theoretic point argued
with Mr. M‘Culloch. Jf the exchange of the existing silver for a gold
standard in India were calculated to produce the effects Mr. M‘Culloch
expected from it, the measure, it still seems to me, would be open to the
objections I have urged against it. But I do not believe that the effects
in question would result; and I can well conceive that, having regard to
the general convenience of commerce, the change might on the whole
be advantageous.]
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and silver—I am using language which, notwith-
standing what was said on a former occasion in its
justification, and notwithstanding that it is merely in
strict conformity with the most elementary principles
of economic science, will still appear paradoxical to
many. I would therefore, before proceeding further
with this branch of the argument, ask the reader to
consider the case of a private merchant who is com-
pelled to increase the stock of cash with which he
carries on his business. The metallic circulation of a
country performs in relation to the community func-
tions precisely analogous to those which are discharged
for a merchant by his cash reserve. If a merchant
can safely dispense with a portion of his ready cash,
he is enabled, with the money thus liberated, either
to add to his productive capital, or to increase his
private expenditure. On the other hand, if he finds
it necessary to increase his reserve of cash, his pro-
ductive capital must be proportionally encroached
upon, or his private expenditure proportionally cur-
tailed. And precisely the same may be said of the
currency of a nation. Where a country does not itself
yield gold or silver,* every increase of its metallic
circulation must be obtained—can only be obtained —
by parting with certain elements of real wealth—cle-
ments which, but for this necessity, might be made
conducive to its well-being. It is in enabling a nation

* Even where it does yield these metals, the necessity of augmenting
the currency is not the less an evil, since the operation will occupy, with
no result but that of avoiding an inconvenience, a portion of the labour
and capital of the country, which, but for this, might have contributed to
its positive welfare.



1L} INTERNATIONAL RESULTS. 93

to reduce within the narrowest limits this unproductive
portion of its stock, that the chief advantage of a good
banking system consists; and if the augmentation of
the metallic currency of a country be not an evil, then
it is difficult to see in what way the institution of
banks is a good. In regarding, therefore, the neces-
sity imposed upon commercial countries of enlarging
their metallic currencies as injurious to their interests,
I make no assumption which is not in perfect keeping
with the best known and most generally recognized
facts of commercial experience.

An increase in the metallic currency of a country,
then, being an evil, let us consider what the cir-
cumstances are by which the augmentation rendered
necessary by the gold discoveries will be determined.
This, it is evident, will principally depend— the amount
of business to be carried on being given—on the
extent to which substitutes for metallic money are in
use; in other words, on the degree of perfection which
the banking system of each country has attained. To
illustrate this, let us suppose a given sum of metallic
money—say a million sterling—to be introduced into
two countries in which the currencies are differently
constituted—e.g., into England and India. In India
coin is the principal medium of circulation®* —in many

* [The reader will bear in mind that this was written in 1859. The
state of the Indian currency at that time may be gathered from the follow-
ing extracts from a paper on “ The Trade and Commerce of India,” read
before the British Association in 1859.] *Intimately connected with
Indian trade and commerce is a sound system of banking. At present
there are only three banks of importance in India—the banks of Bengal,
Bombay, and Madras. These have no branches, the absence of which

constitutes one of the main defects of the system. The few other banks
in India do not issue notes, and employ their capital in making advances
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parts the only one, and consequently a million sterling
introduced into the currency of India would represent
only an equal, or little more than an equal, addition to
its total medium of circulation—to the whole monetary
machinery by which the exchange of commodities is
effected and prices maintained. But in England,
where the currency is differently constituted, the result
would be different. The great bulk of the circulating
medium of this country consists of certain forms of
credit; and the amount of these credit media standing
in a certain large proportion to the coin in the country,

on bills of lading, in exchange operations, and in some instances in
loans to members of the Service, at high rates of interest; but afford
no banking facilities for conducting the internal trade of the country.”
The writer then refers to a table, showing the state of the three leading
banks (Bengal, Bombay, and Madras) in the preceding June, from
which it appears that the bullion at that time in the coffers of the
banks was iz excess of the notes in circulation, the amount of these
latter being, for the whole of India, 2,241,471/, or about one-tenth of
the amount issued by the Bank of England alone; while the total
amount of “accounts current” was only 1,855000/.—about one-sixth
of those held by some of the private banks of London, and not one-
fifteenth of those of the Bank of England. The total amount of commer-
cial bills discounted in these three leading banks of India is set down at
278,006/.! “And this,” it is observed, “in a country where the gross
annual revenue is 34,000,000/ ; the export trade, on an average of
the last five years, 24,000,000/.; the import trade, on the same average,
23,000,000/, with an internal trade to an extent almost impossible to
estimate.” (“The Trade and Commerce of India,” by J. T. Mackenzie,
read before the British Association, 1859, pp. 15, 16.) In the evidence
taken before the late Committee “On Colonization and Settlement in
India,” Mr. Alexander Forbes, when questioned with reference to the large
absorption of silver in India, expressed his op:nion that the silver was all
required for current coin. ‘It has often been said that the natives hoard
silver : now my experience is that they do not hoard silver; they hoard
gold ; and that the silver is actually required for the commerce of the
country.” And this he traces (Answers 2,222, 2,223, 2,372-80) to the want
of banking accommodation and the imperfect means of communication
generally in the country. See also the evidence of Mr. Mangles (Answers
1,625—1,633).
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the effect of introducing a million sterling into our
currency would be to increase the medium of cir-
culation by an amount very much greater than that
of the added coin. Let us consider for a moment
what becomes of a sum of coin or bullion received into
England. I do not now speak of that moving mass of
metal which passes (so to speak) #4roughk the currency
of the country—which, received to-day into the vaults
of the Bank of England, is withdrawn to-morrow for
foreign remittance—but of gold which is permanently
retained to meet our genuine moretary requirements.
Of such gold a portion—greater or less, according to
circumstances—will always find its way into the
‘channels of retail trade; and so far as it follows this
course, its effect in augmenting the circulation will be,
as in India, only to the extent of its actual amount.
But a portion will also be received into the banks of
the country, where, either in the form of coin, or of
notes issued against coin, it will constitute an addition
to their cash reserves. The disposable cash of the
banks being thus increased, an increase of credit ope-
rations throughout the country would in due time
follow. The new coin would become the foundation
of new credit advances, against which new cheques
would be drawn, and new bills of exchange put in
circulation, and the result would be an expansion of
the whole circulating medium greatly in excess of the
sum of coin by which the new media were supported.
Now credit, whatever be the form which it assumes,
so long as it is credit, will operate in purchases, and
affect prices in precisely the same way as if it were
actually the coin which it represents. So far forth,
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therefore, as the new money enables the country to
support an increase of such credit media—to support
them, I mean, by cash payments—so far it extends the
means of sustaining gold-prices in the country; and
this extension of the circulating medium being much
greater than in proportion to the amount of added
coin, the means of sustaining gold-prices will be in the
same degree increased. Thus, supposing the ratio of
the credit to the coin circulation of the country to be
as four to one (and the proportion is greatly in excess
of this), the addition of one million sterling of coin
would be equivalent to an increase in the aggregate
circulation of four millions sterling,* and one million
sterling of gold would consequently, in England, for a
given extent of business, support the same advance
in gold-prices as four times that amount in India. It
follows from these considerations, that, in order to raise
prices throughout a given range of transactions to any
required level, the quantity of metallic money which
will be necessary will vary in different countries,
according to the constitution of their currencies; the
requirements of each increasing generally in an inverse
ratio with the efficiency of its banking institutions.

* Strictly speaking, this conclusion would not follow on the above
supposition, the efficiency of different forms of credit in performing
the work of circulation being (as pointed out by Mr. Mill, “ Principles of
Political Economy,” vol. ii., pp. §8—61) different, and only some of them
being in this respect equal to coin. But such distinctions do not affect
the general truth of the principle contended for in the text, that the
necessity for coin varies inversely with the use of credit. Besides, as
1 intimated, the proportion of credit to coin in our circulation is much
greater than I have assumed; and a million of coin taken into our
currency would really be equivalent to more than four millions added to a
purely metallic one.
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We may thus see how very unequal will be the
operation of the gold discoveries with respect to
commercial communities. The reduction in the cost
of gold to which they have led has, as we have seen,
produced in the gold countries a twofold rise of gold-
prices ; and supposing the present conditions of raising
gold to continue, the same cause must ultimately lead
to the same result throughout the world; imposing
upon each country the necessity of so enlarging its
currency as to admit of this advance. But we have
seen that the quantity requisite for this purpose varies
according to the monetary status of the country for
which it is required ; and inasmuch as the new money
must be paid for by commodities, the abstraction of
commodities, and therefore the loss of the means of
well-being, to which each country must submit, will
vary with the same circumstance. On the supposi-
tion, therefore, on which we are arguing, the quantity
of new money which England would require would
be, when compared with the extent of her business, ex-
tremely small, and her loss of real wealth small pro-
portionally. The same would be true of the United
States, where credit institutions have also attained
a high degree of efficiency, and whose paper conse-
quently forms a large proportion of the whole circu-
lation. In France, the use of credit being more
restricted, the requirements for coin would be greater,
and consequently also the loss of consumable com-
modities; while in India and China, and indeed in
Asiatic communities generally, the circulating medium
being almost purely metallic, the requirements for
coin would, in proportion to the business in “which

H
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it was employed, attain their maximum, with a
corresponding maximum of loss in the elements of
well-being.*

The operation of this principle is indeed, in the
actual circumstances of the world, in some degree
concealed by the complex conditions under which it
comes into play. Thus Great Britain and the United
States, instead of obtaining the smallest shares, receive
in the first instance nearly the whole of the new gold.
On the other hand, the quantity which goes to India
and China from the gold countries is comparatively
trifling ;+ and although a large drain of treasure has
set in thither from Europe, yet this consists chiefly of
silver. If, however, passing by the accidents of the
movement, we attend to its essentials, we shall find
that the results are entirely conformable to the prin-
ciple I have endeavoured to describe. For though
the bulk of the new gold comes in the first instance to
England and the United States—determined thither
by the course of international demand—yet England

* It is curious to observe the contradictions in which persons are
involved who, still under the influence of the mercantile theory of wealth
(and there are few even among professed economists who are free from its
influence), are nevertheless sensible from experience of the advantages of
a system with which it is incompatible. Thus several witnesses before
the late Committee on Indian Colonization reter to the large influx of
silver into India in recent years as a sure indication of the increasing
prosperity of that country ; yet, almost in the same breath, they speak of
the deficiency of banking accommodation as among its most pressing wants.
Now it is certain that, just in proportion as banking accommodation is
extended, the absorption of silver by India will decline ; whence it would
follow, if the reasoning of the witnesses be sound, that the effect of the
extension of banks would be to check the growing prosperity of the
country. See “Minutes of Evidence,” Questions 1,625-1,633, 2,221~-2,223.

+ This order in the diffusion of the new gold has not been sustained
See ante, p. 67, note.
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and the United States do not form its ultimate des-
tination. The monetary requirements of these coun-
tries being easily satisfied, the mass of the metal, on
reaching these markets, becomes immediately dis-
posable for foreign purchases; by which means the
United States and England are enabled to transfer to
other countries this unprofitable stock, the commodities
with which in the first instance they parted being
replaced by others which they more require. So also,
although the metallic drain to the East is composed
principally of silver, the efflux—at least in its present
proportions—is not the less certainly the consequence
of the increased production of gold; for the silver
of which it consists has been displaced from the
currencies of Europe and America by the gold of
Australia and California; and the drain to the East is
only not a golden one, because silver alone is in that
region the recognized standard. As the final result of
the whole movement, we find that, while the metallic
systems of England and the United States are
receiving but small permanent accessions, those of
India and China are absorbing enormous supplies.
The former countries, though the first recipients of the
treasure, yet, not requiring it for domestic purposes,
are enabled to shift the burden to others, whose real
wealth they command in exchange; while the latter,
requiring what they receive, are compelled to retain it.
Having parted with their commodities for the new
money, they are unable afterwards to replace them.
As their stock of coin increases, their means of well-
being decline, and they become the permanent victims
of the monetary disturbance.
H 2
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But, secondly, we concluded that the loss of real
wealth resulting from the augmentation of their cur-
rencies would in particular countries be compensated,
and might in some be even converted into positive
gain, by the disturbance which, during the period of
transition, would take place in international values.
As has been already remarked, a general rise of
prices in all countries, if simultaneous and uniform—
since it leaves the proportions in which commodities
are exchanged undisturbed—leads to no change in
international values, and produces no effect upon
national interests. But where prices rise unequally,
international values, and through these, national in-
terests, are affected. We have therefore to consider
how far, in the actual circumstances of the world, a
rise of prices in particular countries, unaccompanied
by a corresponding advance in others, is possible, and,
in so far as it is possible, in what order the several
changes may be expected to occur.

As regards the question of possibility, this is placed
beyond controversy by the example of California and
Australia. It is a matter of fact that prices in those
regions have advanced in a twofold proportion, while
no corresponding rise of prices has occurred through-
out the world. The circumstances, however, of the
gold countries will probably be thought of too excep-
tional a character to form the basis of any general
conclusion ; and it will therefore be desirable to advert
for a moment to the causes which produced in Cali-
fornia and Australia that local elevation of price, with
a view to consider how far the same conditions are
capable of being realized elsewhere.
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These causes, as was formerly shown,* were the
special facilities for producing gold enjoyed by Cali-
fornia and Australia, combined with the limited range
of their domestic transactions. The sudden cheapen-
ing of gold, involving a corresponding increase in
money earnings, placed an extraordinary premium on
the production of the metal, while the limited range
of their domestic trade rendered the necessary enlarge-
ment of their monetary systems an easy task. On the
other hand, the immense extent of the aggregate com-
merce of the world required, in order to secure a similar
advance, a proportional increase in its aggregate stock
of money, an augmentation which could only be accom-
plished after the lapse of a considerable time. Prices
therefore rose rapidly in the gold countries, while over
the area of genera] commerce the rise has been but slow.

Such being the circumstances which produced the
local divergence of prices to which I have called
attention, it will at once be seen that of the two con-
ditions which I have stated, the latter—the necessary
enlargement of the local currency—may in most
countries, though not in all at the same time, be
fulfilled, if not with the same rapidity as in Australia
and California, still after no very long delay. It has
been computed,t for example, that the total quantity
of gold coin circulating in Great Britain amounts to
75,000,000/, sterling. Assuming this to be correct,
it would follow (all other conditions being supposed:

* See ante, pp. 25, 26.

+ “History of Prices,” vol. vi. app. xxii. This also is Mr. M‘Culloch’s
estimate: “Encyclopadia Britannica,” article ¢Precious Metals,” p. 465.
[It will be borne in mind that these estimates apply to the period
immediately preceding the first publication of these Essays (1859-€o).]
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identical) that an addition of 75,000,000/ would be
sufficient to effect an elevation of our local prices
equivalent to that which has occurred in Australia.
Now at the present rate of production, the quantity
of gold which arrives annually in Great Britain cannot
fall much short of 30,000,000/ sterling;* so that
were we merely to retain all that we receive, we
should at the end of two years and a half be in a
position, so far as the augmentation of our currency
is concerned, to maintain the same advance in price
as has occurred in the gold countries. If, then, prices
in Great Britain have not risen in the same degree,
the result, it is evident, cannot be due to the difficulty
of procuring the supply of gold necessary for the
enlargement of our currency. It remains, therefore, to
be considered how far those special facilities for pro-
curing gold which have operated in the gold countries
may come into play in other parts of the world.

The extraordinary facilities for procuring gold
enjoyed by Australia and California depend, of course,
on the possession of their gold mines; and this being
so, it might seem as if all countries, not being like
them auriferous, were by the nature of the case pre-
cluded from fulfilling this condition -of the problem;
but this by no means necessarily follows, as will be
evident if we reflect that there are other modes of
obtaining gold than by direct production, of which
modes the efficiency enjoyed by different countries
differs almost as much as the degrees of fertility in

* [20,000,000/. would have been nearer the mark, but, at the time
this paper was written, no trustworthy statistics of gold imports existed.
Either amount, however, answers equally well the purpose of the
argument (1872).
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different gold mines. Where countries do not them-
selves produce gold, the mode by which they obtain
it is through their foreign trade. Now it is a fact
well known to economists * that, with reference to
the cost of commodities, the terms on which foreign
trade is carried on differ greatly in different countries,
the labour of some going much further in commanding
foreign productions than that of others. According,
however, to the conditions on which foreign produc-
tions generally are obtainable, will be those on which
gold may be obtained. If a country possess special
facilities for supplying markets where gold can be
given in exchange, it will obtain its gold more
cheaply—at a less sacrifice of labour and capital—
than countries which do not share these facilities, and
amongst such countries it will therefore occupy pre-
cisely the same position as an auriferous country whose
mines are of more than the usual richness among
the countries which yield gold. It is thus possible
for a non-auriferous, no less than for an auriferous,
country to possess exceptional facilities in the means
of procuring gold, and therefore to fulfil the second of
the conditions by which a divergence of local prices
from the ordinary level of the world may be effected.
Now, it appears to me there are two countries
which possess in an eminent degree the qualifications
requisite for attaining this result—I mean Great
Britain and the United States: the former, as being
par excellence the great manufacturer among civilized

#* See Ricardo’s “Works"—chap. vii, on Foreign Trade. Mill’s
“Principles of Political Economy,” chaps. xvii,, xix. Also Senior’s Essay,
“On the Cost of obtaining Money.”
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nations—the manufacturer more particularly of de-
scriptions of goods—as cotton, woollen, linen, and
iron—which enter largely into the consumption of
the classes by whom chiefly the gold countries are
peopled ; and the latter, as the principal producer of
raw material, as well as of certain commodities—as
grain, tobacco, sugar, and rice —which are also largely
consumed by the same classes. In these circum-
stances, Great Britain and the United States enjoy
peculiar advantages in the markets of the gold-
countries, and these advantages are extended and
confirmed by other important incidents of their posi-
tion. Thus they possess the greatest mercantile
marine in the world, by which they are enabled to
give the fullest scope to their manufacturing and
agricultural superiority, while by race, language, and
religion they are intimately connected with the pro-
ducers of the new gold,—a connection from which
spring ties, moral, social, and political, to strengthen
and secure those which commerce creates. Great
Britain and the United States thus possess in their
foreign trade a rich mine,* worked by their manu-
facturers, planters, and farmers, tended by their
mercantile marine, and protected by their naval
power,—a mine by means of which they are enabled
to obtain their gold on terms more favourable than
other nations. The effect of this, in ordinary times,
is shown by a scale of money rates, wages, salaries,
and incomes, permanently higher than that which

* “The mine worked by England is the general market of the world :
the miners are those who produce those commodities by the exportation

of which the precious metals are obtained.”—SENIOR’S £ssay “ On the
Cost of obtaining Money,” p. 18.
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elsewhere prevails; but, in times of monetary dis-
turbance like the present, when the cost ol gold
having been reduced its valuz is falling, these
advantages, it seems to me, must tell, as analogous
advantages have told in the gold countries, in a
more rapid realization of the results which are in
store—in a quicker ascent towards that higher level
of prices and incomes, which the cheapened cost of
gold is destined ultimately to produce.

There is reason, therefore, on considerations of
theory, to expect a repetition in England and America
of that phenomenon which has been already exhibited
in Australia and California,—a divergence of local
money-rates from the average level of surrounding
countries. On a future occasion I shall endeavour
to ascertain how far, in the case of Great Britain, these
@& priore conclusions are supported by facts—how far
prices and incomes have here, under the influence of
the gold discoveries, outstripped the corresponding
movement in other countries.® Having settled this
point, we shall be in a position to form a general
estimate of the benefit which may thence accrue to us.
Meanwhile, however, I may, in conclusion, point out
the mode in which the advantages incident to the mone-
tary position we shall occupy are likely to be realized.

And here it may be well to call the reader’s attention

* [Some evidence on the point will be found in the Appendix ; but the
inquiry here contemplated was never carried into effect. A very interest-
ing and carefully prepared paper on the subject, however, was read some
years later by my friend Professor Jevons before the London Statistical
Society, when I had the satisfaction to find that the results of his entirely
independent investigations to a very large extent corroborated the con-
clusions at which I had arrived, mainly by way of deduction from the
general principles of the science.]
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to the distinction, sometimes overlooked, between a fall
in the value of gold and a rise in the price of commo-
dities. A rise in the price of commodities, if general,
implies commonly a fall in the value of money; but,
according to the ordinary use of language, alike by
economists and in common speech, money would, I
apprehend, in certain circumstances be said to have
fallen in value, even though the prices of large classes
of commodities remained unaffected. For example,
supposing improvements to have been effected in some
branch of production resulting in a diminished cost of
the commodity, the value of money remaining the same,
prices would fall : if under such circumstances prices
did not fall, that could only be because money had not
remained the same, but had fallen in value. The con-
tinuance of prices unaltered would, therefore, under
such circumstances amount to proof of a fall in the
value of gold. Now when, in connection with this
consideration, we take account of the fact that over the
greater portion of the field of British industry improve-
ment is constantly taking place, it is obvious that the
mere movements of prices here, taken without reference
to the conditions of production, are no sure criterion
of changes in the value of gold.

The truth is, in a large class of commodities—in
all those to which mechanical or chemical inventions
are extensively applicable—even on the supposition of
a very great depreciation of gold, no considerable
advance in price is probable. Gold, for example,
might have fallen since the beginning of the present
century to the extent of 75 per cent.—that is to say,
four sovereigns now might be equal to no more than
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one sovereign at the commencement of the period—and
yet in a large class of manufactured goods no advance
in price would be apparent, the reduction in the cost of
production being in more than an equal proportion.
In ordinary times, agricultural operations escape in a
great degree the influence of industrial progress; but
within the last ten years—that is to say, since the
repeal of the Corn Laws, which nearly synchronized
with the gold discoveries—the spirit of improvement
has been as busy in agriculture as in any other depart-
ment of industry, and, in conjunction with importations
from foreign countries, has acted, and must for some
time at least continue to act, powerfully upon the price
of raw products in this country.

The depreciation of gold, therefore, may be realized
either in a corresponding advance of prices, or in the
neutralization of a fall which in the absence of depre-
ciation would have occurred ; but in whatever form it
may come to us, our gain or loss as a nation will be
the same, and will depend upon the condition I have
stated —the more or less rapid depreciation of our cur-
rency as compared with the currencies (convertible,
like ours, into gold) of other countries. Whether,
the conditions of production remaining unaltered, the
depreciation be indicated by a corresponding advance
of prices, or, those conditions undergoing improvement,
the fall in the value of gold merely operates in neutra-
lizing, as regards price, the effects of the cheapened
cost of commodities—in either case tke gold price of the
products of English labour and abstinence will rise. A
given exertion of English industry will reap a larger
gold reward than before; and foreign commodities not
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rising in price in the same degree, the larger gold
reward will indicate, over so muck of our extenditure as
is directed to foreign productions, a real augmentation of
well-being. As regards that portion of our expendi-
ture which falls upon the products of our own industry,
individuals and classes will, according to circumstances,*
be benefited or injured by the change ; but as a nation,
we shall neither gain nor lose, since here the increased
cheapness of gold will be exactly neutralized either by
a corresponding advance in price, or by the prevention in
the same degree of a fall which would otherwise have
taken place. It is in this way—by the increased com-
mand which she obtains over foreign markets by her
cheap gold—and not, as is commonly supposed, by
finding an outlet for her wares in California and
Australia, that England will benefit by the gold dis-
coveries. That outlet for her productions—were the
movement to stop here—however it might benefit
individuals, would for the country at large be an injury
and not a boon; it would deprive her of that which
might conduce to her comfort and happiness, and
would give her “abreed of barren metal ” in exchange.
But the movement does not stop here. The money
which she obtains from the gold countries, instead of
absorbing, like India or China, she employs in purchas-
ing the goods of other nations. It is in the enlarged
command which she acquires over such goods that her
gain consists, and it is thus that she indemnifies herself,
though at the expense of the nations who ultimately
retain the new gold, for the loss—the indubitable loss
—which she is called on in the first instance to sustain.
* On this point see gost, p. 147 ef seg.



IV.

ESSAY TOWARDS A SOLUTION OF THE
' GOLD QUESTION.

SUMMARY OF THE MOVEMENT. M. CHEVALIER’S
VIEWS.*

IT is now rather more than three centuries since the
conquest of Mexico and Peru by the Spaniards, and the
discovery of rich mines of the precious metals in those
regions, excited the cupidity of Europe and opened a
new epoch in human affairs. Of the numerous occur-
rences which conspired about that time to break the
spell of old ideas, and to carry the world rapidly over
the border line of medizvalism into the full movement
of modern civilization, this was certainly not the least
powerful. The subsequent depreciation of gold and
silver, and the revolutions in private property, though
the most conspicuous, were by no means the sole, nor
even the most important, consequences of that event.
The rage for gain — the awrz sacra fames—awakened
by the golden visions of the new Eldorado, hurried
across the Atlantic those numerous and daring adven-
turers who laid the foundation of the Transatlantic
states. The vast sums of gold and silver liberated

% The Edinburgh Review, July 1860.
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by their exertions supplied, and rendered possible, the
remarkable expansion of Oriental trade which forms
the most striking commercial fact of the age that
followed. Less directly, but still intimately, connected
with the same event, were the sudden growth and
temporary splendour of the Spanish monarchy, as well
as .its rapid decline; the establishment of the Poor
Laws in England; the financial embarrassments of
Charles I., which resulted in the Long Parliament and
the Revolution; and the rise and progress of British
maritime power. '

Once more after the lapse of three centuries, the
world has witnessed another great discovery of the
precious metals.” The auriferous sands and rocks of
California and Australia are as much superior, in rich-
ness and abundance, to those which rewarded the
industry of the Spanish adventurers, as these latter
were superior to all which had been previously known ;
and gold has now for eight years been pouring into
Europe in an exuberant tide of wealth beyond all
former experience. What, then, will be the result of
these Californian and Australian discoveries? and
how far will they resemble in their scope and influence
their prototypes of the sixteenth century ? These are
questions which, in the presence of such facts, cannot
but force themselves upon every thoughtful mind.

But since the epoch of which we have spoken—
since the day when the sparkling veins on the sides of
Potosi attracted the eye of the Indian shepherd—a
mighty change has come upon the world. Society in
all its constituents has been profoundly modified.
Commerce has grown to dimensions of which the
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merchants of the sixteenth century could have formed
no conception. The entire foreign trade of the greatest
commercial nation then in existence probably did not
much exceed that which is now carried on in a single
English or American port. The total tonnage of the
united galleons which constituted the Spanish mercan-
tile marine only amounted a century later, as we are
informed by Robertson, to 27,500 tons—little more
than the tonnage of the Great Eastern steam-ship.
Some of the most populous and wealthy communities
of the present day had not yet begun to exist; and the
whole quantity of the precious metals then in use was
probably less than that which now circulates in some
second-rate European kingdoms. The conditions
under which the experiment of the sixteenth century
was tried are no longer those with which we have now
to deal, and the precedents of that period may
therefore be thought to have little application to
the present time.

But, on the other hand, if we examine the details of
this change, we shall find that the facts of which it
consists are of a nature, in relation to the influence of
the gold discoveries, in a great degree to counteract
and neutralize each other; some of them tending not
less powerfully to enhance, and give increased efficacy
to that influence, than others tend to impair it. The
stability of trade has increased with the increase of
its mass; but, on the other hand, the agencies at our
disposal for acting upon trade have increased in a still
greater proportion. The quantity of the precious
metals now in existence may be twenty or thirty times
greater than when Columbus made his memorable
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voyage, and the difficulty of affecting their value may
be proportionably greater; but against this we have to
consider, that for one Spaniard who in the sixteenth
century engaged in mining, twenty or thirty English
or Americans are now thus employed, and that these
latter are equipped with means and appliances of pro-
duction far superior to any which their predecessors
could command: The area of commercial intercourse
has been greatly enlarged, and commercial relations
indefinitely multiplied : but not more so than the
means of locomotion and the facilities of postal com-
munication; while we have further to note, that
commerce possesses now, in the agency of credit, an
auxiliary to metallic money of wondrous potency,
which in the earlier period was entirely unknown.
Notwithstanding, therefore, the changes which have
taken place in the trade and wealth of the world, the
circumstances of the present time are not such as to
preclude the possibility of a recurrence of events
similar or analogous to those which the first American
discoveries drew after them. Those events were, as
we have said, of the greatest moment to mankind :
they included the rapid colonization of America by
European races; great and lasting changes in the
channels of trade; striking vicissitudes in the fortunes
of nations; and a monetary revolution the effects of
which have been felt in every quarter of the globe.
The precedents of history, then, no less than the
character of the facts, give to the Californian and
Australian gold discoveries an ‘interest of no ordinary
kind, and we have therefore to tender our thanks to
M. Michel Chevalier and his translator, for having
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brought to the notice of the public the momentous
questions which those discoveries involve. The sub-
ject indeed has not been entirely overlooked in this
country, but it has not yet been treated, either here
or elsewhere, by any writer whose opinions command
the same respect as those of M. Chevalier; and we
therefore welcome the appearance of his volume as
undoubtedly the most important contribution which
has yet been made to this discussion.

But, while we gladly bear testimony to the ability
and learning with which M. Chevalier has treated
this subject, and to the logical acuteness with which
he has dissected and expounded many of its pro-
blems, it certainly seems to us that he has failed to
seize fully the nature and the extent of the prin-
ciples which the increased production of gold has
brought into play. In the work before us, the dis-
cussion is confined to a single aspect of the gold
question—* the probable fall in the value of gold,”
and the effects of this on our pecuniary relations: to
another, and not less important view of the move-
ment—the changes which the new gold, by altering
the distribution of purchasing power in the world, may
produce in the movements of trade and the fortunes
of nations, changes of which some striking illustrations
have already been afforded,—to this aspect of the case
M. Chevalier scarcely alludes.

And yet the distinction on which it rests is real.*
If, to borrow the illustration of Hume, the world
should awake some morning, every one finding in his
pocket an additional sovereign, or (modifying slightly

* As has been shown in the preceding essays.
I
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the supposition) every one finding his money income
increased in some certain proportion,—such an occur-
rence would tend to lower the value of money, but
(unless so far as it affected fixed contracts) would not
alter the relative purchasing power of individuals, nor
therefore the distribution of commodities, nor the in-
terests of mankind. But if, instead of being dispensed
with this impartiality, the entire addition of new sove-
reigns should fall to the lot of a few persons, the
money incomes of the rest remaining as before, this
—supposing the amount of the addition to be in each
case the same—would tend, equally as in the former
case, to lower the value of money; but its effects
would not end here: while increasing the total
quantity of money, it would at the same time alter
the relative purchasing power of individuals—a result
which would be followed by a corresponding change in
the distribution of real wealth amongst them, and con-
sequently of general well-being. This view of the
case M. Chevalier has neglected to expound. He has
discussed with considerable fulness the effects of a
depreciation of money; but he has altogether over-
looked the results which may follow from a redistri-
bution of purchasing power over the world. We
have in the outset called attention to this incom-
pleteness (as we deem it) in his mode of treating the
gold question, because we think he has thus been led,
not only to omit from his consideration an interesting
range of topics, but to attribute to a depreciation
of money results which are due to a different cause.
The justification and pertinence of this criticism will
appear in the course of the following observations.
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The facts which form the ground for expecting
a fall in the value of gold are thus stated by M.
Chevalier. At the beginning of the present century
the quantity of gold which arrived every year to aug-
ment the metallic wealth of Christendom amounted, in
round numbers, to about 2,500,000/ sterling. By
the year 1848 this supply had increased to upwards
of 8,000,000/ ; the field of production having been
in -the meantime extended by the opening of new
mines in the Ural Mountains, and the discovery of
auriferous sands in Siberia. In 1848 the Californian
discoveries occurred, which were followed in 1851 by
those in Australia. The result of the whole has been
to raise the rate of production from 2,500,000/, the
annual yield at the commencement of the century, to
38,000,000/. sterling, the present annual yield ; being
an increase, as compared with that time, in the pro-
portion of 15 to 1, or, as compared with the period
immediately preceding 1848, of 5 to 1.

Or the facts of the case may be thus represented.
The region which, until the discovery of the mines
of Siberia, was the chief seat of gold production for
European nations, was America. Now the total quan-
tity of gold raised throughout the whole continent of
America during the interval from the first voyage of
Columbus to the discovery of the mines of California
—that is to say, during a period of 356 years—
amounted in round numbers to about 400,000,000/
sterling. At the present time (as has been stated
above) the annual supply has reached 38,000,000/
sterling. It thus appears that the civilized world
receives now in a single year nearly one-tenth of all

12
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the gold obtained in the principal field of supply
throughout the whole period from the discovery of
America down to the year 1848.

Or, once more, the altered conditions of producing
gold may be presented through the medium of the
average produce of a day’s work. M. Chevalier has
not furnished us with any standard with which to
compare the present rate of gold earnings, except the
returns of the gold-washers of the Rhine, which
scarcely afford a fair basis of comparison. We learn,
however, from Humboldt that, at the commencement
of the century, when he visited New Spain, the
Mexican miner, “ who was the best paid of all miners,”
“ gained at least from twenty-five to thirty francs per
week of six days.”* This would be equivalent to
from 3s. 6d. to 4s. 24d. a day of our money, which
amount, since the rate of wages in mining always
follows the average returns to mining labour,t we may
take as representing the average earnings of miners
at the commencement of the century. Now, accord-
ing to some authorities quoted by M. Chevalier, and
which are fully confirmed by statements which we
have seen, as well as by the current rate of wages
in the country, the average earnings of gold miners
in California at present are at the rate of nineteen
francs per man daily, equal to about 15s. 24. The
earnings in Australia he sets down at the same
amount ; but we are convinced that this is an over-
estimate. From official accounts, confirmed by pri-
vate information, we have no hesitation in saying

* “Political Essay on New Spain,” vol. iii. pp. 237—240.
T See ante, p. 23.
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that gold earnings in Australia at present do not
exceed on an average 10s. a day per man. Even,
however, reducing to this amount M. Chevalier’s
estimate, we have still an average produce for the
two countries of 13s. per man daily, a rate of return
nearly four times greater than that which was obtained
from the best mines of Mexico half a century since.
When, in connection with this fact, we consider the
greater accessibility —arising partly from political
causes, partly from the progress of the art of navi-
gation—of the present gold countries, the superior
enterprise and skill of the miners, and the larger
capital at their disposal, we may form some conception
of the immense increase which has taken place in the
world’s means of obtaining gold.

Such is the present state of gold production. But
before these facts can be made the data for conclusions
respecting the future, it is important to ascertain the
extent of our existing resources. What are the auri-
ferous capabilities of California and Australia, and of
those other regions from which gold is now derived ?
Will the golden tide now pouring in continue with
perennial flow ? or will it, after inundating us for a
while, suddenly disappear, like the Australian streams
whence it is extracted ? These are questions on -
which geology should be able to enlighten us, and
some eminent authorities in that science are of opinion
that the present extraordinary production cannot long
continue. We are reminded, that auriferous forma-
tions are for the most part superficial ; that the richest
deposits are those which lie nearest the surface; that
the countries which were once the chief seats of supply,
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as Spain and Lusitania, are auriferous no longer; and
that, consequently, in proportion to the energy and
skill with which the new gold fields are worked, will
be the rapidity of their exhaustion.

“ Judging from experience,” says Sir Roderick Murchison,
“all gold veins in the solid crust of the earth diminish and
deteriorate downwards, and can rarely be followed to any
great depth except at a loss in working them. Again, as
the richest portions of the gold ore have been aggregated
near the upper part of the original veinstones, so the heaps
of gravel or detritus resulting either from former powerful
abrasion, or from the diurnal wear and tear of ages, and
derived from the surface of such gold-bearing rocks, are, with
rare exceptions, the only materials from which gold has been,
or can be, extracted to great profit. These postulates, on
which I have long insisted, in spite of the opposition of
theorists and schemers, have every year received further con-
firmation, and seem on the whole to be so well sustained as
matters of fact, that the real problem we have now to solve is,
how much time will elapse before the gold of Australia is
finally riddled out of these heaps or basins, or extracted from
a few superficial veinstones?” *

And with respect to the prospects of quartz mining,
Sir Roderick adds :—

“So long as the miner is near the surface, these veinstones
will unquestionably repay the cost of working them. When,

* ‘“ Address to the Geographical Society, 1857,” pp. 453—455. In
referring to Sir Roderick Murchison’s opinion, it is proper to add that his
views respecting the practical results of gold mining have reference to the
state of mechanical science, as applied to mining operations, at the time
when ke wrote. In a note to the first edition of his “ Siluria” (p. 436), he
expressly guards himself on this point: “I would further guard any
nferences I have drawn from our previous state of knowledge, by saying
that my opinions were formed irrespective of the new discoveries in
mechanical science, crushing machines, &c. The improved application
of mercury may indeed liberate a notable quantity of ore from a matrix ot
apparently slight value, and thus set at nought the experience of ages.”
And see also the recent edition of the same work, pp. 489 7 seg.
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however, they are followed downwards into the body of the
rock, they have usually been found impoverished, either
thinning out into slender filaments, or graduating into silver
or other ores; so that these insulated thin courses of
auriferous quartz—mere threads in the mountain masses—
will soon be exhausted for all profitable purposes, when the
upper portions shall have been quarried out.” *

To this view of the case M. Chevalier opposes the
consideration of the vast extent of California and
Australia, and the great richness of the alluvium
which has been hitherto worked.

“ The conditions in which deposits are found in California
and Australia are such, that it is not a very sanguine
view to suppose that in each of these countries alluvial
ground will be found equal to 60,000 hectares of deposits
of a metre in thickness, and of the richness of 1 to 100,000”
(P. 65):
conditions which, he says, would give an annual yield
for each country of 16,000,000/ sterling for a hundred
years. We think it, however, more to the purpose to
quote the following passage from the report of Mr.
Selwyn, who lately conducted the geological survey of
Victoria, and who is referred to by Sir Roderick
Murchison as a competent witness. * The trap-plains,”
says Mr. Selwyn, “to the westward are very extensive ;
and there is every probability of gold deposits existing
underneath the trap over the greater portion of them.
The limit, therefore, to the period during which these
tertiary gold deposits of Victoria may be profitably
worked, may be regarded as indefinitely remote.”*
We may add, that the accounts received from practical

# « Address to the Geographical Society, 1857.”
+ “ Quarterly Journal of the Geological Society,” p. 534.
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persons in the gold countries are far from supporting
the opinion that the gold formations are extremely
superficial. On the contrary, we hear on all hands
of digging being carried on with profit at a very
considerable depth, ranging frequently from 100 to 300
feet below the surface, and of quartz veins improving
as they descend.* But, besides such statements,
which may not be free from exaggeration, there are
undisputed facts which it seems difficult to reconcile
with the theory of speedy exhaustion. For example,
the most extensive gold fields in Victoria are those of
Ballarat and Mount Alexander; they were amongst
the earliest discovered ; they have been worked with-
out intermission for eight years; and it is from them
that the principal portion of the Australian supply is
still derived.t Nor ought we, in estimating the pro-
spects of the future, to overlook the probability of
improvements in the means of production. The
modes of extraction at present in use are generally of
a very crude description. Frequent interruptions of
work occur from want of water; and, though this
obstacle has been overcome in California by the
erection of extensive water-works, this obvious remedy
has still to be applied in Australia. There is thus
great room for improvement in the business of pro-
ducing gold, and, with Anglo-Saxon enterprise and

* See “Further Papers relative to the Gold Discoveries,” presented
to Parliament, February 1856, pp. 47, 48, 56. See also Westgarth's

Victoria,” pp. 178, 185; Seyd’s “California,” pp. 30—44; and Z¥mes,
February 16, 1858, San Francisco Correspondence.

T The Brazils also furnish instances of gold fields which have main-
tained their productiveness for a long period, as well as (as Sir Roderick
Murchison admits) of *successful subterraneous mining,”
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intelligence directed to the task, we cannot doubt that
improvement will be effected. On the whole, if we
might venture an opinion respecting a matter on which
we make no pretension to practical knowledge, we
should say that, in speculating upon the auriferous
resources of the new gold countries, too implicit a
reliance has been placed on mere experience. It is
admitted that the detritus of California and Australia
greatly exceeds in richness any auriferous material
hitherto known : why then may it not exceed any
former material in extent as well as in quality ? The
history of gold digging in those countries up to the
present time, and the accounts we continue to receive
from a succession of travellers of the great auriferous
tracts which are still untouched, certainly afford ground
for this presumption; and we are therefore disposed
to concur with M. Chevalier in the opinion, that the
present extraordinary supply of gold is likely to be
continued for, at least, some considerable period.

We assume, then, that the present production of
gold will continue; and what we have now to con-
sider is the probable effect of this upon the value of
the metal. The tendency of an increased production
of any commodity is to lower its value, and this
tendency will be realized in fact, unless the demand
for the commodity at the original value increase in a
corresponding degree. On the supposition, therefore,
that the production of gold continues at its present
rate, the maintenance or decline of its value will
depend upon the extension which may contempo-
raneously take place in the means of employing it
This is the position of M. Chevalier, and it is one
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which will, we believe, be accepted by all competent
reasoners as the true ground on which the question
should be argued.

By those who deny the probability of an impending
fall in the value of gold we are reminded of the
numerous circumstances which are likely to occur to
occasion an increased demand for it. We are told of
the extraordinary rapidity with which cosmopolitan
commerce is now expanding; of the increased require-
ments for money incident to an increase of population;
of enlarged consumption of gold in plate, jewelry, and
decoration; of countries now circulating inconvertible
paper which will soon adopt a metallic standard; of
the loss from hoarding and shipwrecks; of the loss
from “wear and tear;” and of other possible purposes
and occasions which may create a need for an increased
supply of gold. These various requirements, it is
maintained, will generate a demand for the new metal
as fast as it is sent forth from the mines, and will
thus prevent any fall in its value. This argument
M. Chevalier has met by a comprehensive review
of the various incidents here enumerated, in which
he endeavours, by a careful analysis of the facts
of each, to estimate the probable amount which it
may be able to absorb. The result of this inves-
tigation is the conclusion, that the utmost quantity
which can be disposed of in the modes suggested,
after allowing in the most liberal manner for every
contingency that may arise, will not at the end of
ten years exceed 1,275,000 kilogrammes of gold, or
about 178,000,000/ sterling. On the other hand, on
the supposition of the present rate of production
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continuing, the increase of supply at the end of ten
years will not be less than 2,500,000 kilogrammes,
-or 350,000,000/. sterling. The result of the com-
parison carried over a period of ten years is thus
to show an increase in the supply of gold greatly in
excess of the probable requirements of the world
at its present value; the inevitable consequence of
which, as M. Chevalier contends, must be a general
fall in the value of the metal. Such is the conclusion
of this eminent economist—a conclusion full of warning
to this and every other civilized community, and which
has been adopted certainly on no slight or unconsidered
grounds. For the extensive and interesting array of
facts and reasonings by which this opinion is supported,
we must refer our readers to M. Chevalier’s volume.
We shall confine ourselves here to some remarks on
those branches of the argument which appear to us
of most importance.

And here, before engaging in the discussion, it may
be well to enter a caveat against an ambiguity of
language which has introduced much confusion into
popular reasonings upon this subject. We allude to
the expression so frequently used in the controversy—
“a demand for gold.” With reference to this phrase,
it must always be understood that the demand spoken
of is a demand af some given value of the metal; since,
without this qualification, an inquiry into the probable
extension of the demand for gold would be an inquiry
without an object, and indeed destitute of all signifi-
cance. There can be no doubt that the increased
supplies, however great, will find a market somehow,
and be absorbed in the commerce and consumption
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of the world ; but the question is, #pon what conditions?
upon the condition of retaining its value as at present,
or of submitting to a reduction ? 1600 millions sterling
of gold and silver have been supplied to the world by
America since the time of Columbus, and this vast
amount has been absorbed; but observe upon what
terms. On the terms of a fall in the value of silver
in the proportion of 6 to 1, and in that of gold of
4 to 1.* “The present essay,” therefore, says M.
Chevalier, “is not written to prove that this extra-
ordinary production of the precious metals cannot be
employed on any terms, which would be absurd,” but
to prove that it cannot be absorbed consistently with
maintaining its present value in relation to other com-
modities. “ Mankind is not rich enough, nor will it
soon be, to pay at so dear a rate for so large a mass.”
Such is the question to be solved; let us now consider
some of the facts on which the solution depends.

Of the numerous causes which have been suggested
as likely to afford a vent for the new gold, none seems
at first sight to present so large a field for absorption
as the expanding dimensions of commerce; and yet
there is none on which so little expectation in this
respect can be legitimately founded. The expansion
of general commerce in the last half-century has indeed
been cnormous. In the United Kingdom, in the
United States, throughout the continent of Europe,
in California and Australia, even in India and China,
the progress has been rapid beyond all precedent.

* These are M. Chevalier'’s estimates. We are inclined to think they
are excessive, but they are used here merely in illustration of the principle
in question,
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This rapid expansion, moreover, has been more espe-
cially remarkable during the last ten years, and the
causes of it (among which the adoption of a free-trade
policy by this country must be considered the prin-
.cipal), so far from having exhausted themselves, are
not considered as having yet yielded more than their
first-fruits. Instead, therefore, of any slackening of
commercial progress, we have rather to look for an
acceleration of its pace. The wealth of the world is
thus rapidly increasing, and the augmented wealth, it
is urged, will require for its circulation a medium of
exchange proportionately large. Here, then, is a field
for the new gold of almost boundless extent. Here
is an outlet into which the rising tide may flow off
without any danger of surcharging those channels of
circulation which are already full.

To this argument we might object, that the increase
of international transactions (by which it is customary
to estimate the progress of trade), although it always
indicates an increase in the elements of real wealth,
by no means indicates a corresponding increase, still
less a corresponding increase in the wvalue of such
elements, or therefore in the need for a circulating
medium. But, without entering into the somewhat
complicated considerations connected with this point,
and admitting, as we do, the probability of a consider-
able increase in the requirements of the world for a
circulating medium, the question remains, Is gold the
material by which such requirements will be met?
M. Chevalier contends, and we think with good reason,
that it is not. The proportion of the trade of the
world which is carried on with metallic money is daily
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diminishing, and constantly tends to diminish ; and the
probability is, that the future expansions of trade will
be chiefly supported, not with coin, but with those
contrivances of credit and of paper currency, the
immense advantages of which over metallic money we
have already learned to appreciate.

Few persons, who are not practically engaged in busi-
ness on a large scale, have an adequate conception of
the extent to which credit expedients of one kind or
another are now employed in the conduct of commer-
cial affairs. In the principal commercial countries it
may with little exaggeration be said, that the great
wholesale transactions of trade are effected exclusively
through this medium. Perhaps the most striking ex-
ample of what can be accomplished by this means is
afforded by the London Clearing House—the insti-
tution in which the accounts of the London bankers
are daily settled.

“In 1839 this establishment had already attained such
efficiency that for the annual liquidation of 950,000,000/
sterling, or 3,000,000/ daily, it only required, on an average
each day, 200,000/. in sovereigns, or rather in bank-notes.
At present, with a mass of transactions amounting to
1,500,000,000/. or 2,000,000,000/. sterling annually, instead
of a proportionate addition to the 200,000/ required for
the daily balance being necessary, not a shilling is wanted ;
the Clearing House now dispenses completely with the
use of bank-notes; all is settled by the transfer of sums
from one account to another in the books of the Bank of
England.” (P. 84.)

To such perfection has the system of credit been
brought in this country. But, to appreciate the full
force of the argument founded on the resources of
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credit, we should consider that, besides the field opened
for its employment in the future expansions of trade,
a large one exists in much of that which is now carried
on. In Great Britain and the United States, the use
of credit may indeed be thought to have reached its
maximum; but this cannot be supposed of other por-
tions of Europe and America, and still less of the vast
communities of Asia. In Indi, though more than a
century under British rule, the advantages of credit,
as a medium of exchange, are only beginning to be
understood. The circulation of bank-notes is exceed-
ingly limited, and is still confined to some of the
Presidency towns ; cheques, by which so large a portion
of the business of this country is carried on, are but
slightly used; and the great mass of transactions is
effected by a transfer of rupees bodily in every sale.
The magnitude of the transactions conducted in this
manner may be estimated by the fact stated by Sir
Charles Napier, that the escort of treasure consti-
tuted one of the severest duties of the late Bengal
army; from 20,000 to 30,000 men being constantly
occupied in this manner. The quantity of the precious
metals employed in thus carrying on the internal
traffic of India has been variously estimated between
150,000,000/ -and 300,000,000/ sterling. But this
state of things is evidently not destined to be of
long continuance. Mr. Wilson’s recent minute gives
grounds for believing that the Indian Government
are alive to this subject, and that India will soon
enjoy the advantages of an effective paper system.
Such an event cannot fail to be attended with im-
portant consequences on the trade and industry of
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that country; and among these consequences we may
expect this, that, instead of requiring, as now, con-
tinuous large additions to her present enormous stock
of metallic money, she will not only be enabled to
dispense with these, but will find it for her interest to
part with a large portion of what she now employs :
the coin thus liberated will form a new tributary to
swell the increasing supplies, and the influences tend-
ing to depress the ‘value of gold will be increased.
These observations apply to the wholesale transac-
tions of commerce : they are not, in the same degree,
applicable to the retail dealings of individuals. We
say, not in the same degree, because they are applicable
to a certain extent even to them. Amongst the upper
and middle classes, at least in this country, the practice
is becoming every day more general of paying private
accounts through the medium of bankers’ cheques, in
which way retail transactions, in the aggregate of very
large amount, are settled without the employment
either of bank-notes or of metallic money. This prac-
tice, however, is confined to that comparatively limited
portion of society whose private dealings assume
dimensions sufficiently large to render the employment
of credit convenient. For the mass of the population,
who live mostly from hand to mouth, and whose
dealings are on a very small scale, credit accounts are
obviously unsuitable, and their purchases are accord-
ingly effected almost wholly with coin. In this depart-
ment of business, therefore, we find a field for the
employment of gold which credit cannot well occupy,
and which will increase with the increase of population.
It becomes, therefore, important to ascertain the extent
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of the outlet which may be afforded in this direction
for the increasing supplies.

With a view to this, M. Chevalier has instituted a
comparison between the rate at which population is
now advancing and that at which gold is increasing ;
the result of which is to show that, while population
in civilized countries is advancing at the rate of one
and a half per cent. per annum, gold—at least that
portion which goes into general circulation —is increas-
ing by more than 10 per cent. per annum.* Or, to
put the same point differently, that while to satisfy
the requirements of population an annual production
of 3,000,000/. would be sufficient, the amount actually
applicable to this purpose will, supposing the present
scale of production to continue, not fall short of
20,000,000/. annually. It would seem, therefore, that
the mere growth of population promises but an inade-
quate market for the new gold. And this conclusion
is further confirmed by the fact, of which M. Chevalier
reminds us, that in the dealings of the masses the metal
which is principally employed is not gold, but silver or
copper. The lowest gold piece in this country is
worth ten shillings, the lowest in France is worth four
shillings, and the inconvenience which would result
from a smaller coin sets a limit to further reduction.
It is, therefore, among a portion only of the working
classes—those whose purchases are sufficiently large
to make the use of such coin possible—that gold
circulates at all, or can be expected to circulate ; and
this circumstance, he argues, must reduce within very

- * This proportion is not given by M. Chevalier, but may be deduced
from his statemeants.
K
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narrow limits the field for its employment in this
direction.

These considerations would seem to settle the
question, so far as the requirements of the masses are
concerned. Nevertheless there is an element of the
case, not included in M. Chevalier’s reasonings, which
leads us to assign greater importance to this applica-
tion of the new gold than the facts which he has
stated would seem to warrant. The industrial history
of Great Britain since the gold discoveries supplies us
with a fact but little in accordance with the above cal-
culations ; the fact, namely, that since the year 1851
the population of this country, which at the utmost
has not increased in the interval by more than 10 per
cent., has absorbed into its retail circulation (according
to the best estimate which we have been able to form)
an addition to its gold currency of not less than 40
per cent.*—an addition which, though not wholly
unaccompanied by an advance of prices, has not been
productive of any effect in this respect commensurate
with its amount. Now to what are we to attribute this
anomalous circumstance ? How are we to explain the
fact that the gold currency of this kingdom has in-
creased in a degree entirely out of proportion to
the apparent requirements of its population, witkout
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