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TILE

ELEMENTS OF BANKING.

CHAPTER L

1. Banking is a department of the great Science of Tco-
Nomics, which is the Science of Exchanges, or of Commerce in
its widest extent.

The word Econoyics is derived from the Greek olrog, which
is the technical texm in Attic law for Property of all sorts and
descriptions, whatever its nature be, and »dpoc, a law. Hence

the word Fconomigs means. the, Science which treats, of tha. Lawe.
which govern ¢ the relations of Xxchapgeable Quan L;t;é!g.

Banking, as will be explained more fully herealter, is_that
depnrtm(,m of the Scicnce of Fconomics which treats of the
exchanges of Money for Credit, and of Credit for Credis.

On the Definition of Wrarmi, or an EcoNomMic QUANTITY.

2. Aristotle says:—* We call WrarLTa everything whose value
is measured by Money,” or rather, we may say everything which
is exchangeable, as Money itself is an Exchangeable Quantity.

Aristotle’s definition of Wealth is now generally accepted by
modern Kconomists as the true one, thus Mi — Bvery-
thing forms therefore a part of Wealth whmh has power of
purchasing * In theso pussages we find what the fundamental

B,

‘



2 TIE ELEMENTS OF BANKING.

general conception of Wealth is—it is anything whatsoever,
whatever its nature be, which is exchangeable—which may
be bought and sold—everything which can be exchanged repa-
rately and independently of anything else.

The only criterion, then, of anything being Wealth is—can it
be valued? Can it be bought and sold? Can it be exchanged
separately and independently of anything clsc?

This criterion way seem very simple, and it is now gencrally
adopted as the true one; but in fact to apply it properly, to
discern what is and what is not, separate aml independent
exchangeable property, requires a thorough knowledge of some
of the most abstruse branches of Law and Commerce.

On the Three Species of WraLtH, or Economio
QUANTLTIES.

3. Having, then, obtained a good general idea or funda-
mental conception of Wealth, or of an Economic Quantity, we
have now to consider how many distinet orders of Quantities there
are which satisfy this definition.

‘MMY - 1. There are maferigl thi like land, houses, cattle, corn,
timber, money, and innumerable other things of that nature,
which everyone admits to be Wealth.

2. A person may sell his Labour or scrvices in many capaci-

. ties, as a ploughman, a bricklayer, artisan, advocate, physician,

L,&r'w‘e engineer, professor, etc.,, and when a man sells his Labour for
Money, its Value is measured by Money as precisely as if it wore
corn or timber. Hence Labour is Wealth by Aristotle’s definition.

8. There is, besides, a third order of Quantities which can be

v «  bought and sold. Ifa person had 100,000L of Bank of England

s, |rmnotes, or if he had a million of money, as is commonly said, in

LA™ the Funds, or in shares of the London and Westminster Bank,
he would be considered wealthy. These things, therefore, are a

‘ the.y are bought and sold for money; therefore thoy satisfy
! Aristotle’s definition of Wealth, They are, however, merely

sbstract Rights: and there are many other kinds of Rights which

\ form of Wealth, distinct no doubt from the other two, but yot .



THREE SPECIES OF WEALTH. 3

may be bought and sold, such as Copyrights, Patents, the Good-
will of a business, an Advowson, etc. All these are mere
abstract Rights, quite separate and distinet from any particular
money, and yet they are all valuable Property—they may all be
bought and sold—and, therefore, they all satisfy Aristotle’s
definition of Wealth.

We have therefore found three distinet orders, or species, of
Quantitics which satisfy Aristotle’s definition of Wealth; and
reflection will show that there is nothing whatever which may
be bought and sold which does not fall under one of these three
orders of Quantities: either it is material: or it is some kind of
Labour: or it is an abstract Right. Hence there are three orders
of quantities, and only three, which satisfy Aristotle’s definition
of Wealth, which may be symbolised by the words %%ggg,
LaBour, and Crepir—Moxey being taken as the type of all
“iaterial and corporeal things; Lanour as the type of services of
all sorts; and Creprr as the type of Rights of all sorts; and all
exchanges, that is all commerce, consist of the cxchanges of
these three orders of Quantities.

That all material things which can be bought and sold are
now admitted to be Wealth is so well known that we need not
waste time in proving it.

All modern Economists since Adam Smith admit that the
abilitics, skill, energy, capacity, character, and personal (ualities
of the people of a country are Wealth—because they can Luy and
sell their use, and make an income by their exertion.

Smith enumerates as part of the Wealth or fixed Capital of a
sountry, ¢ the acquired and usoful abilities of all the inhabitants
or members of the society.  The acquisition of such talents, by
the maintenance of the acquirer during his education, study, or
apprenticeship, always costs a real expense, which is a Capital
fixed and realised, as it were, in his person.  These talents, ag
they mako a part of his fortune, so do they likewise of that of
the socicty to which he belongs.”

So also Say says —*¢ [1e who has acquired a talent at the price
of an annual sacrifice, enjoys an accurulated Capital, and this
Wealth, though immaterial, is nevertheless so little fictitious,
that he daily exchanges the exercise of his art for gold and

B2
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ailver.”—*Since it has been proved that immaterial property such
as talents and acquired personal abilities, form an integral part
of social Wealth.” .

Senior also says:—“If the question whether ;wrso'rml q}mhm:s
are articles of Wealth had been proposed in clussical times it
would have been too clear for discussion. . . . They perish
indeed by his death, and may be impaired or destroyed by
disease, or rendered valueless by any changes in the custom of
the country which shall destroy the demand for his mm:ium;
but subject to these contingencics, they are Wealth, and Wealth
of the most valuable kind. The amount of revenue dorived
from their exercise in England far excoeds the rental of all the
lands in Great Britain.”

So also :—* Even in our present state of civilisation, which
high as it appears by comparison, is far short of what wmay be
eagily conceived, or even of what may be confidently expeeted,
the INTELLECTUAL and MoraL CaprrtAL of Great Dritain far
exceeds all the Material Capital, not only in importance, but in
productiveness. The families that receive moere wages prohahly
do not form a fourth of the community; and the comparatively
larger amount of the wages even of these is principally owing to
the capital and skill with which their efforts are assisted and
directed by the more educated members of the rociety, Thowe
who receive mere rent, even using that word in its lurgest sense,
are still fewer; and the umount of rent, like that of wages,
principally depends on the knowledge by which the gifta of
nature are directed and employed. The bulk of the national
revenue is profit, and of that profit the portion which is merely
interest on Material Capital, probably does not amount to one-
third. The rest is the result of PErsoNaL Carrrar, or, in other
words, of education.”

So Mill says :—* The skill and the energy, and the perse-
verance of the artisans of a country are reckoned part of ita
Wealth no less than their tools and machinery.” And why not
the skill and energy and the perseverance of other classes as well
as artisans? He also says:— Acquired capacities which exist
only as a means, and have been called into existence by labour,
fall exactly as it seems to me within that designation.”
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Now the skill, energy, character, and abilities of the people \
of a country may be used as Wealth in two ways, as we shall g'+¥e - <
show at greater length hereafter : the one by their direct exer- ”
cise in rendering some service which is termed Labour; and
secondly, by purchasing commodities, with the view of sclling
them again with " profif, by means of a ProMisE To PAY out of
the future profits, WhiCh is termed Creprr. It is with the latter
methiot-of -utilising personal qualities that we are 'qhyivéﬂyﬂng'gp,-
cerned in this work. T
" W now come to the third species of Economic Quantities—
namely, RigHTs.

It is laid down as a fundamental definition in Roman.law—

“Under the name of Wealth (Pecunia) not only ready money,
but everything both immovable and movable, both corporeal
and Risrers (Jura), are included.”

And there are several other passages expressly declaring that
Rights are included under the term © Res’ and ¢ Bona,” or goods
and chatiels ; we may quote one from Ulpian :—

“We are accustomed to buy and sell Deprs payable on a
certain day or at a certain event. For that is Wranrn which
may be bought and sold.”

So Sir Patrick Colquhoun, in his “ Summary of the Roman
Civil Law,” says—‘“The first requisite of the consensual contract
of emptio et venditio is a Mrrx or object to be transferred by
tho seller to the buyer, and the first great requirement is that it
should boe & commercio, that is, capable of being freely bought
and gold.  Supposing such to be the case, it matters not whether
it be an immovable or a movable, corporcal or incorporeal,
existent or non-existent, certain or uncertain, the property of
the vendor or another: thus a horse, a Ricur oF AcTION, servi-
tude, or thing to be ucquired, or the acquisition whereof depends
on chance.

“ A purchaser mav buy of a farmer the future crop of a
certain ficld. Wine which may grow the next year in a certain
vineyard may be bought at so much a pipe, or a certain price
may be paid irrespective of quantity or quality, and the price
would be due though nothing grew, or for whatever did grow.
In the second case the bargain is termed emptio spet, and in the

N
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drst and last emptio rei sperate, which all such bargains are
presumed to be in cases of doubt. .

“The cession of a Riant or Action heing legal in the Roman
law, the RicaT of A to receive a debt due by B may be sold
to C.”

Thus we see that a RigHT 0F ACTION—which is, na we
ghall show hereafter, what is termed a Crepir or a Dunr in Law,
Commerce, and Economics—is expressly included under the title
Wealth, Goods, and Merchandise, in Roman Law.

It is exactly the same in every system of Law. It isone of
the elementary principles of law that a Rianr oF Actioy is a
species of Property. Thus Mr. Williams says:—* Choses-in-
action having now become assignable, became an important kind
of personal Property.”—“ A legal chose-in-action coustitutes a
valuable personal Property.” So also Mr. Justice Byles, in
speaking of Bills and Notes, which are Rights of action recorded
on paper, says :— This species of ProPERTY 18 now in aggregate
value inferior only to the land or Funded Debt of the kingdom.”
This sentence was written more than forty years syo, and we
may safely agsert that the mass of Crevrr in cireulation at the
present time greatly exceeds the Funded Debt.  So also a Riaur
oF AcrtioN is included under the term ¢ goods and chattels” or
“effects” in an Act of Parliament.

We have said enough now to show that a Riaut oF Acriox,
or a Credit, or a Debt, is included under tho title of Wealth,
Goods and Chattels, Property, or Merchandise, hecausa it may be
bought and sold, in every system of law. As we shall have to
explain the nature of this species of property at greater longth
hereafter, we shall say no more about it here, 8o as not to By
the same things twice over. All that we want to impress upon
the reader at present is, that Riants of all sorts are a distinet
order of Wealth or Exchangeable Quantitics,

4. Hence there are three distinct orders of Exchangeable
Quantities, or Wealth, as it is technically termed, which may be
typifisd by the terms Monuy, Lasour, snd Crepyr: and all
Exchanges, that is, all Commerce, consist in the exchanges of these
three orders of Economic Quantities. Hence it is easily seen that
there are Six different kinds of Exchange or Commerce—
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1. The exchange of a material product for a material product:
such as so much money for so much corn, timber, books, furni-
ture, etc.

2. The oxchange of a material product for a service or
labour: as when a person’s labour is paid for in money or any
other material product.

3. The cxchange of one kind of service or labour for another
kind of service or labour. '

4. The exchange of so much labour or service for a Right of
action, or a Credit: as when labour is paid for in Bank Notes,
Cheques, ete.

5. The exchange of a material product for a right of action,
or credit: as when money or merchandise is exchanged for a
bank note, cheque, or any form of credit.

6. The cxchange of one Right for another Right: such as
when a banker buys one Right of action, such as a Bill of Ex-
change, by creating another Right of action, either in the form of
his own Notes or by means of a Credit in his books.

These Six species of exchange comprehend all commerce in
its widest oxtent, and in all forms and varieties; and they
constitute the great Science of Hconomics, or the Science which
treats of the oxchanges of property.

varietics, the business of Banking consists in two_oply,.abich,

Qut of all these Six specics of exchange in their different ha \ b
s E & e

are included under the two last species above enumerated. It .

[ “"i‘? { -

congixts in the exchange of—

1. Money for Rrgurs of ActioN, ox CrbIT, or DEBTS.

2. One Rigur of Acrion for anothor Riexr of Action, or of
one kind of Griprr, or Dipr, for another kind of Crepir, or DEBT.

And it is this department of the complete science of Economics
which is the subject matter of this work.

On the Mewnimg of the Word Prorrrry.

5. Having thus found that there are three distinet species of
Exchangeableor Teonomic Quantitics, typified by Money, Lasour,
and CREDIT, our next object is to find a general term which will

1




\

8 THE ELEMENTS OF BANKING.

include them all, and this general term we shall find in the
word Prorerty. And when we understand the meaning of the
word PropErTY, we shall find that it will throw a fload of light
over the whole of Economic Science, and in fact it is wholly
impossible to understand the science of Banking without it.
Most persons in modern times, when they speak or hear of
Property, think of some material things, such as money, houses,
lands, corn, timber, cattle, etc. But that is not the true mean-
ing of the word Property. PROPERTY in its true and original
sense is not a material thing, but the Riaur to something.™ ™"

T5 The times of early Roman jurisprudence the absolute owner-

& W}""ﬁgp in anything, as well as the thing itsclf, was called Manei-

pium, because it was supposed to be acquired by tho strong
hand, and if not kept with a very firm grasp, would probably he
lost again.

As civilisation advanced, the ownership of things was held to

#be centred in the family or Domus; but the head of the house

et

“alone exercised all Rights over it; hence this Kyt was called
Dominium; no other member of the family could have any
individual Right. Dominium was then adopted in Roman law as
the term for the absolute ownership of anything,.

Afterwards, in the days of the early emporors, the extrome
rigour of the patria potestas was relaxed, and the individual
members of the family were allowed to have oxclusive Rights to
things; and then this right was called Propusras, beenuse it
was restricted to the individual, and excluded overy one elso.

“Dominjum id est Proprictas,” says Neratius, a jurist of the age
of Trajan and Hadrian.

Proprietss in Roman law, therefore, mean i, or &
person’s Right to something, ﬁ'ht’exclusively of any one clse. We do
not believe that the word Proprietas in Roman law was over
applied to the things themselves.

The word Property was always used exclusively in this
sense by early English writers. Thus grand old Wyeliffa says:
. “They made Property of ghostly goods, where no Property :;my

be; and professed to have no Property in worldly goods, where
alone Property is lawful.” So Baggn invariably uses Property to
mean the Right to a thing. He says one of the wuses of the



PROPERTY IS A RIGHT. 9

law, “is to dispose of the Property of their goods and lands.” He
explains the various methods by which “ Property in goods and
chattels may be acquired.” So he speaks of the  Interest or
Property of a timber tree.”

And we might multiply examples to any extent, which, how-
ever, would be superfluous.

Property, therefore, in its true sense, means solely a Righ
Interest, or Owne ..aud consequently to cull goods or material
things Property is as great an absurdity as to call them Right, [~ i
Interest, or Ownership. &?‘%‘P A

To call the goods themselves Property is comparatively speak- .
ing a modern corruption, and we cannot say when it began. s

Many words in English law which are usually supposed to
mean things, in reality mean Rights to things. Thus an

payments, and is quite separate {rom the money itself; the
Funds are Rights in the persons of the creditors of' the nation to
demand a serios of payments from the government. 1ithes are
not the actual produce of the earth rendered, but the Right to
demand them.  JZeatds not the sum actually paid for the use of
lands, houses, cte., but the Right to demand a payment for their
wse. A Debt is not the money owed by the debtor, but the
Right t5 Jomand it from him, and so on in many other cases.

Thus when we speak of landed Property, house Property,
rcal Property, personal Property, literary Property, funded Pro-
perty, wo mean Rights to land, Rights to houses, Rights to realty,
Rights to personalty, Rights to payments from the nation, Rights
to the prolits of literary works, and so on.

6. Many eminent jurists have observed that jurisprudence
has nothing to do with the things themselves, but only with the
Rights to them. Thus when a person has damaged any goods
helonging to another person, it is not for the actual damage done
to the goods that an action lies; but for the injury done to the
porson ; that is for the infringemont of his legal Right (dnjuria),
to the enjoymont and use of the goods. If th
no porson there is no injury and no Right of action.

Tt 18 procively the same in Economics; it has nothing to do
with material substances, but only with the Kights to them, and
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with the Exchanges of those Rights. And the object of the
science of Hconomics is to investigate the laws which govern
_ the proportions in whick these Rights will exchange for each
other. .

7. Property, then, being clearly understood to be a Right,
there are two_classes of Property which are the subject of sale
or exchange with which we are concerned in this work :

g 1. There may be Property in some material physical sub-
stance which is already in existence, and which has alrcady come
into the possession of the proprietor, such as lands, houses,
furniture, money, etc. These things are in a complete state of
existence. This species of Property is called in English and
Roman law Corporeal Property, because it is the I’roperty, or
Right in some specific matter. Ience this species of Property is
usually called Corporeal, or Material Property, or Corporeal, or

~ail Material Wealth.

@_\_g/ 2. We may have a Property or Right wholly severed and
separated from any specific corpus or matter in possession. It may
not even be in existence at the present time; or it may be
some one else’s Property at the present time, and only come
into our possession at some future time.

Thus those who possess lands, cattle, fruit troes, ete., bave
the Property in their future produce. Now though the produce
itself will only come into existence at a future time, the Property
or Right to it, when it does come into existence, is prosent, wnd
may be bought and sold like any material Property.

So we may have the Right or Property to demand a sum of
Money from some person at a future time. That sum of Money
may no doubt be in existence, but it is not in our possession; it
may not even be in the possession of the person hound to pay
it. It may pass through any number of hands, and offect uny
number of exchanges before it is paid to us. But yet our
Property to receive it is present and existing, and weo may soll
and transfer that Property to any one else for Money,

A landlord Jets a house to a tenant. In exchange for the
Right to use the house the tenant gives the landlord the Right to
demand a series of payments every three months. This Right is
the Rent. Now though the tenant will only make these pay-
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ments at definite future intervals, and no one can tell where the
actual money is which will be paid, or how many hauds it may
pass through before it is paid, yet the hindlord's Right to demand
them is present, and he may sell and transfer that Bight to any
one else.

So if & merchant solls goods to a trader in exchango for his
Promise to pay three months after date, that Promise to pay is
a Right or Property which may be bought and sold, though no
one can tell where the money is which will pay the debt,

The state requires a sum of money for tome public purpose :
in exchange for a sum of money paid down, it agrees to
give its creditors a perpetual Annuity, or Right to demand a
certain sum at fixed times for ever.  Now no one can tell whern
the money is which the state will pay at these future times, It
may not even be in existence at the present tine, it may he stifl
in the mine.  Bat the Rights of the creditors to demand these
paywments are prezent and existing, and may be bought and wold
like any other matorial property, These Rightwwre called the Fands,

This species off Property, or alutyaet Right, wholly supmtitud
fmm any specific carpus or matter, i in Roman and Fplish
laW Gl Teorioreal’ ’Pmpm t)

T Property may Be hought and sold, trans-
ferred or exchangod, and therefore is called Pecunia, Nes, Lona,
Mera.

8. Theve are many kinds off Corporeal Property and many
kinds of Inearporeal Property, hut the only Lind of Corporeal
Property with which we are concerned in thin work is Maoney,
and the only kind of Ineorporeal Propeety we are eonceruel with

is the Right to demand a s of money from some peraon, Thiv
kind of Ineorporeal Property s, as we shall afterwards show,
tarmed Cueprr or I)lm‘ in Law ‘»nnunv'cm, aned Beonomies,
The busi L sively in the exchange

of Monay for Credity and of Crodit fur Credit.

i s T SR

Deofiviteon of Vanun.

9. If at any timo any Keonomic Quantity, A, can be «x.
shanged for any other Eeonomic Quantity, B, then the Quantity A
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is termed the VALUE of B, and B is similarly termed the VALUE of

A. Now aseach of the three species of Economic Quantitics may

be exchanged for either of the others,any Quzmtif-‘y may have value

in terms of the others. Suppose that at any time 1 oz of gold

will exchange for 15 oz. of silver, then it ix said 1 oz of gold is

of the VALUE of 15 oz. of silver, which is simply this equation :—
1 oz. gold = 15 oz silver.

Hence Value may be said to be the sign of equality between
any two Beomomic Quantities. As Aristotle says :— Now the
term Va 2 in reference to BXTERNAL (Goovs.”

So it is said in Roman law:— L%he VaLUE of @ thing is what
it can be sold for.”

We have then this definition—

The VALUE of any FEconomic (Quantity is any 0THER Econumic
Quantity for which it can be exchanged.
~—Hénce any Economic Quantity has as many Values as Quanti-
ties it can be exchanged for: and of course, if it can be exchanged
for nothing, it bas no Value. This shows that there cun b ne
such thing as absolute Value, or universal Value, boenuse there in
nothing probably which can be exchangod universally throughont
the world.

Value, therefore, by the very definition, like distance or an
equation, requires two objects. We cannot gpealk of absoluta or
intrinsic distance, or equality. A singlo object cannot he distant,
or be equal. If we are told that an object is distant, or equal,
we immediately ask—Distant from what? or equal to what?
So it is equally clear, that a single object cannot have walue.
We must always ask—Value in what? And it is clear that, ns
it is absurd to speak of a single object having absolute or in-
trinsic distance, or having absolute or intrinsic equality; so it
is equally absurd to speak of an objeet having absolute or
inirinsic Value.

This must suffice here for the definition of Value; we shall

have to enter somewhat wmore fully into the theory of value ir
the next chapter.
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On Moxney and CrepIT. )

e
10. In the primitive ages of the world we have abundant
evidence that there was no such thing as Money.* When persons

traded, they exchanged the products directly with one another.
Thus we have in Iliad, vii. 468 :—

“From Lemnos’ Isle a numerous fleet had come
Freighted with wine. .

. All the other Greeks

Hastened to purchase, some with brass, and some

‘With gleaming iron: some with hides,

Cattle, or slaves.”

This exchange of products against. products is termed BARIER,
and the inconveniences of this mode of trading are palpable.
What haggling and bargaining it would require to determine
how much leather should be given for how much wine, how
many oxen, or how many slaves! Some ingenious person would
then discover that it would greatly facilitate traffic, if the things
to be exchanged were referred to some common measure. There
are several passages in the Iliad and Odyssey which show that
even while traffic had not advanced beyond barter, such a stand-
ard of reference was used. We find that various things were
frequently estimated as being worth so many ozen. Thus in
Tliad, ii. 448, Pallas’s shield, the Agis, had 100 tassels, each of
the value of 100 oxen. In Iliad vi. 234, Homer laughs at the
folly of Glaucus, who exchanged his golden armour, worth
100 oxen, for the bronze armour of Diomede, worth nine oxen.
In Tliad, xxiii. 703, Achilles offers as a prize to the conqueror
in the funeral games in honour of Patroclus, a large tripod,
which the Greeks valued among themselves at twelve oxen, and
to the loser a female slave, which they valued at four oxen. But
it must be observed that these oxen did not pass from hand to
hand like Money. The state of barter still continued, as it is
quite common at the present day when the precious metals are
used as Money, to exchange goods according to their Value in
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Money. Such a state of things in no way implied Money, or
Currency, or Circulating Medium. N

The necessity for Money arises from & somewhat fhﬂurvnt
cause. | So long as the things exchanged were equal in value
there would be no need for Money. If it happencd that the
exchanges of products or services among persons were equal,
there would be an end of the matter. But it would often happen
that when one person required some product or service from his
neighbour, that neighbour would not require an equal amount of
product or service at the same time, or, perhaps, even none at all.
If then a transaction took place with such an wnegual result,
there would remain a certain amount or difference of product
due from the one to the other, and this would constitute a Denr
—that is to say, a Right or Property would be created in the
person of the creditor to demand this balance of product at some
future time, and at the same time a Duty is ereated in the per-
son of the debtor to pay the product, or perform the scrvice,
when required.

Now among all nations who exchange, this result must
inevitably happen : persons want something from others when
those other persons want nothing from them. And it ix casy to
imagine the inconveniences which would arise if persons never
could get anything they wanted, unless the persons who could
supply these things wanted something in return at the same
time.

11. In process of time all nations hit upon this plan; they
fized on some material substance which they agreed to make
always exchangeable among themselves to represent the amount
of Debt.

That is, that if an unequal exchange took place among por-
sons with a balance due from one to the other, then an amount
of this universally exchangeable merchandise was given to make
up the balance, so that the person to whom the balance was due
might get an equivalent from some other person.

Suppose a wine-dealer wants a quantity of hread from a
baker; but the baker wants only one half the equivalont

quantity of wine from the wine-dealer, or, perhaps, even none
at all.
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The wine-dealer takes the bread trom the baker and gives him
in exchangoe asmuch wine as he wants, and makes up the halance
by giving an amount of this generally exchangeable merchandise;
or if he wants no wine at all the wine~dealer gives him the full
Value or equivalent of the bread in this merchandise.

The baker perhaps wants shoes and meat but not wine.
Having received this merchandise from the wine-dealer, e goes
to the shoemaker and butcher, and obtains the equivalent of
the product he sold to the wine-dealer in the form of shoes and
meat.

Thus is scen the fundamental nature of Money, as this
universally exchangeable morchandise is called: its especial and
particular purpose is to represent the [e¢bts that arise from
unequal exchanges among men, and to enable persons to obtain
the equivalent of the service they have done to one porson from
gome one olse.

12, Many species of merchandise have been used by dif-
ferent nations, but however diflerent in their form, this is the
universal want which they supplied. And the true nature
of Money is to be a Right, or Title, to demand something from

othars. VA kg
That this is the true nature of Moy, has been scen by 2 ¥ il , -
many writers; thus Aristotlo says :— 5 Dty

“ But with regard to a future exchange (if we want nothing § ¥ gp40 .,
at present, that it may take place when we do want somcething) ¢ Wi, .
MoxeY is, a8 it were, our Secunrry.  For it is necessary that
he who brings it should be able to get what ho wants,”
So an old pamphletecr in 1710 saw the same truth. e
says - CTrado found itsell” unsuflerably straightened and per-
plexed for want of a goneral spocio of a complete intrinsic worth
ag the moedium to supply the defict of exchanging, and to make
good the balance, where a nation, or a market, or o merchant
demands of another o greater quantity of goods than either the
buyer had goods to angwer, or the seller had occasion to take
back.”
So Baudenu, one of the most eminent of the Physiocrates, or
first school of Beonomists, sy i——
“This coined Money in cireulation is nothing, as [ have said ’
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elsewhere, but effective Titles on the general mass of useful and
agreeable enjoyments which cause the well being and propaga-
tion of the human race.

“Tt is 2 kind of a Bill of Exchange, or Order payable at the
will of the bearer.

“Tnstead of taking his share in kind of all matters of sub-
sistence, and all raw produce annually growing, the sovercign
demands it in Money, the effective Title, the Oxder, the Bill of
Exchange.” .

So Smith says :— A guinea may be considered as a Bill for a

( certain quantity of necessaries and conveniences upon all the
| tradesmen in the neighbourhood.”

So Henry Thornton says :—* Money of every kind is an Order
for goods. It is so considered by the labourer when he receives
it, and is almost instantly turned into money’s worth. It is
merely the instrument by which the purchascable stock of the
country is distributed with convenience and advantage wmong
the several members of the community.”

This great fandamental truth wasalso very cloarly expounded
by Bastiat; he says—* This is now the time to analyse the true
function of Money, leaving out of consideration the miners and
importation.

“You have a crown piece. What does it mean in your
hands? Itis, as it were, the witness and the proof, that you
have at some time done some work which instead of profiting by,
you have allowed society to enjoy,in the person of your client. This
crown piece witnesses that you have rendered a sorvice to rocicty,
and moreover states the Value of it. It witncsses besides that
you have not received back from society a real equivalent service
as was your right. To putit in your power to excrcise this
Right when and how you please, society by the hands of your
client has given you an ACKNOWLEDGMENT, a TrITLE, an Orprr
of the state, a Toxex, a CROWN-PILCE, in short, which does not
differ from TrrLEs of CREDIT, except that it carries its Value in
itself (?) and if you can read with the eye of the mind, the in-
scription it bears you can distinetly see these words, Pay to the

bearer_ @ service equivalent to that which he has rendered to
society.  Value received and stated, Broved and menswr

WHICH T8 O ThE ™~ X shasiy

T A T RITIN
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 After that you cede your Crown piece to me. Either it is
8 present, or it is in exchange for something else. If you give
it to me as the price of a service, see what follows: your account
ag regards the real satisfaction with society is satisfied, balanced,
closed. You rendered it a service in exchange for a Crown
piece, you now restore it the Crown piece in exchange for a
service: so far as regards you the account is settled. But I am
now just in the position you were before. It is I now who have
done a service to society in your person. It is I who have
become its Creditor for the value of the work which I have done
for you, and which I could devote to myself. It is into my
hands, therefore, that this TitLe or CrepIT should pass, the
witness and the proof of this social Debt.”

“It is enough for a man to have rendered services, and so to
have the Right to draw upon society by the means of an ex-
change for equivalent services. That which I call the means of
exchange is Money, BiLrs or Excmance, Bang Nores, and also
Bankers. Whoever has rendered a service, and has not received
an equal satisfaction is the bearer of & WARRANT, either possessed
of Value, like Money, or of Crepir, like Bank Notes, which gives
him the Right to draw from society when he likes, where he
likes, and under what form he will, an equivalent service.”

So Mill says—* The pounds or shillings which a person
receives weekly, or yearly, are not what constitute his income;
they are a sort of Trckur or OrpER, which he can present for
payment at any shop he pleases, and which entitle him to receive
a certain value of any commodity that he makes choice of. The
farmer pays his labourers, and the landlord in these TickeTs as
the most convenient plan for himself.”

Thus all these writers are absolutely agreed as to the funda-
mental nature of MonEY : and this may be stated as the funda-
mental axiom of Monetary Science—The Quantity of money in
any country reprosents the amount of Depr which there would
be if there was no MoNey; and consequently WHERE THERE IS
~o DeBr THERE 0AN BE No Money. We have shown elsewhere
that the greatest monetary disasters the world ever saw have
been produced by violating these fundamental axioms.

13. Different nations have adopted different substances to

a
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represent this universal want. The Hebrews wo ‘knmv ‘umi
silver: although no money was used at the .penm[ of the
Homeric poems, copper skewers were some time alterwards
employed as money in Greece, which wero superseded by
the silver coinage of Pheidon. The Ethiopians used (‘.zu:vud
pebbles, and the Carthaginians leather discs, with some mysterious
substance sewed up in them. Throughout the islands of the
Eastern Ocean, and many parts of Africa and India sholls are
still used. In Thibet, and some parts of China little blocks of
compressed tea serve as money. Salt is used in Abyssinia: and
in the oasis of Africa a certain measure of dates, called a hatia,
serves as money. In the last century dried cod was wsed in
Newfoundland : sugar in the West Indies : and tobacco in Vir-
ginia. Smith says that in his day a village in Scotland used
nails. In some of the American colonies powder and shot; in
Campeachy logwood ; and among the North American Dudians
belts of wampum served the purpose of Money. Tt is said that
in 1867 the proprietors in Virginia were reduced to such necen-
sity as to use dried squirrel skins as money. And no doubt
many other things have been used by other nations.

But when we consider the purposes for which Money ia
intended, it is easily seen that no substance possesses o many
advantages as a Mrrar. The use of Money heing to proserve
the record of services being due to the owner of it for any future
time, it is clear that it should not be liable to alter by time. A
Money of dried cod would mot be likely to keep vory long, nor
would it be very easily divisible. One of the fimst requisites of
Money is that it should be divisible into very small {ragments,
so that its owner should be able to get any amount of services at
any time he pleases. Taking these requisites into consideration,
it is manifest that there is no substance which combines these
qualifications so well as MeTaL. It is uniform in its texture, and
it can be divided into any number of fragments, each of which
shall be equal in value to another fragment of equal weight
and if required, these fragments can always be reunited, and form
a whole again of the aggregate value of all its parts, All civilised
nations, therefore, have agreed to adopt a Metal as Money, and of
metals, Gold, Silver and Copper, have been chiefly used.
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14. Now when persons take a piece of money in exchange
for services or products, they can neither eat it, nor drink it,
nor clothe themselves with it. The only reason why they take it
is, as we have scen, because they believe they can exchange it
away again whenever they please for other things which they
do require. It is therefore what is called Creprr.  Ae Kdmund
Burke says of Gold and Silver—* The two great recognized..
speole% that wpwsont tlw .Lstnw conventlon J,l Cimmm of man-

RS e
Henes we obtain the fundamental conception of CrEDIT—
Creditis_anything which is of no direct use, but which zs

taken in exchange for somelhmg elam2 . the belwﬁ or goaﬁdence

thai we have the Rlg e% gm,g i away agay
~Credit 1§ Therelore the right or property og gemmdmg some-
thing clse when we require it. It is the RieHT to a future
payment: and it must be particnlarly observed that Credit is not
the Transrir of something, but it is the Name of a certain
speeies of Riaur or Prorrrry.

15. So long as nations continue in a low state of civilisation
all this Credit, or Money, is of some material substance. But
when they advance in civilisation they use Credit in another
form. Torevert to the cage {from which we shewed how the neces-
sity for Monoy originated, that of UNEQUAL exchange, suppose
that the Debtor instead of the genoral merchandise called Monay,
gives the Creditor a simple Promise to render the balance of
service when required.  Then the Creditor has the Riaur to
demand an cquivalent in future. But it is only a Right against
a particular person. Suppose for instance that a person holds a
tea merchant's promise to pay five pounds of tea. The Creditor
may sell or transfor that Right to any ome else. Suppose hLe
happened to want bread, and the baker happened to want tea,
the Creditor might sell the Right to demand so much tea in ex-
change for so much bread. Now that Right is only to demand a
particular thing; and only from a particular person: and thav
person wmay die, or become insolvent, and may not be able to
fulfil his promise.

Hence the Value of the Promise is particular and precarious.
But if the tea merchant can fulfil his Promise, that Promise is of

o2
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the VALUE of the tea. The tea is the V{sm!‘s of tha Promise,
Aad to any one who wants tea, the Promise s of exactly equal
Value with Money. So if any one wants anyt‘hmg, an Ouver for
that thing is of the same Value as Monvy' with regard .m that
particular thing. Ifa person wants a shilling’s worth of bread,
an Order for that amount of bread is of the same \’nhx‘v A
shilling with respect to bread: if a person wants i shilling’s
worth of milk, an Order for that amount of milk is of the same
Value as a shilling with respect to milk: and so on of everything
else. The only difference is that each of these Orders uulj'; en-
titles a person to that particular thing, whereas with a shilling
Le can buy a shilling’s worth of bread, or a shilling’s worth of
milk, or wine, or anything else he pleases. Heneo ench of
these Orders has only got one Value, but Money has a multitude
of Values. Again if the person who has made the Promise can-
not perform it, the Promise bas lost its Value; but if a person
has Money he can always find some person to give him the
equivalent he wants for it. Ience such _an Order has only
portioularand precorious Velue, but Money hos géhieral T
permanent Value.

~This OrDER o PROMISE is What is usually called Creprr; and
it is clearly seen that though it is of a lower and inferior form,
yet it is of the same general nature as Monay. And hecnuse
such Orders, or Promises, can be exchangud or bought and sold
like any material chattel they are called Lecunia, fes, Dong, .

and Merz in Ro; Law,
18. From this it will be seen that it is perfectly possible to

carry on the exchanges of society without materiul Monoy,
During the late civil war in America gold and silver money
entirely disappeared from circulation, and private tickets of the
nature described above, took its place. Instead of Money, poople
had their pockets filled with bread tickets, milk tickots, railrond
tickets, &e. If a man had his hair cut and tendered a dollar in
payment he could not get change in money, but he recoived so
many tickets promising to cut his hair so many times. Wo naw
a case in an American paper where payment was made in tickets
promising to pay strawberries when the season came on,

17. This Paper Credit which we have deseribed would in
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Ets simplest form have the particular service or product, 34 wwas
intended to command stated on the face of it, as we have just
Seen was done in the American war. This however wou2ld
manifestly limit its utility, so by universal consent it is glpnost
Invariably the custom to make the Paper Credit of a country &
Promise to pay in Metallic Money, which is the generally recejved
power of commanding all services and products. Paper Credit,
therefore, in modern practice instead of Promising that the DebtoT
will render any amount of particular service, almost always
Promises that he will give a certain amount of Metallic Money
either on demand, or at some fixed time.

What we have said now is sufficient to explain the truie
Nature of Money and Credit. The fundamental conception of
Money is that it represents Debt or Services due: but of couxrse
the value of the material which it is composed of with respect +o
other things is governed by the general laws of Value: which
however are not necessary for the purpose of this work, in which
we have only to do with the exchange of Money for Credit, or
Promises to pay Money. It is now clearly shewn that Money
and Wﬂ&%&%&ﬁ&& is only
the highest and miost general forin of Credit, :

L 4

On SaLe or CIRCULATION.

18. When commodities are interchanged directly for ome
another it is called BARTER or ExcHANGE. When commodities
are interchanged for Money, that Money is only taken in order
that it may be interchanged again for something else. Hence
Say aptly said that when Money is used the transaction is AaZr~
an-exchange, which is true. It is also called a SaLe. A Sale
always denotes a transaction in which one of the quantities ex-—
changed is Money or Credit; that is when one quantity is a
useful commodity, and the other only the Right to demand one :
that is when the interchange is of things of an unlike nature.
An ExXCHANGE is always an interchange of things of a like nature.
Thus we speak of the Foreign Exchanges, or the Value of the
Money of one country in terms of the Money of another; or wwe
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ask for the change (i.e. the 'change or exchange) of a 5l Note, a
Cheque, or a Sovereign. So we speak of exchanging a picture
for a statue, or one book for another. When the interchange
is of commodities for Money or Credit, the one who gives
Money, or Credit, is said to Buy the commedity; and the cne
who gives the commodity is said to Sgrt it.  Thus we buy a
horse or a house with Money. Formerly an officer bought a
commission in the army, but he erchanged from one vegiment
to another. So in Lear when Albany throws down his glove
to the traitor Edmund, the latter, throwing down his own
says— There's my exchange "—meaning like for like. So in
Hamlet Laertes says—

“ Exchange forgiveness with mo, noble Hamlet”

A transaction in which Money or Credit is given for com-
modities is, as just said, termed a Sare. The sum toral of
these Sales is properly termed the Circurarion. Henee a
single piece of Money may add considerably to the Cireulation,
for every time it is transferred it adds to the Cirenlation. It
is to be observed that the word Circulation is very often used
in a very corrupt sense to mean Money and Bank Notew, more
particularly the latter. But to call the Notes which cirenlate,
the Circulation, is as great a confusion of ideas as to call a
wheel a rotation. We shall accordingly never use the word
Circulation to mean the issues of a bank; the correet expresion
evidently is to say the Notes in Circulation.

On the Terms CurrENoy and Crneunarivg Mubprow.

19. The terms Currevcy and CrrourATING MEDIUM are used
as synonymous by all writers, and we must now explain their
meaning.

Circulating Medium i & term which came into use in the
last decade of the last century. It does mot occur in Smith.
The first instance we have been able to discover of its use is ir
a speech of Mr. Fox, who complained of it as a novel term. But
28 we have defined Circulation to be the exchange, or sale of
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commodities for Money or Credit, it is evident that the Circula-
ting Medium is the Medium by which Circulation is effected :
and that Medinm is simply Money and Credit in all its forms and
varieties.

This is so plain as to require no more explanation : but an
immense amount of controversy has been waged about the word
CurreNcy.

20. We shall not notice here any of these controversies.
The word CurreNcy is a term of pure Mercantile Law ; and we
shall simply explain ‘what it really means.

To call Money by the name of Curkency is a strange abuse
of langnage. In old times men used to speak of Money being
“current” as it passed from hand to hand. Hence arose the ex-
preasion the Currency of Money. T.ord Mansficld, in Miller v.
Race in 1750, says of Money that it cannot be recovered after it
has passed “in Currency,” but before Money has passed “in
Currency " an action might be brought for it.  He says the same
of a Bank Note: an action could not be brought for it after it
was paid away “in Currency.” Hence the word Currency was
applied to a certain peculiarity of Money. But about the begin-
ing of the lagt century, by a most extraordinary confusion of
ideas, and as far as we have been able to discover, it arose in our
American colonies, tho Money itself was called Curnrency.

To show the extreme absurdity of this name, we have only to
consider o fow similar cases. Nothing is more common than to
say that such an opinion or such a report is current: and we
speak of the Crrency of such an opinion, or such a report. Tom

Juine said-- I have gone into coflee houses and places where I
was unknown on purpose to learn the currency of opinion . . . . .
this 1 think a fair way of collecting the natural cwrrency of
opinion.” But who ever dreamt of calling the opinion, or the
report itself, currency? It is very common to speak of the
currency of the Session of Parliament-—but. who ever dreanat of
calling the Session itsell currency

Now how can it be more rational in a scientific sense to call
Money, Currency, than to call a report or an opinion, or the
Session of Parliament, Currency?

Such as it is however, this Yankeeism is far too firmly fixed
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in common use to be abolished, and hence we must accept it, and
explain what it really means, and ascertain what in a acientitic
sense it includes.

The following is the meaning of the words * Cinrinr ™ and
% Correxoy ” in English Law.

It is a general rule of English Law that a person cannot
transmit to another any better title to a thing than he has him.
gelf. It is also a rule of Law that if a person accidentally loses n
thing or has it stolen from him, he does not therehy lose his
Property or Right in it. Consequently he can not only reeover it
from the finder or thief, but even if the finder or thief has sold it
to some one else who has given a full price for ity and bonght it
quite honestly without knowing that it was not the Property of
the seller. The only exception to this was if' the finder or thief
sold the goods in “market overt.” If the goods were hought in
market overt the buyer may retain them againat the true owner,
even though they were stolen.

But to this rule of English Law Money was alwiys an ex-
ception. If the true owner of Money which has beon rtolen finds
it in the hands of the thief he may recover itz but if' the thief
has purchased things in a shop with it, in the usual way of
business, and the shopkeeper takes it honestly in the way of his
trade, and without knowing it has been stolen, he may retain it
against the original owner from whom it hus been stolen.  That
is the Property in it passes by delivory.

And it is this peculiarity. in the Law affecting the Property
by delivery in Money which. is denoted by the word ¢ Curreney,”

And when the substitutes and representatives of Monuy such
as Bills of Exchange, Bank Notes, Cheques and other Socurities
for Money came into use, tho Lex Mercatoria, or custom of mer
chants, applied the same doctrine or principle of “ Currency " to
them. They were treated like Money in 8o far as this, that the
Property in them passed like that of Money. Thus if they were
stolen, though the real owncr might recover them if he found them
in the hands of the thief, yet if the thief had passed them away for
Value in the ordinary course of trade to an innocent holder, that in
nocent holderacquired the Property in them, and might retain them
against the true awner, and enforce payment from all the partice
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liable. Thus Bills of Exchange, Bank Notes, Cheques, &c., were
assimilated to Money in this important respect, that, even though
stolen, when they had once been passed away “ in Currency,” the
Property in them belonged to the person who had innocently
purchased them ; and as Lord Mansfield said, no action would
lie for them after they had once been paid away “in Currency.”

This principle of Currency is also called NEGOTIABILITY ; a
Negotiable Instrument, means a document of which the Property
passes-by-delivery:

That this is the true meaning of the term Currency is well
known to every Mercantile Lawyer; and is established by a
series of decisions in the Courts of Law. As it would not be
suitable to the limits of this work to quote these here, we must
refer any of our readers who wish to follow the subject further,
to our ¢ Principles of Economical Philosophy,” chap. xvii., where
we have given full extracts from the decisions of the Courts of
Law.

It will be seen then that in strict legal phraseology the word
CurRENCY can only be applied to those Rights which are recorded
on some material. An abstract Right cannot be lost, mislaid, or
stolen, and passed away in commerce. But if it be recorded on
some material substance it may then be lost, or stolen, and sold
like any other chattel : and the word Currency simply refers to
some legal rules relating to the transfer of the Property in it, in
the case of its being stolen and passed away in commerce. For
an Obligation to be capable of being CURRENCY in law, it must
be recorded on some material so as to be capable of being carried
in the hand, or put away in a drawer, or dropped in the street,
and stolen from the drawer, or from a man’s pocket, and carried
off by the finder or thief and sold like a piece of goods. The
word CURRENCY has no reference whatever to any property it
has of paying, ﬁé;:uging, and closing debts.

So far, then, in point of Law there is not the slightest diffi-
culty ; the meaning of the word is perfectly plain. But if the
force of public usage is too strong, and the word CURRENCY is toG
firmly established as the designation of a certain class of Eco-
nomic Quantities to be rejected, a difficulty arises, and more
especially if it is used as synonymous with Circulating Medium,
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Yphecause there is an immense mass of Credit which haa produced
exchanges, and which may be bought and =ald, which is not
recorded on any matevial substance, so that it can be lost or
stolen, and pass by manual delivery.

Thus the gigantic mass of Bank Credits and hook debts of
traders have effected a sale or circulation of commaditios, and
therefore they are all Circulating Medium, but they are not Coi-
RENCY in a legal sense, because they cannot be mialaid, lost or
stolen, and passed away by manual delivery, But though in point
of Law these Credits are not ¢ Currency,” they must be included
under that word used as a seientific terni in Feonomics : beeause
these Rights of action are exactly the same in their nature and
effects whether they are recorded on puper or not.

21. Adopting this definition we may enumerate the different
species of Currency, or Circulating Medium, as follows.—

1. Coined Money : gold, silver, and coppuor.

2. The Paper Currency: Promissory Notes, Bills of Fx-

hange with all their varietics.
i 8. Simple Debts of all sorts not recorded on Circulating

aper: such as Credits in Bankers' books called Depuosits, ook
Debts of traders, and private Debts betwaen individuals,

" It isobvious that there is no distinction in principle betweon
the two latter species. They each denote that a transfer of some
sort has taken place, and are a Title to future payment. Asa
matter of convenience some of these are recorded on picces of
paper, but that does not alter their nature. [t is cortainly true
that some of these descriptions of Currency are more eligible and
secure than others, and perform the same dutios with different
degrees of advantage. The Metallic Currency rests upon the
credit of the State, that it is of the proper weight and fineness,
and the universal readiness of people to receive it in return for
services and products. Paper Currency in this country at least,
rests entirely upon private Credit, and is of all degrees of recurity
from a Bank of England Note down to a private 1. O. U, These
different species of Currency, therefore, though they possess
different degrees of circulating power, though they may bo more
or less eligible or secure, represent but one fundamental iden-—-

DeBr.  From these considerations it follows that the amount of,
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Jurrency, or Circulating Medium, in any country is the sum of
all the Debts dué o evéry tndividual in-dt=that i¢"all the Money
G CradiE e 7 et o o s e

This truth was well expressed by the Marquis of Titchfield
in the House of Commons—* Kconomy of Money was, by con-
trivances to spare the uses of it, according to the description of
his right honourable friend, by substitutions for the precious
metals in the shape of voluntary Credit.  Fvery new contrivance
of thia kind—and every oue improved—had that tendency.
When it was considered to how great an extent these contri-
vanees had been practised in the various modes of Vernar, Book,
and CIRCULATING CREDITS, 1t was easy to sce that the country had
received a great addition to its Cunnency. This addition to the
CurrkNey would, of course, have the same effect as if gold had
been increased from the mines.’

On Pricr, Discount and INTEREST.

22. When onoe Economic Quantity is exchauged for another,
cach is termed the VALUE of the other. But when one of the
Quantitios exchanged is Money, or Credit, the sum of Money, or
Credit, receives a peculiar name. It is called the Price of the
othor. Price is therefore simply the Value of anything expressed
in Money or Credit~ But as it is invariably the custom in
modern times to estimate the Value of every commodity by its
Value in Money or Credit only, or its Price, and not by its
Value in any other commodities, the words Value and Price
have become almost identical and interchangeable expressions,
though no doubt we must remember the technical difference
between them.
Now as the Value of the Moncy is the Commodity received
in exchange for it, it is manifest: that the greater the quantity of
the Commadity received for it, the greater is the Value of
Money.  Or if the quantity of the Commodity be taken as fixed,
the Value of Money is greater as less Money is given for the
Commodity. Ilence it is clear that the Kalue of Money varies - C ﬁw,L.
INVERSELY. a8 Price. ' Cravanedn
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The Value of Money, however, with respect to the Property
or the Commodity ecalled Debt, or Credit, is estimated in a
peculiar way. Debt, or Credit, being an Exchangeable Quantity,
Merchandise, or a Commodity, must be divided into certain
units in commerce, like other goods. Coals are measured by
the ton; other things by the pound; other things by the ounce.
The unit of Debt is the Right to demand 100L to be paid one
year hence. A Debt, then, of 100L payable one year hence
being a saleable commodity, like a quarter of corn, the aum
given for it is its Price, just as we speak of the Price of anything
else: and the Value of Moncy increases as the Price given for a
Debt diminishes. But in the commerce of Debts it in not the
custom to estimate the Value of Money by the Price of the Duobt.
" The Price of the Debt must of course be less than the Debt:
L. the. Price of the Debt and the
of “Diousr.  The Discaunt i the
f"buying the Debt. 1 clear that the Price of
the Debt together with the Discount equals tho Amount of the
Debt: and as the Price decrcasts the Discount increasen. In
the language of the Moncy Market it in always the eustom to
estimate the Value of Monay by the Discount or Profit it yiclda,
To buy or purchase a Debt is always in commerce termed to
Discount it.

Hence the reader must observe that in commeree the expres.
sion “Value of Money” has two meanings, nccording as it is
applied to the purchase of Commodities, or Debta: when applied
to the purchase of Commodities, it means the Quantity of the
Cox;modity obtained in exchange for the Money : when applied
to the purchase of Debts it is applied to the Frofit realined b
bm_nw:wwmwwWMIP,,.u d to the Profit xe Y
~"Hence Tn this latter case the Value of Monay varies muEciLY
as the Discount or Profit.

And we have this rule—

io glscount a Bill of Exchange at 5 per cent. means to give

a Price for the Debt in the proportion of 95i. for every 1001, of
its amount payable one year hence.
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When a person advances money to another and agrees to
defer receiving the Profit till the end of the year, the Profit is
termed INnTeEREST. If he lends, as it is called, 1001 for a year at
5 per cent, interest, it is in fact an exchange, or sale, in which
he pays 1007. down to buy a Debt of 105.. payable at the end of
the year: and the 5I. is the Interest.

This method of making Profits, though not uncommon, is
never used in banking, except in charging interest for overdrafts.
Bankers invariably subtract the Profit agreed upon at the time
of the advance. Thus they always make Profits in advance; and
in this case the Profit is termed Discount. Thus if a banker
discounts a bill of 100 for a customer at 5 per cent. he places
951 to his credit, and retains the 5. at the time of the advance.
In reality he gives Credit for 95i. to buy a Debt of 1007, payable
a year after date: and the 5l or the difference between the
Price of the Debt and its amount, is the Discount and his Profit.

It is clear that this latter method of trading is the more
profitable, because in the former case he makes 51. profit on the
actual advance of 1001 : in the latter case he makes 5I. profit on
the actual advance of 950.: and besides that, he has the 5I. in
his hands to trade with immediately, instead of waiting till the
end of the year. In the large amounts of money which banks
deal with this makes a very sensible difference in their profits,
especially when the Rate of Discount is high.

The Rate of Interest or Discount is the amount of Interest or
Discount paid for some given time, as a year.

On SecURITIES FOR MONEY and CONVERTIBLE SECURITIES.

28. We must now explain the difference between Securities
for Money and Convertible Securities.

A Securiry For MoNEY always means an Obligation, or
Security, for the payment of a definite sum of Money from a
definite person at a definite time. There is, therefore, always
some Obligor, or Debtor or some person who is bound to pay it.
"There are different forms of such Securities, such as Bank Notes,
Promissory Notes, Bills of Exchange, Exchequer Bills, Navy Bills,
and Debts of all sorts.
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CONVERTIBLE SECURITIES ave securities which no particnlar
person is bound to puy, but for wl'nch under wsnal eircumstances
a purchaser can readily be foundin the open mm“kvt. ‘Thlm any
Property which can readily be sold is t:ul'lm a Uonvertible
Security, because it can be readily converted into Mnn'vy. This
species of Property includes the Public Funds, Shares in all rorts
of Commercial Companies, and all title deeds to Property of a
movable description of which the Property passes by simple
delivery, such as Dock Warrants and Bills of Tading.  'The
fandamental distinction between these latter and [ustruments of
Credit will be clearly explained in a future chapter. Now ax
Convertible Securitics mean Property which ix readily converti.
ble into Money, of course there are all degrees of convertibility,
There is no absolute distinetion in principle between the difforent
species of Property. But of all species of Property the Funds
are the most readily convertible: and the ILmnd or Real Pro-
perty, the least readily convertible, maiuly in conmumence of the
difficulty in its transfer.

Thus_Securigies, for Mongy .mever represent any spreifi
Money: but are always a claim on the person.  Convertible
Securifies aré néver a claim on the porson, and certain kimls of
them are always a title to- certain specific goods.  Sometimes a
Security for Money may bo changed intoa Convertible Security.
This is done in what is techuically called funding the unfuneded
debt. The Government often raises monay on itx hills like an
individual, and is of course bound to pay them at maturity. These
Exchequer Bills, therefore, as they are called, are, like any other
Billa of Exchange, Securities for Money.  Sometimes when
these bills amount to a large sum, it is very inconvenient for the
Exchequer to pay them in full, and it gets its Creditors to ugree
not to demand repayment of the whole debt, but to receive only
the interest on it in perpetuity. When this is done, the Craditor
loses the right to demand the principal sum from the Govern-
ment, but he may sell the Right to receive the Anuuity to any
one else in the open market. It then becomes a Convertible
Security, and is called the Public Funds, or Stock. This operas
tion is termed funding the unfunded debt. In a similar manner.
Railway companies have been allowed to borrow money on their
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bonds, termed Debentures, But finding it inconvenient to repay
these large sws they have formed them into Debenture Stock,
upon which they are only bound to pay the interest, like the
Public Funds.

Definition of CariTar.

24., E(;onornic Quantities are, as we have seen, of three
distinet species, typified by Monuy, Liasour, and Crepir.

Now any of these Quantities may be used in two differont
ways. The proprietor may use it for his own use or enjoyment:
or he may employ it so as to produce a Profit: that is he may
trade with it. When any Fg i ity is traded with ; or
used 8o as to produce a Profit, or as it is termed in Economics,
employed productively, it is.jormed - GCavitaL,

Stephons in his Thesaurus defines Capital thus—¢ Caput unde
fructus et roditus manat-—~Capital. the source whence any Lrofit.
or Rovenue flows.”

'"‘"“"§5"£}¥3"‘“§1§nim~_“ Eeonomists are agreed that whatever gives
a Profit is properly termed Carrrar.”

So M. de Fontenay says-—* Wherever there is a Revenue you
porceive Caprrac.”

The dofinition of Caprran, therefore, which we adopt is
thig--

CariTaL is an F Y LY USCL o OE ok lbles PUEDARGOF
Profit. 4 ‘ ‘
“If a person has a sum of Moncy, he may expend it on his
houschold requirements; or in gratifying his personal tastes by
buying books, or statues, or pictures, &e. Money spent in this
way is not Capital.

BBut if he buys goods of any sort for the purpose of selling
them again with a Profit: then the money so employed is
CarxraL, and the goods so purchased are also Caprrar, because
they are intended to be sold with a Profit,

So Money lent out at interest is CAPITAL.

In a similar way any material thing may bo used as Capital.
If a landlord lets out his land for the purpose ol Profit, it is
Canital, Some great noblemen possess tracts of land upon which
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great part of London is built: that land is Capital to them
And g0 on in numerous other cases.

95. All modern Economists class personal ekill, abilities,
energies, and character, as Wealth because persons can make a
Profit by their use.

Hence they may be nsed as Capital as well a8 any material
objects.

If a man digs in his garden for his own amusement, such
Labour is not Capital : or if he sings, or acts, or gives gratuitous
lectures on any subject to his friends, such Lubour is not
Capital.

But if he sells his Labour in any capacity for Money: then
such Labour is Capital to himn. Thus ITuskisson said.— that he
had always maintained that Labour is the poor man’s Capital.”
So Mr. Cardwell addressing his constituents, said~-* Lubour ia
the poor man’s Capital.” And a writer in a daily paper, speaking
of agricultural labourers justly said—“ Tho ounly Cupital thay
possess is their Labour, which they must bring into the market
to supply their daily wants.”

So if a man expends Money in learning a profession such as
that of an advocate, physician, engineer, or @ profession of wny
sort which he practises for Profit, the Money laid out in acquir.
ing such knowledge is Capital: and his skill, abilitios, and
knowledge are also Capital. Ile makes an income which is
measurable and taxable just in the same way as if he had made
Profits by selling goods. Now any exertion of hwman abilities
which is paid for is Labour, with which we ure not concerned in
this work.

26. But a man may use his personal Character, Skill,
Abilities, Energy, and Probity for the purpose of Profit in
another way besides the direct exchange of his Labour for
Profit.

He may use them for the purpose of purchasing goods,
materials, &c., by giving a Promise to pay in future instead of
actual payment in Money, and selling these goods again with a

Profit. In popular language this P%im% ggg of Charactar
is called CREDIT. And a tradeéf makes & profit by trading With

h it precisely in the same way as if he traded with Money.
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Thus Smith says—*“Trade can be extended as stock inereases,
and the Crepir of a frugal and thriving man increases much
faster than his stock. His trade is extended in proportion to the
amount of botk, and the sum or amount of his Profits is in pro-
portion to the extent of his trade : and his annual accumulation
in proportion to the amount of his Profits.”

So Mill, who says that Wealth is anything which has Pur-
chasing Power, says a multitude of times that Credit is Pur-
chasing Power. But as human abilities, skill, and energy do not
come within the domain of Kconomics until some exerciseof them
is made which is paid for; so a merchant’s general Credit, or
Purchasing Power, does not come within the domain of Econo-
mics until he actually makes some purchase with it; and then
he gives his Promise to pay in exchange for the goods instead of
actual money. Now this Promise to pay, this Desr, or RiguT to
demand payment is the HEconomic Quantity called Crepir; and
it may be hought and sold like any material Chattol.

Suppose that a person buys, or discounts a Commercial
Debt ; he gives a less Price for it than the amount; hence the
Debt is always increasing in value every day; and therefore it
is Capital to him.

So any other Hconomic Quantities of the third order, or
Rights, may be Capital. If an author writes a successful Work,
the Copyright of it is Capital to him : or if he sells it to a pub-
lisher it is Capital to the publisher. If a man buys into the
Funds they are Capital to him. 'There is a class of traders whose
business is to buy and sell the Funds and Shares in Commercial
Companies. They are called Stock Jobbers: and they keep a
stock of this Property on hand, just as other traders keep a stock
of material goods.

27. Now there are two fundamentally distinet ways in
which Capital may increase—

1. By direet and actual increase of quantity ; thus flocks, and
herds, corn, and all the fruits of tho carth increase by adding to
their number or quantity.

2. By cxchange: that is by exchanging something which has
a low value in a place, for something which has a higher value.

Now it is elear that Money produces a Profit, and therefore

D
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becomes Capital, by the second of these methods. Money is used
as Capital by exchanging it for some goc'rda or labour, the produce
of which may be sold or exchanged again fora grcntf:r sum th.rm
they cost. And it is algo clear that any Economic Quantity
whatever which is used as a substitute for Mouey to purchase
goods for the purpose of Profit is Capital as well ax Money, by the
very force of the definition which Senior says that all Eeono-
mists arc agreed upon.

Mouney becomes Productive Capital by hving employed to
-purchase things to be sold again at » Profit.  And if & man can
purchase things by means of his Credit, that is if he can purchase
them by giving his Promise to pay ata future time, and by so
doing can sell the goods at a higher price, and so han a Profit
after paying and discharging his Debt, it is quite clear that his
Credit has been Capital to him in exactly the samo way that
Money would have been.

Let us take a very simple example to illustrato this.  Suppose
a tailor wants to make clothes for a customer.  He pays say 10/,
in money to the cloth merchant, and after making up the cloth,
he sells the clothes perhaps for 15/, Then he has used his
Money as Capital. He has 101 at the beginning of the operation,
and 151. at the end of it: or he has made a profit of 5/,

Suppose the tailor has no money to buy the cloth with, thon
if he cannot buy it on Credit, he cannot make the clothes, and he
cannot have any Profit.

Suppose, however, that the cloth merchant believing in hia
honesty and capacity to pay, sells him the cloth in exchange for
his Promise to pay money three months after the time. As the
payment is deferred, and as of course there is some risk of lous,
he will by way of insurance, charge the tailor a somewhat higher
price in Credit, than in Money. Suppose he sells his cloth in
exchange for the tailor’s promise to pay 111. three months aftor
the time. This is as much a Sale as if the Price had been paid
in Money. The Property in the cloth has gone to the tailor,
and what the cloth merchant has received in exchange for it is,
the Right or Property, to demand 11/ three months after date.
And this Property is called a Credit or a Debt,

The tailor having purchased the cloth by creating a Debs
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against himself of 11/., payable in three months’ time, makes up
the clothes as before, and is paid 15. by his customer. At the
end of the three months he pays 11l. out of this to the cloth
merchant, and has of course remaining for himself a Profit of 4.

Now by the Cash operation he is better off at the end by 51. :
and by the Credit operation he is better off by 41. than he was at
the beginning. It is true, he has not made so great a Profit by
Credit as by Cash. DBut still he has made a Profit by his Credit,
which he could not have made without it. Hence by the very
definition his Credit has been Capital to him, and has produced
exactly the same circulation of cormodities, and given employ-
ment to the same quantity of labour that Cash would have done.
IHence we see that Credit is Productive Capital in exactly the
sume way, and in the same sense that Money is.
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CHAPTER IL

ON VALUE.

1. It has been seen in the preceding chapter that there are
three distinet specics of Iixchangeable, or Keonomic, Quantitics,
symbolised by the terms MoxEy, Lianour, and Crepit, the varioua
interchanges of which give rise to Six different kinds of Txehange,
These constitute the science of Beonomics, or Political eonomy,
in its most modern definition. It bas alko been said that the
VaLUE of any Economic Quantity is any other Eeonomic Quan-
tity for which it can be exchanged. "o examine these six species
of exchange with all their ramifications, would be a complete
treatise on Economics. In the present work wo have only to do
with two out of the six species of exchange, viz., the exchange of
Money for Credit, or Debts, and the exchange of Credit, or Debita
for Credit, or Debts, which constitutes the business of Banking.
We must now investigate the Theory of Value, which must he
equally applicable to all Tconomic Quantities, and to all the six
species of exchange.

The complete Theory of Value comprises the following s-—

1. The Definition of Value.

2. The Origin, Source, or Cause of Value.

8. The General Law of Value.

We must now examine each of these separatoly, and thongh
we wish to avoid controversy as much as possible, wo canuot
avoid noticing some misconceptions which are still very prevalent,

as they have done 8o much to obscure the Theory of Credit in
recent times.
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On the Definition of VaLur.

2, Value in its original sense is a quality or desire of the
mind : it means esteem or estimation : as we speak of a highly
valued friend: but such Value is not an Economic phenomenon.
To bring Value into Economics it must be manifested in some
tangible form : just as in the same way, human abilities do not
enter into Beonomics unless they are exercised in exchange lor
something else : nor does a merchant’s Credit enter into Fco-
nomics until he actually effects a purchase with it, and gives &
Promise to pay in exchbange for some merchandise. So Value
does not enter into Economies until a person manifests his desire,
estimation, or Value for something by giving something in Eaz-
change for it to acquire possession of it.

But as onc person cannot gain possession of what another
person possesses without giving him something in exchange for
it, which that person desires, demands, or Values, it is evident
that for an exchange to take place requires the concurrence of two
minds. If a person brought a cargo of wine to a nation of teeto-
tallers, no one would buy it: such a product would have no
Value among such a community. So a cargo of tobacco would
have no Value among a nation of non-smokers. The Value of a
thing does not depend solely upon the person who offers it for
sale, but upon the desire of the purchaser. Ilowever much a
porson may wish to sell any product of his own, yet if no one
will buy it it has no Value. If an exchange takes place it can
only be from the reciprocal desive of two persons, each for the
goods of the other.

8. When, therofore, two persons agree to exchange their
produets, cach product muy he considered ag tho Measure of the
desire of its possessor to obtain the product of the other person.
The two produects, therefore, reciprocally measure the desire of
their possessors to obtain the product of the other: and when
the respective persons have agreed upon the quantities of their
products which are to be exchanged, the two products are said
to be of equal Value. Xach product is said to he the VaLue of
the other: and this is the only kind of Value with which IEco-
nomics is concerned.
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Thus let A and B be any two Economic Quantitice which
are exchanged at any moment; then we may say-—

A valet B
or A is of the Value of B
or A=B

Then B is the VALUE of A, in terms of B: and A is the Varue
of B, in terms of A.

Thus, as the Physiocrates said— Value consists in the relation
of exchange which takes place between such and such a product:
between such a Quantity of onc product and such a Quantity of
another.”

4. Hence it is clear that Value is a Ratio, or an Fquation.
It is like distance: it necessarily requires two objecta. The
Value of a thing is always something external to itself. It is
absolutely impossible to predicate that any Quantity has Value,
without at the same time implying that it can be exchauged for
something: and of course everything it can be exchunged for
is its Value in that commodity. It is impossible to say that any
Quantity has Value, without at the same time stating Value in
what—whether bread, or shoes, or cloth, or money, or anything
else. So it is impossible to say that a town has distance unless
we state the place it is distant from. We can no more say that
a Quantity is worth, than we can say that London is distant.
And as any place is of different distances from other places, so
any Quantity has as many Values as other Quantities it can be
exchanged for.

Now suppose B as above is ten guineas: then A may be
either of the other three species of liconomic Quantitics. It may
be a material product like a watch: or it may be an immaterial
product, such as so much instruction in science or literature, or
8o much amusement—as so much acting, or any other service or
labour: or it may be an incorporeal product—as a Debt, under
the form of a Bank Note, or a Bill of Exchange: or so much

. Public Stock, or any other species of Incorporeal property. Each

of these species of Property is of the Value of ten guineas: and
therefore it manifestly follows that each of them must be equal to
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each other: for Things which are equal to the same thing are
equal to one another.

But B may be either of tho three species of Economic Quan-
tities as well as A. Therefore any Kconomic Quantity may have
Value in terms of any of the others.

The Value of the goods in the merchants’ and traders’ ware-
houses is the Money in the pockets of their customers. The
Value of the money in the pockets of the public is the varioue
products and services it can purchase. The Value of a Pro-
fessor’s lectures is the fees paid to him by his students. The
Vealue of the Lawyer's, Physician’s, Surgeon’s talents is the in-
come he can earn.

The Value of an Tucorporeal Right, or Promise, is the thing
which may be demanded or promised.

The Value of a 5l. note is five sovereigns. The Value of a
Postage Stamp is the carriage of a letter. The Value of a Pro-
mise, or Pledge, to cut a man’s hair is the cutting of the hair.
The Value of a Railway Ticket is the journey. The Value of an
order to see the Zoological Gardens is being admitted to see them.
The Value of an order to see the play is secing the play.

Suppose the price of getting one’s hair cut is a shilling : sup-
pose I want my hair cut; what difference does it make to me
whothoer I have a shilling in my pocket, or the pledge of the hair-
dresser to cut it? Is it not clear that in this case the Shilling
and the Promise ure of exactly the same Value to me?

Suppose I want a loaf of bread which costs o shilling : what
difference does it make tc me whether I have a shilling in my
pocket, or a Promise of a baker to give mo the bread?  Are not
the Shilling and the Promise of exactly the same Value to e in
this cuse ?

[n shorl euppose that I want any product or serviee at all,
whati difference does it make to me whether I have the Money in
my pocket to purchase it, or a Promige from some one to rendar
me the product or service?  Are not the Money and the Promise
of exactly the same Value to mo in each separate case?

Each separato tradesman only, of course, promises to render
some particular product : and as this product is not demandable
from any one but the person who has given the pledge, it has, of
course, only particular Value.
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Now what is Money? It is nothing but the generalised

Right, or Power, to demand whichever of these products or ser-
vices we may require at any time. Is it not clear, therefore,
that Money is a General Right, while each of these Plodges is a
Particular Right?
“TI5'it not clear, therefore, that each of these separate Rights ia
of the same nature as Money, only inferior in degree?  And that
they are Economic Quantities, or Wealth, for the very same
reason that Money is? And that Monay is nathing but a stored up
or accumulated general Power or Right, of demanding all products
and services? Is it not clear that, if a man had his pocket full
of Promises or Pledges by solvent persons to render him all the
products and services he wanted, he would be just as wealthy ay
if he had so much Money?  Ience we sco the perfect justice of
the Roman Law—* Under the title of WrarTh or Money, Riaurs
are ixmgga:”%" A

These Rights, then, being clearly shewn to have Value, and
to be Wealth, like any material products, they wmay be hought
and sold and exchanged like any material products. A Right
to demand a loaf of bread may be exchanged against a Right
to have one’s hair cut. And all these Rights are KEconomie
Quantities, or Wealth, as much as any material produets. They
are the most colossal species of property in this country, and
articles of the most gigantic commerce, whose mechanism s the
subject matter of this work.

As the Value of anything is solely anything elre it can b
exchanged for, it is manifest that if it can be exchanged for
nothing, it ‘has no Value. No matter what qualities it may
possess, if no one else wants it, and will give nothing for it, it hax
no more Value for its owner, than if he were in the eentre of the
Desert of Sahara. Many persons have almost a difficulty in be-
lieving that Money could have no Value: but Smith himsolf By
that if a guinea could not be exchanged for anything it would be
of no more Value than a bill upon a bankrupt. Say says that
things can only be Valued by an exchange. This is strictly in
accordance with the doctrine of all ancient writers and of the
Physiocrates.

Thus a recent writer describing the splendour of the houses

1o48¢
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in some of the remote country districts of Spain says— Houses
and splendid furniture in such places are nearly Valueless, be-
cause there is no one to hire the former, or to buy the latter.”

5. Having thus enforced the doctrine that the Value of any
Economic Quantity is any other Kconomic Quantity for which it
can be exchanged, there is only one further thing which need be
noticed here: Price is the Value of a Quantity in Money o1
Credit only. Now if Money or Credit be excessively abundant,
the Prices of all things will rise, but they will still preserve their
relative Values among themselves.  For if a loaf of bread and a
pound of meat cach cost sixpence ; and if in consequence of the
excessive abundance of Money or Credit, they each rise to a
shilling, the pound of meat is still of the Value of a loaf of bread.
Hence there may bo a general rise or a general fall of Prices.

But there can be no such thing as a general rise or a gencral
full of Values. Everything can no more rise or fall with respect
to everything else, than, as Mill says, a dozen runners can cach
outrun all the rest, or a hundred trees can all overtop one
another; to supposo that all things could rise relatively to each
other would be to realise Pat’s idea of society, where every man
is as good as his neighbour, and a great deal better too.

On the Evrror of the Expression INTRINSIC VALUE.

6. We must now say something about an expression which
has been the source of enormous confusion in lconomics, and
has especially obscured the Theory of Credit.

All ancient writers kept their minds firmly fixed on the thing
which anything could be exchanged for as its Value; or some-
thing external to itself: and we have not found in them any trace
of such a confusion of ideas as the expression Intrinsic Value.
But their writings on tho subject soem to have been totally for-
gotten. In modern times when men began to consider the sub-
ject of Wealth, gold and silver were long held to be the only
species of Wealth, because they outlasted everything else, which
wasted away whilo they remained.  When men began to see the
absurdity of considering specie to be the only Wealth, they
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looked to some quality of the thing itself, as constituting a thing
Wealth, and then they began to speak of lutrinsic Value. So
long ago as 1696, an able writer, Barbon, pointed out the con-
fusion which had arisen from mistaking the absolute qualities of
a thing for the thing it would exchange for. Ile says—

“ There is nothing that troubles this controversy more than
for want of distinguishing between Value and Virtue.

“ Value is only the Price of things ; that can never be certain,
because it must be there at all times, and in all places, of the
same Value; therefore nothing can have an IntTwinsic VaLue,

“ But things have an intrinsic virtue in themselves, which in
all places have the same virtuc: as the loadstone to attract iron,
and the several qualities that belong to herbs, and drugs, some
purgative, some diuretical, &c. But these things, though they
may have great virtue may be of small value, or no priee, ac-
cording to the place where they are plenty or scarce, as the red
nettle, though it be of excellent virtue to stop bleeding, vt here
it is a weed of no value from its plenty. And so are spices and
drugs in their own native soil of no value, but as common shrubs
or weeds, but with us of great value, and yet in both places of
the same excellent intrinsic virtue.”

Again—‘“For things have no value in themsolves: it is
opinion and fashion brings them into use and gives them a value.”

Barbon thus puts his finger on the very thing which is the
bane of Lconomics at this very day, the expression Intrinsic
Value, which is confounding an éntrinsic quality with an external
relation. :

When men in modern times began to see the absurdity of
restricting the term Wealth to gold and silver, they firat extonded
it to mean the annual products of the earth which are usoful to
men. Thus Cantillon says “The earth is the source or matter
from whence all riches are produced.” The Physiocrates dofined
Wealth to be all the material products of the earth which are
brought into commerce. Smith began his work by saying that
the real wealth of a country is the “ annual produce of land and
labour ” but in the course of it he ecnumerates the abilitics of men
a8 fixed Capital and Paper Credit as circulating Capital,

Economists then confined their attention solely to things of
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Value, the produce of Labour, including no doubt the principle
of exchangcability as appertaining to Wealth, but only as asecond-
ary and subordinate one, not as the sole and exclusive one, as it
was by ancient writers. Then they began to consider that things
would exchange in proportion to the Labour employed in pro-
ducing them. Thus the Value of a thing was considered to
depend on the quantity of Labour employed to produce it. Thus
the Quantity of Labour cmbodied as it were in the thing came to
be counted as its Value; and Value thus came to be called [n-~
trinsic. 'This unhappy phrase Intrinsic Value meets us at every
turn in modern Economics; and yet the slightest reflection will
shew that to define Value to be something Zaxternal, and then to
be constantly speaking of Intrinsic Value, are utterly self-con-
tradictory and inconsistent ideas.

Thus over and over again it is repeated in Economical works
that Money has Intrinsic Value, but that a Bank Note, or a Bill
of Bxchange is only the Representative of Value.

Money no doubt is the produce of Labour; but, as Smith
observes, if it would exchange for nothing it would have no
Value. So that after all Smith comes to exchangeability as the
principle of Value.  How then can its Value be Intrinsic?
How can anything have Intrinsic Value, unless it has the things
it will exchange for inside itself? Money will exchange for any-
thing, corn, houses, lands, horses, carriages, books, etc., and each
of these 18 the Value of the Money with respect to that com-
modity, but which of these is its Intrinsic Value ?

It is quite clear that Money has not Intrinsic but General
Value, because it is generally exchangeable throughout the
country. DBut place it among a race of savages, and where would
its Value he?

Persons throughout a conntry will always be ready to give
things in exchange for the Moncy of the country, hence Money
has General and Permanent Value, but manifestly not Jntrinsic
Value.

All Beonomists admit that a Bank Note payable on demand is
of the Value of Moncy. And why is it so? Simply because it
is exchangeable for Money. A Bill of Exchange on a solvent
merchant has Value, simply because at a certain time, it will be
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exchanged for Money. Hence it is clear that Bank Notes and
Bills of Exchange have Value for precisely the sama reason that
Money has, and no other, viz. that they are exchangeable for
something else. When Money can be exchanged it has Value;
when it cannot be exchanged it has no Value; when a Bill or
Note can be exchanged it has Value; when it cannot be cx-
changed it has no Value.

Hence we see that the Value of Money and Credit of all kinds
is essentially of the same nature, though there may be different
degrees of it. A piece of Credit by the unanimous doctrine of
all Lawyers, all Economists, and all Maerchants, 18 an article of
merchandise, and an exchangeable commodity, just as much as
Money or any other goods.

The expression Intrinsic Value is so common that persons are
apt to overlook its incongruity of idea: but if we use words of
similar import whose meaning has not been so corrupted, the
absurdity will be at once apparent. Thus who ever heard of an
Intrinsic Distance, or an Intrinsic Ratio? Tho absurdity of these
phrases is apparent at once : but they are not more absurd than
Intrinsic Value. Tosay that Money beeause it is material, and tho
produce of land and labour has Intrinsic Value, and that a Bill
or Note is only the Representative of Value, is as absurd as to
say that a wooden yard measure is Jntrinsic Distance, and that
the space between two points one yard apaxt iy the Kepresentative
of Distance.

Other writers indeed consider the Value of a thing to bo the
quality which makes it desired ; but this also is an arror.  The
Value of a thing is any other thing for which it can be exchangoed.
Economics has nothing to do with the agrecable or useful quali-
ties of things, but only with their external relations to other

things : and it must always be remembered that Economics is a
ptire science of Ratios.

On the Distinction between DEPRECIATION wnd
DiMinvTION IN VALUE.

7. We must now observe the difference between two axpros-
wions, which, though often used indiseriminatcly, are essentially
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distinct, viz. Diminution in Value and Depreciation. An Altera-
tion in Value of any commodity means that the quantity of it
which was considered as an equivalent for a certain amount of
some other commodity with which it is compar ed, has undergone
a change.  Depreciation. means that it is not really of the Value
it professes to be. Alteration. in Val a commodity is always
used in reference to some other commodmy with which it is com-
pared Depreczatzon in reference to itself. Thus if at any given
time an ounce of gold will exchange for fifteen ounces of silver,
and if owing to any great and sudden increase of the quantity of
silver, while the quantity of gold remains the same, one ounce of
gold becomes able to purchase twenty ounces of silver, then silver
is said to have sustained a Diminution of Value with respect to
gold; or if, while silver remained the same, gold became very
scarce, 5o that one ounce of gold would purchase twenty ounces
of silver, then gold would be said to have risen in Value with
respect to silver. But if a Bank Note which professes to be of
the Value of five sovereigns, will only purchase four sovereigns,
it is Depreciated; or if a guinea which professes to contain a
certain fixed weight of pure gold, does not contain that amount,
it is Depreciated. The expression Diminution in Value is applied
both to commodities and Money : the word Depreciation. is more
usually lied : when an analogoq,s change takes place

“These distinctions arc very nccesaary to be observed in all
discussions regarding the Value of Coins which retain the same
name during a long series of ages. The pound of money in the
days of William the Concueror really meant a pound weight of
silver bullion; and silver was the only Money. Since then,
silver has greatly increased in quantity, and other things are used
a8 Money, which have greatly tended to diminish its Value. It
is said, though of course all such statements are extremely diffi-
cult to verify, that silver has fallen to a twelfth of its Value in
those times, Not only has,the Value of the metal greatly dimin-
ished, but also the Coinage is greatly deteriorated. The shilling
was originally the 20th part of a pound weight of silver; it is
uow only the 62nd part. Hence it is said that a shilling will
only command the 36th part of what it formerly would. But as
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great changes have taken place in everything clse as well, it
would be difficult to prove this.

These causes affecting the Value of Coina which retain their
names through long periods, may act in the =ame or opposite
directions. It is quite easy to imagine that a Coin, though
greatly deteriorated, or diminished from its original weight, may
in consequence of the increased Value of the material of which it
ie composed, be able to purchase as much as it would have done
originally. It is sometimes alleged that this happened at Rome,
The first Coinage of Rome was copper, and this metal was found

* in great abundance for some timoafter the foundation of the city.

The first measure of Value was the «s, which was a pound
weight of copper. The as was subsequently reduced to the
twelfth part of its weight, and some writers say that in conse-
quence of the great scarcity of the motal, it had increased so much
in value, that the deteriorated Coinage would purchase as much as
the full pound would originally. This may be o, or not, but it in
no way affects the argument. It might very possibly have been so.

These considerations greatly afleet the public in the matter of
Public Debts. The State agrees at a particular time, to pay a
fixed quantity of Bullion, either for ever or for a long period to
the Public Creditors. Now even supposing all other things to
remain the same, the Value of the Money may vary greatly
during long periods, either from the inereased searcity, or the in-
creased abundance of the metal: and either the State or ita
Creditors may be grievously affected by these changes.

On the OrniciN, Sovrck, or Cavse of Varu.

8. We bave seen that there are three species of Keonomic
Quantities, each containing many varieties, which have Value,
We have seen that the Value of any Quantity is any other
Quantity for which it can be exchanged. We now come to the
second branch of our inquiry—What is the CAvie;-ax Sounce, of
VaLUE, and whence does it originate?

Now when we are to search for the Cause, or Source of V‘ahm
it may be as well to understand what it is we are searching for.
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There is a very great number of things of several different
natures which all have Value: we must manifestly search for
gome single cause which is common to them all: which being
present, Valueis present : which when it increases, Value increases:
which when it decreases, Value decreases: and which being absent,
Value is absent.

Now as we have defined the Value of a thing to be any other
Quantity for which it is exchanged, it is evident that there must
be at least two parties to Xconomic Value. And as Exchanges
are voluntary, cach of the two parties must have some product,
and each must desire, or be in want of the product of the other.
Hence reciprocul Demand is the cause of Value. Aristotle said
long ago that it is DemAND which binds society together.

Here it is quite clear that we have got the true Source, or
Ongm, or Cause gf Value. It is DM Value is not a
qua.lxty of an ob_) ect, but an aﬁect:on of the mind. The sole Origin,
Source, or Cause of Value is Hluman Drsize. When there is a
Demand for things they have Value : when the Demand increases
(the Supply being supposed the same), the Value increases:
when the Demand decreases, the Value decreases: and when the
Demand altogether ccases, the Value is altogether gone.

The whole body of ancient writers made DEMAND the sole
Origin of Value: and they shewed that Demand or Value is the
inducement to Labour—“ Eo impendi laborem ac periculum
. . . . magna premia proponantur.”

In modern times, Boisguillebert saw this very clearly; he
says—-< Consommation ( Demand) is the principle of all Wealth ”
—¢ All the revenues, or rather all the riches of the world both of
a prince and his subjects only consist in Consommation (De-
mand) : all the most exquisite fruits of the earth, and the moss
precious products would be nothing but rubbish if they were
not Consommds (Demanded).”

So Hume says—-¢ Olua_t_ggjpns (desires or Demand) are the
only causes of Labour.”

“""The Italian Kconomists are very clear and consistent in
shewing that human wants or desires are the cause of all Value.
Genovesi shews that the words used indiscriminately, Prezzo,
Stima, Valuta, Valore, are words of relation, and not absolute, and
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that they are not applied to intrinsic qualities. ‘That, though
Money is the apparent or proximate measure, the ultm.m.te measure
to which not only things, but their price, is referred is man him-
gelf. Nothing has Value where there are no men, and the very
things which have a low price where men are few, bave a very
high price where there are many people. .

«Men however do not give Value to things or services,
unless they want them. Hence our wants arc the first source of
the Value of all things, and Price is the power to satisfy our
wants.” He says that the wants of men are the first source of
the Value of everything, and of all Labour: and that Value i
the child of Demand.

So Beccaria says—* Valuc is a substance which measures the
estimation in which men hold things.”

Condillac is also very elear on this point—¢ This estoem is
what is called Value.”—* Since the Value of things is founded on
the want of them, or the Demand, it is natural that a want
more strongly felt gives things a greater value: and a want less
felt gives them less Value. The Value of things increases with
their scarcity, and decreases with their abundance. It may
even, on account of this abundance, decrease to nothing. A
superfluity, for example, will be without Value whenever we
can make no use of it.”

The Physiocrates, or first school of Iconomists, made all
Value proceed or arise from Demand : and they shewed that
things which remain without Demand (Consommation) are with-
out Value.

Anything has Value when it is Exchangeable; when it is not
Exchangeable it has no Value. It is often suppored that Smith
proved that Labour is the source of all Value and of all Wealth,
But Smith’s doctrines are quite contradictory on this subjeet, as
we have fully pointed out in our Principles of Ieonomical
Philosophy, and Theory and Practice of Banking, and Smith
himself says that if a guinea would exchanga for nothing it
would have no Value. It is well known that a considerable
number of writers have asserted that Labour is the Causk of all
Value. But any one who reflects on this assertion must see ita
utter fallacy. The simple observation that however much a
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person may labour on producing a thing, if no one will buy it,
it has no Value, must at once shew the fallacy of it. Moreover
there are abundance of things which have Value upon which
no Labour was ever bestowed.

It is this doctrine that Labour is the Cause of all Value,
and that all Wealth is produced from the earth, which has done
so much to obscure and confuse the Theory of Credit. Whereas
when we consider ExCHANGEABILITY as the sole essence and
principle of Value, the whole subject becomes perfectly clear
and simple. A Bank Note or a Bill of Exchange has Value
because it can be exchanged for Money ; and Money has Value
solely because it can be exchanged for other things. ¢ An order
or note of hand,” says Mill, ¢ or bill payable at sight for an ounce
of gold, while the credit of the giver is unimpaired, is worth
peither more nor less than the gold itself,” ie. of exactly the
same Value as gold. And it is for this reason that Jura, Rights,
are termed Wealth in Roman Law. They are Pecunia, Res,
Bona, Merz, because they can be bought and sold. And it is
the commerce in this species of Merchandise which is the subject-
matter of this work.

On the GeneralL Law of VALue: or the GENERAL
Equarion of EconNomics.

9. Having in the preceding sections given the Definition of
Value, and found that its Form or Cause resides exclusively in
the Human Mind, the last branch of our inquiry is to determine
the General Law of Value: or the General Equation of Eco-
nomics : that is to discover a single General Law which governs
the exchangeable relations of ALL Quantities, whatever their
nature, at all times, and under all circumstances.

The acknowledged principles of Inductive Science shew us
that there can be but one General Law of Value. We have
seen in the preceding chapter that there are three distinet species
of Economic Quantities, and we have generalised the funda-
mental Conceptions of the science so as to grasp all these
Quantitics. Now these three species of Quantities can be ex.

E
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changed in Six different ways. Our present object is to investi.
gate a General Equation which shall be appliuuhlf’: to all the Six
species of exchanges indifferently. The Law which governs the
exchangeable relations of material products, must equally govern
the exchangeable relations of DpTs.

Suppose we make £ the general symbol of an Keonomic
Quantity—that is to say anything whatever whose Value may
be measured : and representing these various species of Quantities
under the general symbol £, we may affirm that there can be
but one Cause of Value for them all; which we have shewn to
be Dumanp: and there can be but one General Law which
governs their exchangeable relations.

Now let A and B be any two Economic Quantitios of any
form whatever, then supposing that A remains the same while B
varies with respect to A—then B or the value of A, will vary
from four causes :—

It will Increase—

1. From a Diminution in Quantity.

2. From an {ucrease of Demand.

It would Diminish—

1. From an Increase of Quantity.

2. From.a Diminution of Demand.

Now as the variations of Value of the other Quantity are
influenced by exactly the same four canses, it is quite clear that
the variations of both Quantities will be influenced by eiyht inde-
pendent causes: and if these be connected in the form of an Alge-
braical Equation, that will manifestly be the true (teneral
Equation of Economies,

The above is the full expression of what is commonly called
the Law of Supply and Demand. It means this that no change
can take place in the Exchangeable relations of any two Ico-
nomic Quantities unless there is some change in the Intensity of

Demand or the Limitation of Supply, of one, or both of the two
Quantities,
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CHAPTER IIL

ON THE COINAGE.

L. Ix the first chapter we explained the circumstances which
gave rise to the use of Money, and showed that many substances
bave been used to fulfil that function. But a metal of some sort
has been found to possess the greatest advantages: and of these,
gold, silver, and copper have been chiefly preferred.

Gold and silver, however, in a perfectly pure state zare too
soft to be used for this purpose, and it is necessary to mix some
other metal with them to harden them, which is called alloys. By
a chomical law, whenever two metals are mixed together, the
compound is harder than either of them in a pure state.

Gold and silver in the mass are called BuLLioN, and as the
laws of all countries in which bullion is coined into money define
the quantity of alloy to be mixed with the pure metal, we shall
use the word Bullion to mean gold or silver in the mass, mixed
with such a proportion of alloy as is ordered by law, so as to be
fit to be coined.

Some nations have used Bullion as money; but the mer-
chants of these nations were obliged to carry about with. them
scales and weights, to weigh out the Bullion on each occision.

Other nations adopt a more convenient practice. They
divide the bullion into pieces of a certain definite weight, and
affix some public stamp upon it to certify to the public that these
pieces are of a certain weight and fineness, and they give them
certain names by which they are commonly known. These
pieces of bullion, with a public stamp upon them to certify” their
weight and fineness, and called by a publicly recognised name,
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and intended to be used for the purposes of commerce without
further examination are called Corns.

This stamp, or certificate, of course, in no way affects the
Value of the metal, or the quantity of things it will exchange for.
Its only object is to save the trouble of weighing and assaying
the bullion in commercial transactions. Nor can the Name of
the Coin in any way affect its Value. Values, it is true, are
estimated in the number of these pieces of hullion, or coins: but
it is necessarily implied in the bargain vhat these coins contain a
certain definite quantity of bullion.

It is also perfectly evident that if this process of stamping
Bullion, and so turning it into Coin, is done free of all expense,
at the will of any one who chooses to present bullion and
demand to have it stamped, and also without any delay, the
value of the metal as bullion must be exactly the same as the
value of the metal as Coin.

If, however, a charge is made for the workmanship, or if any
tax is levied on changing the metal from one form into another,
or if a delay takes place in doing so, there will he a difference
between the value of the metal as bullion and as coin, and this
difference will manifestly be the charge for the workmanship, the
amount of the tax, and the amount of intercst aceruing during
the period of delay.

These however are all fixed, or constant, quantitics, which
may be ascertained, and they form the limits of the variation of
the metal in one form from its value in the other.

In the following remarks we shall assume that there is no
charge for the workmanship, no tax upon it, and no delay in
doing it, no obstruction, in short, of any sort to changing the
metal from one form into the other.

Upon these assumptions, then, we have this fandamental
principle of the Coinage—

Any quantity of Metal in the form of Bullion must be of
exactly the same Value as the same quantity of Metal in the Jorm
of Coin.

In the case of the coinage of England no charge of any sort
is made for coining Gold Bullion: but as a considerable doiay
way take place before any one who brings Bullion to the Mint
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can have it coined, the 7 and 8 Vict. (1844) c. 32. § 4 enacts
that every person may take bullion of the standard fineness to
the Bank of England, and that the Bank shall be obliged to give
him Notes to the amount of £3 17s. 9d. for every ounce of such
Standard Bullion. And as the holder of Bank Notes may demand
legal coin for them at the rate of £3 17s. 103d. per ounce: there
is thus practically a difference of lld per ounce between Gold
Bullion and Gold Coin.

On the Meaning of the Mint Price amd Market Price of
Gold and Silver.

2. As the very purpose of coining is to certify that the pieces
of Bullion are of a certain definite weight and fineness, it is
evident that a fixed quantity of bullion, as a pound weight, must
be divided into a fixed number of Coins.

Lhe number of Coins inlo which a given quantity of Bullion is
divided, is called the Mint PRrICE of that quantity of Bullion.

It is perfectly clear then that the Mint Price of Bullion is a
fixed quantity; it can by no possibility vary until the same
quantity of bullion is coined into a different number of Coins.

To alter the..Mint- Price of Bullion, is merely an expression
which means an alteration in the standard weight of the Coinage.

To suppose “that the Mint Price of Bullion could vary is
manifestly as great an crror as to suppose that a hundredweight
of sugar can bo a different weight from 112 separate pounds’
weight of sugar: or that any quantity of wine in a hogshead
could differ in quantity from the same quantity of wine in
bottles : or that a loaf of bread could alter its weight by being
cut up into slices.

Until recent times, when more attention has been paid to the
state of the Coinage, these Coins might circulate for a consider-
able time in a country, and lose a good deal of their weight,
without losing their Value. People were so accustomed to attach
a certain Value to the sight of a particular Coin, that unless
they werc money dealers they did not stop to inquire too
curiously whether it was exuctly of the proper weight or not.
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In fact when a coinage has been some time in use, few people
know what the legal weight of the Coins is. Many for instance
do not associate the idea of a pound with any particular weight
of bullion ; and thus in exchange for commodities and services,
Coins may pass at their nominal value for a considerable time
after they have lost much of their legal weight. Thus Shake-
speare Says—

“"Tween man and may, they weigh not every stamp,
Though light, take pieces for the figures sike.”

When Coin has been for some time in cirenlation, it must
necessarily lose a good deal of its weight from the wear and tear
of circulation, even if it be not subjected to any bad practices,
such as clipping, which used to be done to o great extent in this
country before the practice of milling the edges was adopted.  In
1816, when the last great reformation of the Coinage took placo
in England, the greater part of it was nothing but a thin wafer of
silver, from which all traces of an impression bad long since
vanished ; and it was reduced to scarcely more than half its
legal weight.

Though Coins may circulate in & country for some timae after
they have lost a good deal of their weight, without any percepti-
ble change in their value with respect to ordinary commerce,
when they are given in exchange for bullion the caso is different.
As the value of bullion is measured woight for weight with the
Coins, it is clear that if the Coins have lost weight, & greater
number of them must be given to purchase any amount of
bullion than if they were of full weight. Thus if the Mint
Price of silver bullion be 5s. 2d. per ounce; or if that quantity of
silver bullion is cut into that number of Coins, then if the Coina
have lost their weight from any cause, it is clear that mare than
5. 2d. must be given to purchase an ounce of bullion. It may
require perhaps 6s. or even more to buy an ounce of hullion.

The quantity of Coin at its full legal weight which is equal to
& given weight of Bullion is called the Mint Price of that quantity
of Bullion ; but the quantity of the current Coin which is equal
to it in weight is called the MARKET Price; and ag, if the Coing
ure diminished in weight, more of them must be given than if
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they are of full weight, the Market Price will apparently be
higher than the Mint Price, and this is called a Rise of the
Market Price of Bullion above the Mint Price.

The meaning of this is that the current Coins are deficient in
their logal weight. If the Market Price of silver be 6s.an ounce;
it means that six shillings contain only as much silver as 5s. 2d.
ought to do, or that the Current Coins want one-sixth of their
legal weight. Thus it is perfectly clear that the rise of the
Market Price is due to the DrprrciaTion of the Coinage.

Hence we have this fundamental law of the Coinage—

When the Market Price of Bullion rises ubove the Mint
Price, the excess is the proof and the measure of the Depreciation
of the Coinage.

The Market Price of Bullion could never fall below the
Mint Price, unless there was more Bullion in the Coins than
there ought to be; which of course would never be the case.
If such a case could happen the fall in the Market Price below
the Mint Price would be the proof and the measure of the excess
of the Coins above their legal weight.

3. If the Coinage of a country fall into & degraded state from
long wear and tear, or other cauges, and a new Coinage of full
weight be issued, and allowed to circulate along with it, one of
two offects must inevitably follow. Iither those persons who
have commodities to scll will make a difference in the nominal
prices of articles, according as they are paid in f{ull weighted, or
degraded, Coin; that is the depreciated Coin will be at a discount
ag compared with tho full weighted Coin ; or if there be a law to
prevent this, and to make both pass at the same value, bullion
dealers will immediately colleet all the full weighted Coins they
can, and melt them down into bullion, or export them: go that
the new Coinage will quickly disappear from circulation.

Theso considerations lead us to a fundamental and universal
law in Iconomics, which has been found to be true in all
countries and ages—That bad money drives out good money from
circulation or as it is expressed in an old pamphlet—

“ When two sorts of coin are current in the same nation of
like value by denomination, but not intrinsically, that which has
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the least value will be current, and the other us much as possibls
will be hoarded ™ or exported we may add.

The fact of the disappearance of good Coin in the presence of
bad Coin was noticed by Aristophanes, and was long the puzzle
of financiers and statesmen, who continued to issue good Coin
from the Mint while the old and degraded Coin was allowed to
circulate, and they were greatly perplexed by its immediate dis-
appearance, till Sir Thomas Gresham explained the cause, whence
we bave called it Gresham’s Law of the Cwrrency. We shall
shortly see another instance of its importance.

It is also from the same principle that a Paper Currency is
invariably found to expel a Motallic Currency of the same de-
nomination from circulation. And to shew the generality of the
principle, it was found in Awerica that when a depreciated
Paper Currency had driven Coin out of circulation, and a still
more depreciated Paper Currency was issuod, the more depreci-
ated Paper drove out the less depreciated from circulation.

It may be worth while to notice an error which is by no
means unfrequent. Some writers contend against fizing the price
of gold ag it is called. It is now ackuowledged to be n great
Economical error to attempt to fix the price of any articles.
Some writers contend that it is an equal error to fiz the price of
gold. But those who do so overlook a very important consider-
ation. The word “Price ” except in the single instance ¢ Mint
Price ” always denotes the quantity of one article, which is used
as a measure which is given for another article of a different
nature. Thus we say that the price of a bushel of wheat is 6.,
when the silver, the substance of which shillings aro composed, is
of a different nature from the wheat. But in the expression
“ Mint Price of Bullion,” it always means the value of Bullion
expressed in Coin of the same metal. The Mint Price of Gold
Bullion means its price expressed in Gold Coin: the Mint Price
of Silver Bullion means its price expressed in Silver Coin.

So long, therefore, as the Coins retain their full legal weight,

~ the Market Price of Bullion can by no possibility vary from its

Mint Price. If the law requires an ounce of gold to be coined
into 3l. }78. 104d., so long as the Coing rotain their full legal
weight, it can make no difference in the Market Price whether
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gold becomes as plentiful as iron, or as scurce as diamonds; for
the Money always continues at the same weight whatever be the
abundance or the scarcity of the metal. The value of gold may
vary with respect to other things; it may purchase more or less
bread, or meat, or clothes, or anything else at one time than at
another: but it is absolutely impossible that its value in Bullion
can differ from its value in Coin. To suppose that it could,
would be as irrational as to suppose that because bread became
very abundant or very searce, a loaf of bread could differ from
itself in Weight when cut up into slices, or a cusk of Wine differ
from itself when drawn off into bottles.

The Mint Price of Gold, therefore, is nothing more than a
public declaration of the weight of metal which the law requires
to be in the Coin, which accidental circumstances have caused to
be considered as the legal measure of value in this country : and
an alteration of the Mint Price of Gold, would be simply an
alteration in the standard weight of the Coin : and would be the
sune thing in principle as an alteration of the standard yard
measure. Those persons who ridicule the idea of having the
Mint Price of gold fixed, should, to be consistent, also ridicule
the idea of having the standard yard measure fixed. Those who
wish to lot the Mint Price follow the Market Price should also
contend that every tradesman should have his yard measure of
as many inches as ho pleases : because when the Market Price of
gold rises above the Mint Price, it is precisely analogous to cut-
ting g0 many inches off the yard. 'This fraudulent curtailment
of the measure of value has never heen done since Parliament
has been the chief power in the Legislature. But it was con-
stantly done in former times when the Crown was more despotic
than it is now. The Pound at the present day is curtailed of
two thirds of what it was in the time of William the Conqueror.

.

What i8 @ Pounn ?

4. We must now explain how a certain weight of Gold
Bullion has come in modern times to be called a Pound.
The original measure of value in France, Lingland, and
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Scotland, was the pound weight of silver bullion. No coin
however of this actual weight was ever struck. But the pound
weight of silver bullion was cut into 240 picces called pence.
Twelve of these pence were called a shilling or solidus; and
therefore 20 shillings, or solidi, made a Pound. These 240
pence actually weighed a pound of bullion.

Now let us denote the pound weight of metal in the form of
bullion by the symbol—Ib., and the pound weight, of metal in the
form of Coin by the symbol—2£. Then we have-—

240 pence = 20 shillings == £1 = [1b.

Now it is perfectly clear that if' the pound weight of bullion
were divided into a greater namber of picces than 240, that
greater number would still be equal to the pound weight; and if
we denoted by the symbol, £, 240 pieces or pence, irvespective of
their weight, we should have the 1lb. equal to £1 + the number
of pieces above 240.

Now this is what has been done in the Coinager of all the
three countries above mentioned. The Bovercigns of these
countries were frequently in want of money to pursue their
various extravagances; and as they could not make more money,
they adopted the fraudulent and surreptitious plan of cutting the
pound weight of bullion into & greater number of picees, but they
still called them by the same name. By thix means they gained
an illusory augmentation of wealth. ~ As they could not multiply
the quantity of the metal, they at various periods fulsified the
certificate. 'While they still called their Coins by the same name,
they diminished the quantity of bullion in them : and so coined
more than the original number of pence out of a pound weight
of bullion.

The consequence of this was very manifest. As 240 penco
were still called a pound, or £, in money, whatever their weight
wasg, and as more than 240 pence were coined out of a pound
weight of bullion, the £, or pound of money in coin, began to
vary from the Ib., or pound weight of bullion. Kdward L. began
this evil practice in 1300, when he coined 243 pence out of the
pound weight of bullion. Subsequent Sovercigns followed the
same evil example; and this falsification of the certificate in-
creased till in the time of Hlizabeth no less than 744 pence. or
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62 shillings, were comned out of the pound weight ot bullion.
Then we have manifestly—

744 pence == 62 shillings = £3 2s. = 11b..

As there are 12 ounces in the pound weight of bullion it is
seen that each ounce was coined into 62 pence, and hence as the
value of bullion is measured by the ounce, the Mint Drice of
gilver was said to be bs. 2d. the ounce.

Afterwards gold was coined as money concurrently with
silver; and geld picces were struck and made to puss current as
nearly as could be done at the value corresponding to the market
value of gold and silver. Thus there was for a considerable time
a double standard. In the reign of Charles II., the African
Company brought home a large quantity of gold {from the Guinca
coast. Ile had it coined into pieces called guineas, which were
intended to represent the £, or iwenty shillings in silver.  But
the Mint rating did not agree with the relative value of gold and
gilver in the market of the world, and consequently the value of
the guineas in the market never corresponded with their value ag
rated by the Mint.  In.l717 Sir Isaac Newton, the Master of the
Mint roported to Parlimment that the true value of the guinea
according to the relative market value of gold and silver at that
time was 20s. 8d. A Royal proclamation however was issued
declaring them to be current at 21s.; and then in the language
of the Mint the price of gold was fixed at 8{. 17s. 104d. an ounce.

Gold and silver coin were then made unlimited legal tender
for debts of any amount. But as gold was overrated by 4d.
in the £, and silver was underrated by 4d. in the £, Gresham’s
Taw acted, and in the course of the century, merchants universally
adopted the custom of paying their debts in gold as the cheapest
medium, and the silver coinage was exported, as being depressed
below its true value in this country, Gold therefore gradually
became to be considered as the measure of value in England.

In 1816 this custom was adopted as law, and gold was de-
clared 10 be the only legal measure of value ; and the Pound, the
legal tender, or measure of value, became the equivalent in gold
of 20s. in silvor.

Forty pounds weight of standard gold bullion by the regula-
tions of the English mint are cut into 1,869 Pounds or Sovereigns

b4odbs
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or the 1 lb. weight of bullion is cut into 46.. 14s. 6d.: or as the
value of gold is estimated by the ounce, the Mint Price of gold is
fixed at 8. 17s. 104d. per ounce, and, as long as the Coins are or-
dered to be coined of the same weight, the Mint Price cannot vary,

The legal weight of a Sovercign or Pound, is & dwts. 3371 grus,
containing 118zln grns. of fine gold. Sovereigns which fall
below 5 dwts. 24 grns. ; and half Sovercigns of less that 2 dwts.
18} gros. cease to be legal tender.

In former times Gold and Silver money were equally legal
tender to any amount: and their relative values were fixed by
Law: but Gold and Silver vary in their value with respect to
each other in the market of the world : and consequently even
though they may be rated truly at one time by the Mint, yet in
course of time their value according to the Mint regulations is
sure to get out of adjustment with their value in the open
market; and by Gresham’s law, the one that is underrated with
respect to the other disappears from circulation, and gives risv to
great inconvenience. Locke, therefore, in 1694, pointed out that
a nation should adopt only one metal as the legal meusure of
value, and make any other that may be used subsidiary. This
principle was adopted as Law in 1816; gold coin was declared
the only legal tender to an unlimited awount, and the silver and
copper coins were intended ouly as small change {or the Gold
Coin. The coinage of Gold is fres to the public; but the
coinage of silver and bronze is retained by the Government, In
order to prevent the effect of Gresham’s Law, the value of the

silver coin is artificially raised. Instead of illings being

lings are now coined out of it: but 4 of these are Kopt back for
the expenses of coinage. The Sovercign however is declared to
be of the value of twenty of these shillings, which are thus arti-
ficially increased in value about 6 per cent. In order to prevent
injustice being done, Silver Coins are not legal tender for any
sum ve..40s. it having been intended to make the double
Sovereign the Monetary Uhit.

The Bronze coins are only worth about one fourth of their
nowinal value; and pence and half pence are only legal tender

to the amount of fne shilling, and farthings to the amount of 6d,
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CHAPTER IV.

THE THEORY OF CREDIT.

1. A long series of illustrious Lawyers whose doctrines were
declared to be Law by the legislation of Justinian, had brought
the Theory of Credit to a state of perfection at the beginning of
the sixth century. These were adopted and confirmed in the
Reformed Code, called the Basitica, promulgated by the Ba-
silian Dynasty in the tenth century, which was the Code of the
Byzantine Empire and of all Europe, except England. The
Romans abandoned Britain at the end of the fifth century ; and
the Common Law of England on the subject of Credit was exactly
as it stands in Gaius, which was the text-book of Roman Law
throughout the Empire at the time when the Romans gave up
Britain. But on the 1st November, 1875, the Common Law of
England relating to Credit was superseded by Equity, which is
simply the Law of the Pandects of Justinian.

The stupendous system of Credit and Banking which exists
in this and some other countries is merely the practical exempli-
fication of the principles of Credit which were worked out by the
Roman Lawyers 1,300 years ago. But it is somewhat remark-
able that while these doctrines may be found in any of the great
continental Jurists, they have never yet found their way into any
legal work in this country in common use. This chapter is
therefore devoted to explaining the complete Theory of Credit.
as developed in the Pandects of Justinian, and all the great
Civilians, and which has now at length become the Law of
England.

2. We shall consider the subject in the following order—
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1. Investigation of the Nature of Credit.

2. On the Transfer of Credit or Debts.

8. On Instruments of Credit or Debt.

4. On the Limits and Extinction of Credit.

The investigation of the subject, moreover, opens np another
most interesting branch of enquiry. For considerably more than
a century Mathematicians have been in the habit of calling Debts
“ Negative Quantities.” But very few have givenany explanation
of what they mean by calling a Debt a “ Negative Quantity,” and
those who have attempted it have not succeeded, from a want of
knowledge of the principles of Mercantile Law and the Facts of
Commerce. We have shewn the real application of the alge-
braical signs in the Theory of Credit.

And when we have combined these three things together—an
exposition of the Facts of Commerce—an exposition of the Law
of CrepIT,—and shewn the application of the Theory of Alge-
braical Signs to these facts, we shall find a most heautiful exem-
plification of the use of these signs, strictly conformable to their
use in Natural Philosophy. We shall find that the Doctrines of
Law, the Practice of Commercial Men, and the Theory of Algo.
braical Signs perfectly agree with one another. And though we
shall give nothing but a simple exposition of the mechanism of
the actually existing system of Credit and Banking, we shall be
able for the first time to bring Xconomic Theory to the level of
Commercial Practice, and present results which may surprise our
readers.

Inwestigation of the Nature of Credit.
On the Definition of Credit.

3. We have seen that all modern Kconomists admit that
human Abilities, Energy, Skill, and Character are Wealth, be-
cause men can make a Profit by their employment. Theso Moral
Qualities and Character may be used for the purpose of pur-
chasing Merchandise with a Promise to pay instead of actual

money: and when they are so they are in popular language
termed CrepIT.
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Thus Demosthenes says—* There being two kinds of Property,
Money and General CrEDIT, our greatest Property is Crepit.”

And also :—“ If you were ignorant of this, that Crepir is the
greatest CAPITAL of all towards the acquisition of Wealth, you
would be utterly ignorant.”

So Melon says—* To the calculation of Values in Money there
must be added the current CreprT of the merchant, and his pos-
gible Creprr.”

So also Dutot says—* Since there has been regular commerce
among men, those who have need of Money, have made Bills, or
Promises to pay in Money. The first use of Credit therefore is
to represent Money by Paper. This usage is very old : the first
want of it gave rise to it. It multiplies specie considerably, it
supplies it when it is wanting, and which would never be suffi-
cient without this Credit: because there is not sufficient gold and
silver to circulate all the products of nature and art. So there is
in commerce & much larger amount in Bills, than there is specie
in the possession of the merchants.

“ A well-managed eredit amounts to tenfold the funds of a
merchant : and he gains as much by this credit as if he had ten
times as much Money. This maxim is generally reccived
among all merchants.

“ CrepIT s, therefore, the greatest WEALTH to every man who
carries on commerce.”

Now though in popular language the merchant’s general
Purchaging Yower is called his Credit, yet it does not enter into
Keonomics until he actually purchases something with it.

When such a sale on Credit takes place the Property in the
goods passes absolutely to the buyer as fully and completely as
if the Price had been paid in Money. But at the very same
instant that the Property in the goods passes to the buyer, there
is a Contract, Newum, or OBLIGATION, created between the buyer
and the seller, which consists of two parts—

1. Tho Right to demand payment, in the person of the seller.

2. The Duty to pay, in the person of the buyer.

These two Quantities consttute the Contract, or the OBLIGA-
r1oN, which is the bond of Law between these two persons.

[t may be necessary to observe that the word OnLieaTION is
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very often used erroneously to mean onl.y the Duty to pay. l?ut
Von Savigny has clearly pointed out this error. The Obl'lgzl.uon
is the bond between the two parties: it imcludes the Right as
well as the Duty : it is in fact synonymous with Contract.

In this Contract, or Obligation, the Right to demand pay-
ment residing in the person of the Creditor is termed Creprr.

This CrepIT is the NauE of a kind of Incorporeal Property :
it is the lowest form of an Annuity: it is an Annuity of one
term: an Annuity in general is the Right to demand a series of
payments: CREDIT is the Right to demand a single payment.

Now this Right is Property : it may be bought and sold: and
hence we see the force of Roman Law—* Under the term Weavti
.. . . RieaTs are included.”

Though therefore in popular language a merchant’s Credit is
often understood to mean the general estimation he is held in,
and the power of purchasing goods with his Promise to pay in-
stead of actual money, it must be understood that this Credit
doeg not come within the science of Heonomies until ho exercises
this Eowgg;a?égm actually buys some goods with his Promise to
pay; and when he does exercise this power, it is the Promise to
pay, or the RIGHT oF ActioN which is created at the very instant
of the transfer of the Property in the goods to him which in the
language of Law, Commerce, and Economics is termed Creprr.

Thus a Credit in bank means a Right of action against the
bank for a sum of money : a Letter of Credit isa lottor giving
its holder a Right to demand a sum of Moncy : Paper Credit
means Rights of action recorded on paper, such as Bank Notes,
Bills of Exchange, &e.

It is sometimes supposed that the subject of Danking and
Credit is peculiarly mysterious and difficult of comprehension.
But in reality the whole difficulty consists in grasping the con-
ception that Credit, as an Economic Quantity, is a species of
Property, Merchandise, or Goods, or a Commodity exactly
similar to a bale of cotton, a quarter of corn, a ton of coals, a
horse, or a table, and may be bought and sold precisely like any
other goods. Not only may Credit be exchanged against goods,
but also one piece of Credit may be exchanged against another
piece of Credit, just as one piece of goods may be exchanged
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against another piece of gooda: und every perron can make a
catalogue of his Rights of action against every one else, precisely
in the same way as he can make a catalogue of his other goods
and chattels.

4. So far all is clear: but now comes the first ambignity in
the subject, which has given rise to much misconception.

When an Obligation is created by the transfer of the DPro-
perty in goods and money, the Right to demand payment is the
CrepiT, and strictly speaking the Duty to pay is the Depr.

Here is the {irst subtlety to be remarked. It is very often
supposed that a Dint is Money owed hy the Debtor: this how-
ever i8 & great error. The Debt is never, under any circum-
stances, the Money owed by the Debtor: it is the Prrsonar Dury
to pay the Money. Thus Mr. Williams says—* Tivery person
who horrows Money on marteage or not incurs a Drwr, or Pen.
SONAL ()m..l(u\llON to vepay it. out of whatever means he mity
posscss”

Now thix is o point of the greatest importanee in the due
understanding of the Theory of Credit, and has led to great error.
The common and wide-spread fallacy that a Debt is Money owed
by the Debtor, and belonging to the Creditor is expressly pro-
vided againgt in Roman Law-—* The essonce of an Obligation
does not consist in this that it makes any spcclﬁc (/ooda our \

Property ; but that it binds some Penson to mg e us_sometl z

That is to say, that no lmrtneulur money in the Debtor’s pos-
session belongy to the Creditor, which he can seize upon: none
is pledged to him : the Money continues the absolute Property
of the Debtor, which he may spend or part with, until of his
own free will he transfers the Property in it to the Creditor.
But the l)mu‘ _or the Dury 10 RAY, exists exactly as it was, no
matter whethor $h Debior has any Money to pay it with or not.

The difference s clearly marked in Roman Law: if auy one
had in his possession any goods or chattels which were the Pro-
perty of another person, that person had a Jus #n re, or a Real
Right: a luyht to that very thing. 1" he had only an abstract
Right to demand something from a person, he had only a Jus ad
rem, which is a more Personal Right : it was also callad a Jus in
personam, or a Right against the person.

r
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This subtlety is so important to be nnder_stood ﬂl:’\t we s:hall
give an extract from the distinguished Ju'rxst, {’ubhmr«—:“ The
Right which this Obligation gives the Cmdn.m' of [Trnue(_a(.lmg to
obtain the payment of the thing, which the Debtor i ()I-)h;:‘m[ to
give him, Zs not a Right in the thing dself (Jus in re), ihis only a
Right against the person of the Debtor for the purpore n.!' 20Mm-
pelling him to give it (Jus ad rem). The thing wh-:vh the
Debtor is obliged to give, continues then to belong to him, and
the Creditor cannot become the proprictor of it, except by the
delivery, real or fictitious, which is made to him by the Debtor
in performance of his Obligation.

“ And till this delivery is made, the Creditor has nothing
more than a Right of demanding the thing, and he has only that
Right against the person of the Debtor, who has contracted the
Obligation.

‘“Hence it follows that if my Debtor, after contracting an
Obligation to give a thing to me, transfers it upon a particular
title to a third person, whether by sule or donation, [ cannot
demand it from the party who has so acquirad it, but only from
my Debtor . . . . The reason iy, as the Obligation does net,
according to our principle, give the Creditor any Right in the
thing which is due to him, I have not any Rizht in the thing
which was due to me, that I can pursue against the person in
whose hands it may be found.”

This distinction is perfectly plain, and of the  highest fm-
portance in Economics: for if the Creditor had the Right to any
specific money in the Debtor’s possession, that would be a dimi-
nution of the Debtor's property: he would have no right to part
with, or sell it: and there would in fact only be one Feonomie
Quantity in existence, ie. the quantity of Moncy,  But as a
matter of fact the whole of the money remains the Debtor’s Pro-
perty, which he can scll or exchange as he pleases : and  «lvo
there is the Right or Property, m the person of the Creditor,
which he can also sell or exchange : and which way be sold o
exchanged any number of times like maoney till it is paid off and
extinguished.  Hence in this case there are two Feonomie

Quantities in existence, which may each circulate in commeren
8t the same time,
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5. Having explained this subtlety 1t might be thought that

all difficulties on the subject were cleared up. But unfortunately

_this is not the case: we have still more ambiguities to clear up,
~each of which has been the cause of great misconception.

The word Depr evidently in strictness means the Duty of the

" Debtor to pay the Money. But unfortunately, the word Drpr
has long been translerred to mean the Rrernr oF Acrion in the
person of the Creditor: and thus it is used as synonymous with
Crepre.

We have not found in any ancient writer the word Diprrum
used to mean the Right of Action: but this change in its mean-
ing had already come into use in the 12th century.

In 1194 Richard I. issued a Commission for a judicial wisita-
tion on financial matters in which it is said—¢ Let all the Debts
(Dedita, Rights of action) of the Jews be scheduled, their lands,
houses, rents and possessions. . . .

¢ Also let every Jew swear that he will make a true schedule
of all his Duprs (Debitu, Rights of action) pledges, rents, and all
his property and posscssions.”

And this is the meaning which the word Dipr has long
acquired in English Law. 1t means a Right of action, a Claim,
or Demand.

Thus in the Statute of Acton Burnell, 11 Kdward 1. (1288
commonly called the Statute of Merchants, it is said-— That
merchants may quickly recover their Debts . . . The King by
his council has ordained and established that the merchant who
would be sure of his Debt.”

So the Act, 16 Geo. [T e, 125, 8. 8 enacts thag “one Debt or
Demand ” may be set off against another. My, Williams says
“ Within the class of choses-in-aetion was comprised a Rianr of
growing importanee, namely, that of suing for Money due, which
Riamr is all that is ealled a Dipr "—* Wo have soen that a Depr
was anciently considered asa mere Ricir to bring an action
against the Debtor " Duwrs being formerly considered as mere
Rights of action.”

So as may be seen in any daily paper the exceutors of
deceared porsons advertise for any poersons who have ¢ Dumrs,

Y
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claims, or demands;” against the estates of the deceased to give
in a statement of them. ‘ . .

An administrator is appointed by the Court of the ¢ goods,
chattels, and CrepITS of the deccased.”

Thus it is seen that the words Creprr and Drrr are used as-
synonymous in Law. o ‘

Accordingly in the Digest of the Law of Bills of Exclianze,
Bank Notes, &c. which we prepaved for the Royal Comumissioners
for the Digest of the Law we began with the following funda-
mental Definition of the subject—

«Creprt or DEBT, in Legal and Commercial [and  Feo-
nomical] language means & RIGHT OF ACTION againsi a £erson
Jor a sum of Money.”

On the Ambiguity im the Meaming of the word Loun
or the Distimction between Muruunt @i CoOMMODATUM,

8. We now come to the next ambiguity which has heen the
cause of great confusion in tho Theory of Credit in recens
times.

All the older writers, who were chiefly men having a prae-
tical knowledge of business, seeing that Credit causes exactly the
same circulation of' commodities ag Money, said that Credit ia
Capital, without entering into any very nice definition either of
Credit or Capital.

Smith expressly classes Paper Currency, such as Bauk Notes,
Bills of Exchange, &c.—which are Crenrr-—under the titlo of
Circulating CaPITAL.

Since the time of the French Economist, Say, however, this
doctrine has been the subject of much ridicule. Ilo says in
one passage which has been repeated by a multitude of writers,
that those who say that Credit is Capital, maintain that the samo
thing can be in two places at once. They conceive that Crodit
is the material thing lent, or the transfer of it; and then they
ask—How can the same thing be in two places at once, and be
used by two persons at the same time?

The whole misconception is founded on an ambiguity in the
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meaning of the words Loan and Lenp, which words are used to
denote two operations of a perfectly distinet nature.

There are two kinds of Right—the Right of Pogsession and
the Right of Property.

Suppose that I LEwp my friend a Book or a Horse : that is
T allow himn to have a Right of Possession and use of them for a
certain time.  Then it is clear that T and my friend cannot both
have the Book, or the llorse, at the same time. But though I
lend him the Book or the MMorse, they still remain my Pro-
pErTY. I do not transfor my Property in them to my {riend.
He is not my Debtor nor am I his Creditor, and if I wanted to
bave them back, and went for them, and found Lim not at home,
I shonld have no seruple in taking them away.

But suppose that I had Lent my friend £5, and if as before,
wanting them back, I went and found him not at home, would I,
if I happened to see his purse lying on the table, open it, and
take £5 out of it? I should instinetively feel that I should do
no such thing. I should have no scruple whatever in taking
back the Book or the ITorse I had rent: but I should never
dream of opening my friend’s purse, and  taking out £5 I had
LENT,

Thus without giving any particular thought to the subject,
every -oue would instinetively feel that there is an essential dis-
tinetion hetween the cases of LexpiNg a Book or a Tloree, and
lending L5, Orif he were so obtuse on the subject, the Law
would point out the distinetion.  The Law would tell him that
he might take away his own Book, or his own IHorse, if he
plensed ; but that if he opened his friend’s purse, and took ont
£5, he would be guilty of theft: and that he must request his
friend to pay him, but that he must not help himself.

Ho i a man pays in money to his aceount at his hanker’s, Ze.
dends him money, and ifl he drow a cheque on his banker for £20,
would he venture himself to take 20 sovercians off the banker'’s
counter?  OFf course he would not. e would request his
banker to pay him: and he must wait until his banker gives him
the money of his own free will.  If he ventured to take the
money himself it would be lurceny, and he might be given in
charge to a policaman,
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In fact though both these operations, lending a Book or a
Horse, and lending Money, are called a Loan, they are of an
essentially distinct nature. When a man lends a book, or other
chattel, to his friend, he does not part with, or dispossess himself
of the Property in it. He is entitled to have that very Book, or
the very Chattel, back again. There is no Hxchange, and no
New Property created. And only one person can have the use
of the book or the chattel.

But in all cases whatover of a Loax of Money, the lender
absolutely cedes the Property in the money to the Borrower, and
it becomes his absolute Property. What the lender does acquire
is the Right, or Property, to demand back an equivalent amount
of money, but not the specific money. A loan of money is,
therefore, always an Excuanes, and in all such cases there is of
necessity a NEw PROPERTY created : and this New Prorerry is
termed CrepIT: and it may be sold and transferred like the
Money itself.

The same principle is true of the Loan of many other things,
such as wine, bread, meat, oil, &e. If I lend a loal of bread,
or a bottle of wine, to a friend, the only way he can use them ix
by destroying them, or consuming them. Hence I must of
necessity transfer the Property in them to him: and what I
acquire in return, is the Right of demanding an equal amount of
equal quality in return. It is the same with Money. A man
can only use money by paying it away: and all he can do is to
give back to the lender at some future time an equal quantity of
money. In English Law the former kind of Loans (Z.e. the loan
of a book or other chattel) are said to be returnable in specie,
that is, the identical things are restored: in the latter kind of
Loan the things are said to be returnable in genere, or only
similar things are given back. In the former kind of loan, the
relation of Debtor and Creditor is not created : in the latter,
the relation of Debtor and Creditor is oreated between the
Borrower and the Lender.

Precisely the same relation is created on the sale of goods on
Credit. The Property in the goods is ceded abgolutely to the
buyer: and what the seller receives in exchange for the goods i
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the Right, or Property, to Demand their Price in money at a
future time: and this Right or Property, is termed CREDIT.

Hence it must be observed that the Beonomic Quantity called
Credit or Debt, is the Right which is created on a T.oax of moncy,
wine, bread, oil and things of that nature, to demand buack an
equal quantity to the things lent: or the Right which is ercated
on a SALE of goods on Credit to demand their Price in money at
a future time.

Thus the confusion has arisen from the English language
having but one word, Loan, to denote two operations of an
esgentially distinct nature: the French language is equally
faulty. But the distinction is clearly pointed out in Roman
Law, and the Latin language has a distinct word for each opera-
tion.

It is said in the paraphrase of Theophilus of the Institutes of
Justinian, which we prefer to quote, because it is more fall and
distinet than the Institutes, and it superseded them as the autho-
rised text book of Roman Law—

“ A Real Obligation is contracted by an act, or by the manual
delivery of something counted out: and this includes the
Muruum.

“ A thing is a Muruom when the Property in it passes to the
person who receives it, but he is bound to restore to us, not the
identical thing delivered, but another of the same Quality and
Quantity. Isaid, so that the receiver becomes the Proprietor of
it, that I might exclude the Comyxoparum and the Drposrrum :
for in these latter the recciver acquires no Property. But he
noust be bound to us, to exclude the Donarion, for he who
receives one acquires the Property, but he is not bound to us. I
said that he must restore not the identical things, but others of
similar Quality and Quantity, that I might not deprive him of
the use of the Muruum.  For a person takes a Murvuwm, that he
may use the things for his own purposes, and return others
instead of them. Tor if he were obliged to give back the same
things it would be useless to borrow them.

“But all things are not taken as Murua, but only those
which consist in weight, number, and measure, &e. In weight, as
gold, silver, lead, iron, wax, pitch, tin : in measure, such as oil,
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wine, corn : in number, such as money. And in short whatever
we deliver with this intent, in number, measure, or weight, so us
to bind the receiver to return us, not the same things, but others
of the same nature and quantity. Whence also it is called
MuruouM, because it is transferred by me to you with the intent
that it should become your Property (ut e meo tuwmn fit).

¢ But the Real Obligation includes CommopaTuM: asif any one
were to ask me to lend him a book, and I lend it . ... But the
CommvonaTum differs widely {from the Murvum, For the Murvum
transfers the Property, but the Commonatunm does not transfor i,
and therefore the borrower (commodatariug) is bound to restors
the very thing lent.

So it is said in the Digest-—* But it is called giving a
Muroum becanse from being my DProperty it becomes yours
(quod de meo tuum fit) ; and therefore if it docs not become youx
Property no Obligation is created.”

But on the contrary with respect to the ComMopaTUM— We
retain the Property and Possession of the thing lent (ref com-
modate) "—* No one by lending (commodando) a thing, gives the
Property in it to him he lends it to.”

Modern scholars repudiate the fanciful etymology of mautuum
from (ex meo tuum fit), though it held its place so loug in legal
text books. Mutuus evidently comes from muto, as deciduus from
decido, and dividuus from divido. It is so callod because thera
was an exchange of Properties. But thouglh the derivation is
fanciful, it exactly expresses the fact. Unless there was an ex-
change of Properties there was no Mutuum. All commoreial loans
are Murus, and not Commopara. Kvery loan of money is in
reality a sale, or an exchange, in which a New Proprrry is created,
which is called CrEDIT or a DEpT: and when the money is re-
turned, or the loan repaid, it is another exchango, by which this
New Property is extinguished.

On the Distinction between a Drsr and « Batnument: or
the Distinction between o Mutuum and o Dzrosrrom,

7. We have now to trace the consequences of this distinction
between the Muruum and the DeposiTum, because they each give
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And it has been the confusion between these two distinet classes
of Paper which has been at the root of most of the false theories
of Credit and Currency which have produced such terrible cata-
strophes in the world.

There are two species of Paper Documents which are in
general use in commerce, and which have some superficial re-
semblances—that is they both convey Rights to certain things and |
are similarly transferable, and are, therefore, considered by many
to be of the same nature ; but which are yet fundamentally dis-
tinet in their nature : and in this radical distinction is contained
the basis of the Theory of Credit.

These species of Paper Documents are—

I. Bank Ngm&m oF._BxcmANGE, and other forms of
CrEDIT. Koo
II. Bius or Lapivg, Dock WARRANTS, and all othe;_ﬂmm__,
to specifio £00ds. LywrwsFadriign

In order to understand clearly the fundamental distinction
between these classes of Paper Documents, we will explain how
each of them arises.

1t has already been shewn that in all Loans of the nature of
the Mutuuni, and in Sales of goods on Credit, the Property in
the money or the goods is transferred to the borrowexr or the
buyer, and in exchange for it the lender or the seller receives the
Property or Right to demand a sum of money: which Right
may be recorded on paper: and may be bought and sold like
any other goods or merchandise.

Now when a person pays in money to his account at his
banker’s it is a Muruum: the Property in the money passes abso-
lutely to the Bunker. Io is not the Trusrer or the BaiLeg, of
the money: but it becomes his Property. He is the Owner of
it, and is entitled to use it in any way he pleages, for his own
purposes. In exchange for this money, he creates a Creprr in
his customer’s favour, promising to deliver an equal amount of
money on demand. The transaction is an exchange or sale. The
Banker buys the money from his customer, and sells him in
exchange for it, the Right to demand an equal quantity of money
at any time he pleases, and it has VaLug, bécause the owner of

} rise to a class of Paper Documents of a totally distinct nature.
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it can exchange it for money, or anything clse.  The Banker is
not the Trustee of the money, but he is simiply the Denrox to his
customer : and if unfortunately he should happen to fail, his
customers or creditors are only entitled to have his property
divided among them, and they must take their chance of having
their Debts paid in full.

It is exactly the same in all cases of Mereantile Credit.  The
merchant or trader who buys goods on Credit, is not the Truster
or BaILEE of the goods, but their Proprizror.  The seller of the
goods cedes the Property in them absolutely, and receives in ex-
change only the abstract Right to demand payment at a future
time. Like the Banker, the buyer is simply the Debtor to the
seller. In both cases there is a New Property ereated, which
may be recorded on Paper, either in the form of a Bank Note, or
a Bill of Exchange, which may be bought and sold quite inde-
pendently of any specific money. Ilence all forms of _Paper.
Credit are absolutely separated from any specific money, and that
is the very reason why they are called CrEprT, because the holder
of them has nothing but a Right to demand money from some
person.

But the case is quite different with the other class of Paper
Documents. When a man ships goods on hoard a vessel, ho re-
ceives from the captain a Paper Document, acknowlodging the
receipt of the goods, and promising to deliver them to whamso-
ever shall be ﬂwgocumvnwﬂlcd the BiLL
& Lapine. i S SRR e DIk

The shipper of the goods sends the Bill of Lading to the con-
signee, who, directly he receives it, may negotiate it, 7.e. transfor
it by indorsement to whomsoever he pleases, in all respects likea
Bill of Exchange, and it may pass through any number of hands,
and whoever is the owner of it at any time may go and demand
the goods from the captain.

Similarly when goods are deposited in a Dock Warchouse,
the Rack Master gives a Paper Document, or receipt for them  of

a similar nature to the Bill of Lading, which is called a Dock
Warrant. This is vransferable in all respects like a Bill of
Eading; or a Bill of Exchange, and whoever is the owner of the
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Dock Warrant, is the owner of the goods described in it, and is
entitled to demand and receive them from the Dock Master.

Now it is especially to be observed that in these two cases,
although the goods are delivered into the temporary custody of
the captain, or dock master, they have no Property in them.
"The Property in the goods remains with the shipper, or depositor,
snd is transferred by him along with the Bill of Lading or Dock
Warrant. The goods are what is called in Roman Law, a mere
Dyiposituy. The captain or the dock master is the mere BAILEE
or TrUSTEE of the goods, and not the OWNER, as in the case of the
Murvom. He has no right to convert them to his own use, and
if he did so, it would be a robbery, and he would be liable to be
punished as a thief. Thus in these cases the goods are merely
delivered into the temporary custody of the captain, or dock
master, for a certain defined purpose, and no New Property is
created. The Bill of Lading and the Dock Warrant form Oxg
Property with the goods, and cannot he scparated from them.
The goods travel with the Paper Document. Thus it may be
said in this case that the Paper Documents represent goods. In
this case there is no ewchange and these documents have no
VaLur, i.e. they are not exchangoeable separately. They are not
exchangeable for goods generally, but are TiTLEs to certain
specific goods, and no others. No one ever spoke of the Value
of a Bill of Lading or a Dock Warrant. Such Documents are
not CREDIT, because the owner of them does not simply delieve
that he can obtain goods in exchange for them, hut he Znows
that he has become the owner of certain ﬂpcciﬁc goods. Such a
transaction is mot an lxchange, but what is_called in Taw.a
~BA1W

So also if a man takes o bag of moncy to his bauker, and
asks him to take care of that specific money, and give it back to
him, or to any one else he may name, on demand, no Property in
the money would pass to the banker. It would not be a
Muruum, but a Derositum or Bamment. The banker would have
no Right to use the money for his own purposes: and if he did
so he would be guilty of theft. If he gave a receipt for it
promising to deliver the money to whomsoever the receipt might
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be transferred, the receipt would be one property with the money,
g8 in the case of Bills of Lading and Dock Warrants. The
money and the receipt could not be separated, and the Pro-
perty in that very money would always pass along with the
receipt. The Banker in such a case would bo merely the
BamLee or Truster of the money and not its OWNER. In the
case of the captain, the dock master, and the banker, just
described, the relation of Debtor and Creditor does not arise
between them, and the owners of the Paper Documents.

Hence we see the radical and fundamental distinction between
Bills of Lading, Dock Warrants and all other Titles to specific
goods on the one hand, and all forms of Paper Credit on the
other.

Bills of Lading, Dock Warrants, and other Titles to goods,
are absolutely bound down to these specific goods, and cannot be
separated from them, and therefore they form only one Pro-
perty with them. They always arise out of a Bamuenr and
never out of an ExcEANGE ; and they may justly be said to
represent goods. They in themselves are nothing, and are no
addition to the mass of other exchangeable Praperty.

On the other hand it is the fundamental legal requisite of all
kinds of Paper Creprr, that thoy shall ho absolutely severed
from any specific sum of money. They are even forbidden to
be made payable out of any particular fund. They must
be nothing but abstract Rights against the Prison, and that is
the very circumstance from which they take their name: be-
cause they must be received on the simple belic/ that tho person
can pay them. If any specific sum of money were appropriated
to their payment they would not be Creprr. Paper C Credit always
arises out of an KxcrANGE, and never oufi of a BMLm LENT, Bills of
Lading and Dock Warrants always go along with goods : Bunk
Notes and Bills of Exchange are always exchanged for money,
goods, &c. Bills of Lading represent goods, but are not of the
Value of goods, because there is no exchange, and there can bo
no Value without an exchange. Bank Notes, &e., do not repre-
gent money, but they are of the Value of Money, because in their
case there is always an exchange. And Credit in all its forms ig
an addition to the mass of other exchangeable property: as, in-
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deed, is admitted by every Lawyer, every Merchant, and every
Economist.

From this it clearly follows that Bills of Lading and Dock
Warrants can never exceed in quantity the goods they represent.
If any one were to negotiste such documents without any goods
heing attached to them, it would be an indictable fraud. But
Paper Credit of all sorts immensely exceeds in quantity the
Money in the country—on the lowest caleulation, tenfold. Credit
itself is merchandise, and the subject of u gigantic commerce. It
may bo said that all commercial crises arise out of the excessive
creation of that species of Property called Criprr.  What are the
due limits of Credit, is a question of the most momentous con-
sequence, which will be clearly shewn hereafter.

We have shewn that in Roman Law all Rights, and Credit
among them, are included under the terms Pecunia, Bona, Res,
Mera; w0 also in lnglish Law a Debt, or chose-in-action, or
Credit is included under the terms “ Goods " and * Chattels.” Tt
is an article of Merchandise, or a Saleable Commodity.

Thus Sheppard says under Chattels-—

“All kinds of emblements, sown and growing grass cut: all
money, plate, gold, silver, jewels, utensils, houschold stuff,
Dewrs, wood cut, wares in a shop, tools and instraments for
work, wares, merchandises, carts, ploughs, coaches, saddles, and
the like ¢ all kinds of cattle, as horses, oxen, kine, bullocks,
goats, sheep, pigs, and all tamo fowl and birds, as swans,
turkeys, goose, capons, hens, ducks, poultry, and the like, are
to bo accounted Charrerg.”

“ AL Obligations, Bills, Statutes, Recognizances, and Judg-
ments, shall be as a Cuarren in the Executor.

“ A Right of action to any personal action is a CuarTres.”

8o it wa re-olved by Popiam, Chief Justice of England, and
many othor Justices, that “ personal actions are as well included
within this word goods in an Act of Parlisment, ag goods in
posseasion.”

8o in another case Lord Chancellor Harowicke said-—* And
Drprs come within the meaning of the Act, and would pass in a
will thereby."  Buener J. said—* A bond-debt is certainly a
Cuarren.”  So Panker LGB, said :——4 But goods and chattels
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include DEBTs "— things in action are considered as goods and
chattels.” Lyg, C.J. said—“ The inquiry on the second point is,
whether choses-in-action are not included under goods and
chattels? and [ agree . . . . this is now out of question, choses-
in-action will be included therein. JFwlwood’s case 4 Co. 65
proves that a chose-in-action (as an obligation) is a CuaTTer.
So Staunf. Prerog. 65, c. 16 says that Chattels comprehend
Right of action to goods.” And Harpwickr C., said—* (ioses-
in-action are properly within the description of goods and
chattels.”

So Blackstone says—* For it is to be understood that in our
law, chattels (or goods and chattels) is a term used to express any
kind of Property which, having regard either to subject matter,
or the quantity of interest therein, is not frechold.”

“Property or Chattels personal may be either in possession,
or else in action . . . Property-in-action is where 2 man has not
the enjoyment (either actual or constructive) of the thing in
question, but merely a Right to recover it by a suit or action at
law.”

We need not give any more quotations; in fact, those which
we have given are only intended for the benefit of lay readers.
Every person who has studied the most elementary prineiples of
Law, knows perfectly well that a Right of Action or a chose-in-
action is & personal chattel like any other species of property
but it is just on this point that the greatest ditficulty is folt hy
lay readers to understand how a mere Right of Action is sale-
able Property, just like so vauch iron, corn, gold, lead, conl, or
anything else.

On some Erroneous Ideas as to the Naturg
of Crunir.

8. We have still another erroneous view of the nature of
Credit to clear away. We have seen that the preceding errors
arose from not observing the distinction between Murvum and
Commoparom and DEpositum.  From the first error proceeded the
erroneous notion that those who say that Credit is Capital ray
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that the same thing can be in two places at once: from the
second that Bills of Lading and Dock Warrants are of the same
nature, and are Credit, as well ag Bills of Jixchange. 'The third
form of error which we have now to dissipate is that Credit adds
nothing to the resources of the world, because it is neutralised
by something else.

Any person practically conversant with commerce, and sceing
the immenscly greater portion of commercial operations effected
by means of Credit, would smile at the notion that Credit adds
nothing to the resources of a nation : but some have been misled
by a very palpable error. Henry Thornton, an able man, a
banker, and one of the authors of the Bullion Report, says—-
“ Paper constitutes it is true an article on the Credit side of the
books of some men, but it forms an exactly equal item on the
Debit side of the books of others. It constitutes on the whole
neither a Debit nor a Credit.”

So another cminent banker M. Cernuschi says—*¢ The
balance sheet of every individual contains three accounts : exist-
ing goods, Credits, and Debts. But if we collected into one all
the balance shects of every one in the world, the Debts and the
Credits mutually neutralise each other, and there remains but a
single account : existing goods.

“The totality of the goods, -therefore, forms the general
inventory, There is the first mattor of exchange. The Debts
and Credits are subsidiary matters. Debts and Credits are
reciprocally transmitted as goods are transmitted : but however
great or small they may be, and through whatever hands they
pass, Crodits for some, Debts for others, they add nothing to,
they tuke away nothing from, the gencral inventory.”

The argument of Thornton and M. Cernuschi is simply this—

Suppose A to have £100 in money, and also a three
monthy’ bill of £H0 on B. Suppose B to have £100 but at the
same time to have accepted a bill of £50 at three months to A.
Then A’s property would be stated thus £100-+£50; B’s pro-
perty would be stated thus £100—£50. Now the argument of
these writers is this——that the + £50 and the —£50 balance each
other, and the result is 0: which according to them is the same
thing ag saying that these Quantities do not exist at all.
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This view might perhaps seem at first sight somewhat
specious, but a very little reflection will shew that it is quite
erroneous.

Suppose that & landlord lets a house to a tenant.  In exchange
for the use of the house the landlord receives the Right to demand
8 certain sum, three months after date, we will suppose. The
transaction is an Exchange. The Right to demand the money
is an actually existing Right in the Landlord; it is his Property,
which he may sell or transfer to any one clse. It is, therefore,
plus,+, to him, and an addition to his other Property. The
tenant is bound to pay this Rent: but does that cause any diminu-
tion of his present Property ? Does the Property in any of the
money at his banker’s pass to the landlord? Certainly not,
Hence it is quite clear that this obligation to pay at a future
time is no diminution whatever of his present Property. In fact

hejs not in Debt at all until he has had the use of the E(_)"gf!e

et e s

for three months, and the day of payment has come. ’
imilarly if a merchant buys goods and gives a bill at three
months in payment of them, the transaction is an exchange. The
Right to demand payment is plus to the seller of the goods:
it is his Property, which he may sell and dispose of like money.
But the goods remain the entire Property of the merchant, which g
he may sell or dispose of : and he.dis not i Debt. at all, till the
Bill becomes due. __Suppose that the landlord, or the scller of the
goods, were to bring an action for the Rent, or the Price, before
the end of the three months, the tenant, or the merchant, would
reply that they were not in debt at all. The well known maxim
; of Law is that Oredit.uneapired.-may be pleaded under the general.
. I igsug, which means that if a man sues another for an obligation
:‘ not yet due, he may simply reply that he is not in deht at all,
Thus Mr. Pitt Taylor says—*“ In addition to these examples,
it may be observed that, whenever the defendant can show that
in fact no Debt ever ewisted before action brought, he may do o
“ under the plea of never indebted. For instance if the action be
i for goods sold and delivered, he may defend himself under this
‘ piea by proving that they were sold on Credit, which was un-
expired when the action was communced.” Hence we see that

i
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in this case, the —£50 does not mean that it is to be subtracted
from his present Property.

This then is the paradox. The Right to receive the future
Rent is the absolute Property of the landlord: and therefore
in this case -+ means addition.

But though the tenant is bound to pay the Rent, and it is
therefore — to him, it is not to be subtracted from his present
Property, and is no diminution of it.

What then does it mean ?

Mathematicians have since the time of Maclaurin given Debts
as an example of ¢ Negative Quantities,” but they have never
given any satisfactory explanation of what is meant by this order
of Negative Quantities.

The explanation usually given is this—a man’s Property
may be considered as positive, and his Debts as negative: subtract
his Debts from his Property, and the remainder if any is his
Capital. And as the national Capital is the aggregate Capital of
all the individuals in it, according to this doctrine, in order ta
find the quantity of property in the country, all the floating debts
in it would have to be subtracted from all the Property in
it, and the remainder would be tho amount of national Capital.

So Peacock, the distinguished Algebraist, says— If property
possessed or due could be denoted by a number or symbol with
a positive sign, a debt would be indicated by a number or
symbol with a negative sign, or conversely : such affections of
property are correctly symbolised by the signs + and —, since
they possess the inverse relation to each other, which these signs
require : for if to a person A there be given a certain property
or sum of money combined or added to a debt of equal amount,
his wealth or property remaing the same as before.”

Now in a certain sense these modes of statement may be
correct. If'a man were going to retire {rom business, he would
call in and discharge his liabilitics, and the remainder, if any,
would be his fortune.

But such a mode of statement is quite unsuitable for
Economios. Debts are a species of Property of the most colossal

magnitude, and are the subject of commerce, a5 much as any
G
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other merchandise, until they are extinguished. TFeonomier has
only to do with them while they exist, and are the subject of
commerce. _

The fallacy of the mode of statement of the writers we
have just quoted is evident, and is precisely the one whi(.:h we
have already pointed out was carefully provided against in the
Digest. For they evidently consider a Debt to be some of the
Debtor’s property set apart and pledged to the Creditor, and
therefore a diminution of the Debtor’s property. But this is
a most grievous error : a Debt is not part of the Debtor's money
or goods affected with the Negative sign, but the personal
Dury of the Debtor to pay : and until the time of puyment has
arrived, there is 7no Dury and no Depr.  Hence while the Right
created on the exchange of the goods is an Fconomic Quantity
which may be exchanged and sold any number of times, as
indecd these writers admit, the Debt or Duty is NoN-Ex1sTENT
or LATENT, and has no effect at all: hence the goods and the
Credit given in exchange for them, are two Heonomic Quantitics,
and may doth be sold and transforced any number of times.
And in Economics we have only to consider the number of
Economic Quantities, and their relations of exchange.

We will give a very simple example to shew how very
erroneous the method of stating the question by Thornton and
Cernuschi is. Suppose a banker holds a morchant’s aceeptance
not yet due. Suppose at the sume time the merchant holds an
equal amount of the banker’s notes. According to the method
of statement of these writers, the mutual debts cancel each
other, and the result is nothing. But this is manifestly
erroneous : because the banker may if he pleascs put the
merchant’s acceptance into circulation, and the merchant may
put the banker's notes into circulation. Hence there would
be two Economic Quantities in circulation, and producing the
same effects as 5o much money. Hence in Heonomics these
Quantities are not to be considered as extinguished until they
are 8o in reality. But the same may be said of any Leonomic
Quantity : when it is destroyed it is no longer an Economic
Quantity. The same principle is true with regard to Credit, or
Debt, as with any other Quantity : so long as it exists, and is
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capable of being exchanged it is an Economic Quantity : when
it is extinguished, and only then it ceases to be one.

On the Meaning of the Positive and NEGATIVE
S1ans in EcoNomics.

9. We have now to explain the meaning of the Negative
Sign in the Theory of Credit, or Debt.

Two Algebraists of the highest eminence have attempted to
explain the application of the Negative Sign to the subject of
Debts, or Credit, but they have fallen into exactly the same error
as Thornton and Cernuschi.

Euler says—*¢ The manner in which we generally calculate a
person’s property is an apt illustration of what has just been said.
We denote what a man really possesses by positive numbers, using
or understanding the sign 4, whereas his debts are represented
by negative numbers, or by uding the sign —. Thus when it is
said of any one that he has 100 crowns but owes 50, this means
that his real possessions amount to 100 — 50, that is to say 50.

“ As negative numbers may be considered as debts, because
positive numbers represent real possessions we may say that
negative numbers are less than nothing. Thus when a man has
nothing in the world, and even owes 50 crowns, it is certain that
he has 50 crowns Jess than nothing : for if any one were to make
him a present of 50 crowns to pay his debts, he would still
be only at the point nothing, though really richer than before.”

It is quite evident that Fuler has, in this passage, fallen
into exactly the same error as Thornton and Cernuschi: namely
that of considering a Debt to be money pledged to the Creditor :
and so affected with the Negative sign. But as we have dis-
tinctly shewn that a Debt is a Personal Dury,.it is quite evident

than al I’vruoml Duty cannot be subtmcthW
"1t T8 quite casy to shew that the first paragraph is not a suit-

able mode of stating the question in Economics. For suppose

that a man has 100 crowns, and that he is bound to pay 50

crowns one year hence: it would be quite inaccurate to say

that his property is only 50 crowns, or (100 — 50). For he

has the 100 crowns to trade with in the meanwhile, as his
al
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sbsolute property : and all that he is hound to do is to have
on a certain day at the end of the year 50 crowns to discharge
his debt. But the owner of the Debt may put it into circu-
lation, and it may produce all the effects of money till it is
paid. So that there may be the 100 crowns and the debt of
50 crowns as well, circulating simultaneously in commerce.
And yet his property might be correctly stated (100 — 50)
crowns. Here it is quite clear that the 50 crowns are not to be
subtracted from his present property. Now by the Law of Con-~
tinuity, the same must be true if we diminish the period of pay-~
ment gradually from one year by small gradations of a day at a
time, till we reduce it to 0, or make the debt payable on demand.
The fact is that the expression is to be read this way—he possesses
100 crowns as his property, but coupled with the Dury of paying
50 crowns at some given time.

So in the second paragraph, when he possesses no crowns,
and owes 30 crowns, he iz said to have less than nothing. This
clearly means that he is under the Dury, or OBLiGATION, to pay
50 crowns, and has nothing to pay them with. Now let us
suppose that being in this position, as Ruler says, some one makes
him a present of 50 crowns to pay his debt, he is clearly 50 crowns
richer than before, and yet his property is now only == 0. This
is an example of 4+ X + giving +. Thus Luler is right so far
as hegoes : but he has manifestly stated only one half of the case.
Because there is another combination of algebraical symbols
which gives +, namely — x — : and there is another wcthod
in commerce of arriving at the same practical result. Suppose
his Creditor Releases him from his debt, his property would then
also = 0: and as in the former cage, he would be 50 crowns better
off than before.

Thus Releasing a debtor from the Duty to pay money, is
exactly equivalent to making him a present of money. This
shews that the Release (—) of a Debt (—) is the same thing as
an Increase (+) of Wealth (+), or that — X — == +4 X + ;
a principle of the most momentous consequence in modern
commerce.

Peacock has fallen into exactly the same error ; for he con-
giders a Debt as Money or Property owed; which is exactly the
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€rror which the Digest, Pothier, and other Civilians have 80 care-
fally pointed out. Peacock considers that the subtraction of a
debt is the change of the character or affection of money owed to
Inone.y possessed: in which he is quite mistaken, for the sub-
traction of a debt is not changing the Right in the money from
the Creditor (which does not exist) to the Debtor, but simply
extinguishing the Debtor’s Duty to pay it

10. The perplexities of the Theory of Credit can only be
unravelled by the great modern Algebraical doctrine of the
Separation of the Signs of Affection or Position and Operation.

‘Wrriters who are not versed in Natural Philosophy have no
conception of the signs + and — meaning anything but add:tion
fknd subtraction, whereas the symbols +, 0, and — have an
Immense variety of meanings in Natural Philosophy, according
to the particular circumstances under which they occur = and
it is wholly impossible to determine their meaning, until we
know the particular state of circumstances out of which they arise.

Every great science is founded on some single idea, or con-
ception, or quality, which must be of the most general nature,
and every Quantity whatever in which that quality is found is an
element in that science no matter what other qualities are found
in it. Quantities therefore utterly dissimilar in every other respect
are elements in that science, so long as the single fundamental
quality is found in them.

Now as Economics is the science of Exchanges, or Values, it
necessarily follows that every Quantity whatever, which is
capable of being exchanged or valued, must be an Economie
Quantity, no matter what its nature is, enduring or evanescent,
corporeal or incorporeal.

But these Quantities in the various sciences may be endowed
with opposite qualities, and when they are so, it is universally
the custom in Natural Philosophy to distinguieh them hy the
signs -+ and —.

They are then called Signs of AFFECTION or PosITION.

The instances of this which might be quoted from the various
branches of Natural Philosophy are innumerable, and we will
only quote a few to illustrate our meaning, and furnish analogies
to guide us to the solution of the perplexities of Economics.
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Thus in Algebraical Geometry, in which it is necessary
to fix the position of lines, it is usual to take some fixed point
called the Origin, and then lines drawn in opposite directions
from that point are distinguished by opposite signs. Thus if
lines to the right of it are called Positive, and distinguished by
the sign +, then lines drawn to the lef? of it are called Negative,
and are denoted by the sign —. If lines drawn up from it are
Positive and denoted by the sign 4, then lines drawn down from
it arc Negative and denoted by the sign —.

If two mechanical forces act in opposite directions one is called
Positive and the other Negative.

So in Parliament the supporters of Governmenf may be
called +, and its opponents —.

Now in many of these cases it may happen that the Quantities
endowed with these opposite qualities may halance each other,
and the result may be 0: but 1t would manifestly be an error of
the greatest magnitude to say that beeause under xome circum-
stances these Opposite Quantitios may neutralise cach other’s
effects, that is the same thing as saying that they do not exist
at all.

Suppose that on a division the numbers for Government were
340, and the numbers against Government 300. Then for
practical purposes it might be said that the strength of the
Government was 40 : because the — 800 ncutralise the effect of
the + 300. But it would be clearly an enormons error to say
that that is absolutely the same thing as saying that these 600
members do not exist at all. It is perfectly clear that there are
640 Parliamentary units. It is quite clear that to find the total
number of Parliamentary units we must add the opposition to
the ministerialists, and not subtract them.

It is an error of precisely the same nature to sy that, bo-
cause a man possesses £100, and at the same time has accepted a
bill for £50 payable three months after date, there are only £50
in existence as Economic Quantities. No doubt it might be said
that for practical purposes the man's fortune was only £50. But
the £100 and the #£50 bill may both circulate independently in
commerce at the same time: and hence while they do so, and
until the £50 bill is_paid and extinguished theie are £150 of
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Economic Quantities. When the bill is paid and extinguished,
it ceases to exist as an Economic Quantity.

11. Now this idea of Opposition is applied to a continuous
line : or to motion in a continuous line. If any point be taken
as 0, then the part of the line on one side may be denoted by -,
and the part on the other side by —.

Thus in « thermometer some fixed point is taken as 0, and
degrees above that point are called +, and degrees below —.

Now if the mercury passes {rom a certain number of degrees
on either side of 0, to any number of degrecs on the other side,
it is quite clear that in order to find the total number of degrees
passed over, the degrees on both sides must be added together.
That is the Negative degrees must be added to the Positive
degrees and not sublracted from them.

The same idea is applied to Time in Natural Philosophy,
which may be considered as motion in a continuous line. If any
point in Time be taken, such as the present moment, or any fixed
era, then this point is denoted by 0, and Time on opposite sides
of this poiut will he denoted hy opposite signs.  Thusg il we ealt
Time, such as years, before this era 4, or Positive, thou Time
after this point will be —, or Negative: and the successive in-
tervals will be expressed thug—

oD 44 3, 42,4+1,0,—1,—-2, -3, —4,~5,..
where the sign + merely means that the years it is affixed to
were before the given era; and the sign — means that the years
it is aflixed to were a/fter a given era.

It is quite clear that it we want to find the number of ycars
between any ovent which happened some time before this era, and
another event which happened some time a/ler it we must add
the number of years on both sides of 0.

Thus if the birth of Christ be the given era, or 0, the years
before Christ will be Positive and the years after Christ Negative.
To find the number of years from the foundation of Rome to the
present time we must add together 4 753 and — 1875 years, or
2628 years altogether..

12. As an illustration of the application of the Positive and
Negative signs to Time, let us take an example which will be
very useful in Economics.
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A father's age is 40, and his son’s 15, when was the father
twice the age of the son? .

Let « be the number of years hefore the present time, when
the father was twice the age of the son—

Then, 40 —x=2 (15 —2z)

or, = —10

Now what does this Negative answer mean ?

It means that the father never was twice the age of the son
in Time past, which we have taken as Positive in the question.
The epoch of his being twice the age of his son is to be found in
Time opposite to the past : namely in Time future. He was not
twice the age of his son 10 years ago: but he will be so 10 years
hence : as is very clear: for in 10 years the fathor will be 50
and his son 25.

Hence if any event be Positive which Aas happened in Time

ast, the same event is Negative if it 48 to happen in Thne
ture. '

13. These illustmtidns, which might he immensely extended
by examples taken from every branch of Natural Philosophy, are
sufficient to exemplify the doctrine which we have endcavoured
to explain that universally in Natural Philosophy the Negative
sign—, does not mean Negation or non-existence, but OprosrTio,
or CoNTRARIETY, and that Negative Quantities have as real and
independent an existence as Positive ones, and are to be enu-
merated separately and independently, as Quantities in that
science, to find the totality of Quantities. In fact absolute
Quantities have no sign at all : the Positive and Negative signs
are only introduced when some idea of Opposition, Contrariety,
or Inverseness occurs.

14. But moreover Inverse or Opposite Operations may be
performed on these Quantities which are already affected with
these opposite signs. And these Inverse or Opposite Operations
are also denoted by the same signs + and —. And the com-
bination of these opposite signs of opposite operations with the
signs of opposite qualities affecting these Quantities, that is the
combination of the signs of Affection and Operation give rise to
the well-known Algebraical rules—
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+ X + gives +
+ X - »n
—-X—= 5 +
- X 4 y -

These laws, which are universally applicable in Natural
Philosophy, are equally applicable to Kconomics, and are alone
capable of giving the solution of the Theory of Credit, which
has hitherto been the opprobrium of the science.

It will be found that there are Kconomic Quantities of In-
verse or Opposite properties, and therefore, following the strictest
analogy with Physical Science, we shall denote them by opposite
signs: and also opposite Operations may be performed on these
Opposite Quantities bringing into play the well known Alge-
brajcal rules, which will lead to consequences which may sur-
prise some of our recaders.

Hence Algebra in general, and Commercial Algebra with
which we are at present concerned deals with QuanrtiTiEs and
OreraTions, And whenever any of these Quantities, whatever
their nature be, possess any Qualities whatever, or are affected
by any relations of an opposite nature, they are distinguished by
the opposite signs + and —.

Thus Time Past and Time Future; and therefore Products
which have been produced in Time Past, and Products which are
to be produced in Time Future : and consequently the Ricurs to
these Products respectively: Active and Pagsive: Ricurs and
Duriss : may all be distinguished by the signs + and —.

So among Operations: Adding and Subtracting: CrEATING
and Destroving : Receiving and Paying: wmay be denoted by
the same signs + and —.

Hence if the Rrcur to Drmann £100 be denoted by + £100:
the Dury to Pay :£100 will be denoted by —£100: without any
refcrence to any specific £100.

15. The use of the terms Positive and Negative to denote
opposition is very commonly used by Jurists as well as by
mathematicians.

Thus Ortolan uses the terms Positive and Negative Rights to
denote Rights to acts and Rights to forbearances.
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In its relation to a Right a Duty is Negative. But Duties
themselves are termed Positive and Negative: as there is the
Duty to do something and the Duty to «hstain from doing some-
thing. Hence we may say that in this case we have a Negative
sign within a Negative sign, as we shall presently find will be
the case in Iiconomics.

Arguing from these analogies in Mathematics and Law, we
are quite at liberty in Iconomics to apply the terms Positive
and Negative to Quantities and Operations of opposite qualitics.
=" 16. We shall now shew the application of these principles
0 Economics.

We have shewn that Property is a Right residing in the
person. Now a man may have a Right to some specific actually
existing thing, the produce of the past; and he may also have
the Right to receive things which will only come into his posses-
sion at a future time, and some of which may not oven come
into existence till some future time. But each of these Rights is
Property, and they may each he hought and sold : and therefore
they are each Wealth. Consequently the totality of a man’s
Wealth is the Sux of the two kinds of Property.  Now fullowing
the ordinary amnalogy of Natural Philosephy, if' we denote the
accumulated products of his industry already realised by the
sign +, and call them Positive, we may call the products which
will only come inte his possession at a future time by the ign
—, and call them Negative.

If we have some quantity like land which produces « serios
of products: and if we take the present time as the given ora,
which we denote by 0: then all the products which the land
has produced in time past may be called Positive: and sll the
products it will produce in time future will be Negative.

But although these products will only come into existence at

. a future time, yet the Property or Right, to receive them whon
they do come into existence is Prestnt. Hence the total amount
of Property in land comprehends the Right to the produce of the
past, TOGETHER WITH the Right to the produce of the future: and
as the Property in the produce of the past is INvirsk, or Orpo-
WI7E, to the Property in the produce of the future, if we call the
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former PosiTivE, the latter will be NEGATIVE, strictly in accor-
dance with the principles of Natural Philosophy.

Now suppose that we purchase an estate in land for £100,000:
where is the Value of our money? Does it consist in things
which have a present existence? The veriest tyro would answer
—certainly not. Where then is the equivalent for the purchase
money ?

When we purchase an Estate in Jand we purchase the Right
to the actually existing produce of land and labour, such as the
houses, the timber trees, the crops on the ground, TOGETHER WITH
the Right to receive its annual produce for ever: a series of
products which will only come into existence at definite intervals
of time for ever. Thus Property in land consists of two per-
fectly distinct parts: Property in the products of the past, and
Property in a series of products of the future, say £8,000 a year
for ever, which may he represented thus—

Existing produce of land (+) roerrurr witn —.£3,000,
— £3,000 —£3,000, &e. for ever.

Where the Negative Sign means that the products will only
come into existence at fufure definite intervals of time.

But though the yearly produce of the land will only come
into existence at future intervals of time, the Property, or Right,
to receive them when they do come into existence is present, and
may be hought and sold like a horse or a table. That is to say,
each of these annual profits for ever has a PrEstNT VALUE : and
the purchase money of the land is simply the sum of the PrESENT
Vanurs of this series of future payments for ever.

Now the Right to receive any, or any number, of these future
profits is an Hstate in land : and as the cntirety of these Estates
may belong to a number of different persons, we have the whole
legal doctrines of Bstutes in remainder, in fee, in tail, in reversion,
&c., with all their complications.

Again although this series of future payments is infinite, a
simple Algebruical formula shews that it has a finite limit.
When the usual Rate of Interest is 8 per cent., the total Property
in land is worth about 33 times its annual profit. Consequently
if we buy the existing crop on the ground, ouly one part is Cor-
poreal, the remaining 32 are Incorporeal.
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Now when a purchaser has bought land, it may be raid, with-
out any very great metaphor, that it oWEs him a series of payments
for ever: for he bought it merely in the belief of its capacity
to produce future profits. Hence we may call this Right to
receive the future produce of the land, the Crepit of the land :
and of course by the notation we have adopted, it is NieATIVE.

Now a merchant, or trader of any sort, carrying on a profit-
able business, is an Economic Quantity which bears in many
respects a strong analogy to land. He may have accumulated a
quantity of money, the fruits of his past industry : hut over and
above his accumulated money, he possesses his abilities, his skill,
and experience, his character, his capacity in short, or expectation
of earning Profits in the future, as he has already done in the
past. Thus the Value of a mun as an Feonomic Quantity, just
as the Value of land, consists in the Property in the products of
his past industry, together with the Property in the products of
his future industry, which of course, are INvERsE or OprosiTe, to
each other. And asin the previous case if we choose for the
sake of convenience to designate the one, Money, as Positive,
we may for the sake of distinction designate the other as
Negative.

And there are two ways in which the merchant may trade:
he may buy goods by exchanging some of his Property in money,
or the fruits of his past industry: or he may buy goods by
giving in exchange for them the Right, or Property to demand
money at a future time which #8 to be carned by his industry.
This Purchasing Power of buying with a Promise to pay instead
of with actual money, is, as we have seen in popular language,
termed CrEpIT. And as Wealth is anything which has Pur-
chasing Power, it evidently follows that Money and Credit are
equally Wealth.

But as we have already seen that Capital is any Wealth, or
Economic Quantity, used for the purpose of Profit, Money and
Credit may be equally used as Capital.

But as we have already seen that Money and Credit are
InveRse or OrposITE to each other, Money may be called Posirive
Caprrar, and Credit may be called NeaaTive CaprtaL in striot
conformity with the analogy of Natural Philosophy.
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17. Now as far as we have gone, we have found the adapta
tion of the Negative Sign sufficient to explain the classification
of Property. No one who has studied the Theory of the
Negative Sign as developed by mathematicians within the last
century, can fail to se¢ that the designation of Property in the
proceeds of the future by the Negative Sign, for the purpose of
contra-distinguishing it from Property in the proceeds of the
past is strictly analogous to its use in Physical and Mathematical
Science. A man’s Property in the future earnings of his own
industry is as clearly a part of his Property, as his right to reap
the produce of his own land. And he may sell and transfer
or trade with, and make a Profit by, or make Capital of, the one
ag well as the other.

But as we have observed this general Purchasing Power, or
CrepIT, of the merchant does not enter into Economics until he
actually does make a purchase, or effect an exchange with it;
and when he does so considerations of a somewhat complex
nature arise: and we must describe the facts in order to see
how they are to be classified.

When a trader purchases goods with his Credit, or his
Promige to pay, the goods become Lis absolute Property, just as
if he had bought them with money. But exactly at the same
instant that the Property in the goods is transferred to him, an
Obligation, or Nexum, or Contract is created between the two
parties, the buycr and the seller. There is created in the person
of the seller, or the Creditor, the RiGET to DEMAND payment for
the goods at the agrced upon time; and also there is created in
the person of the buyer or the Debtor, the Duty TO PaY for them
at the fixed time.

This Contract, or Obligation, therefore, contains within
itgelf the RicHT to DEMAND and the Dury 70 pAY: and as these
two are manifestly INVERsE or OpposiTE to each other, if the
Right to demand is Postrive, the Duty to pay is NeeaTive. For
a Dury may manifestly be called a NEgaTive RiGuT, just as a
Retarding force may be called a Negative Accelerating force
And hore at last we have found the true meaning of the expression
used by Mathematicians that Debts are Negative Quantities.
Property is a Rieur, but Debt is a Dury. A Contract, therefore,
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containg two opposite Quantities, the Right to demand and the
Duty to pay: and as these are created simultancously, can only
exist simultaneously, and can only be extinguished simultancously,
they are closely analogous to Polar I'orces.

Now the error of Thornton, Cernuschi, Iuler, Peacock and

many others, consists in this, that they consider the Debt to be

an actual specific portion of the Debtor's Money, or Goods,
separated from his other property, and pleuged to the Creditor.
But this is a most important and fundamental error. The Debt
as we have shewn already has been clearly pointed out in Roman
Law, by Pothier, and many others, is the PErsoNaL Dury to
pay money : and no doubt the Duty to pay at a future time is
created : but it is not a Debt in presenti: it is only a Debt in
futuro : it is not a Debt or due until the period fixed for payment
has come. And therefore until that period has come, it may be
treated as absolutely latent, or non-existent. And even supposing
that the Debt is payable on demand like a banker's Notes, it may
be treated exactly in the same way, until the Notes are actually
presented for payment. But the Right to demand, or the Credit,
is the present Right, or Property, of the Creditor, which may be
gold and transferred like any other goods and chattels, and there.
fore it is “ Res” “ Bonum” “ Pecunia” and * Merz,” and
forms the subject of a colossal commerce. And this Credit or
Right can only be extinguished by being revested in the person
of the Debtor from whom it originally emanated.

Hence the true definition of Credit as an Econonic Quantity, or
an article of commerce, is the Present Right to a Iuture Payment.

We shall now see the importance of the error wo have Jjust
noticed. If a Debt were Money, or Goods, in the Debtor's
possession, affected with the Negative Sign, and Pledged to the
Creditor, of course if a man had no money or goods, he could
not be in Debt, and insolvent, becauge he would have no Monay
or Goods that could be affected with the Negative Sign, or be
pledged to the Creditor. But the Credit and the Debt are
nothing but a legal Bond between the two parties, and are
nothing more than a PErsoNaL RiGET to demand and a PERsoONAL
Dury to pay : a man may have no Money and yet be in Debt £100.



OREDIT IS WEALTH. 85

The Creditor’s Right to demand and the Debtor’s Duty to pay
exist quite irrespective of the fact that he has any money or
not. If the Debtor cannot pay his Debt the Creditor’s Right
may lose its Value : but that does not destroy its existence, any
more than a piece of Money would be annihilated, if placed in a
situation where it could not be exchanged, and therefore, where it
would have no Value. Smith himself says that if' a guinea could be
exchanged for nothing, it would have no more Value than a bill
upon & bankrupt: but that would not destroy its existence as a
material substance.  So also in like manner, the Debtor’s inability
to pay does not in any way destroy his Dury to pay.

This Credit then being Property may be sold, exchanged,
bequeathed, or presented as a Donation to any one, precisely like
any other merchandise or like Money.

Hence by our very definition a Credit is Wealth. But
the Debt is not Wealth, for it cannot be sold. Many persons
would buy the Right to demand £100, but no person would ever
dream of buying a Duly to pay £100. So far as regards
Economics, or the Science of Exchanges, the Duty to pay is an
absolute nullity : it is not a subject of sale or exchange. It in
no way impedes the Debtor's Right to sell any money or goods
he may possess; and it in no way prevents the Creditor from
selling his Right: hence it is to be entirely neglected as an
Economic Quantity : what its real effect is we shall see presently.

Now let us suppose that a Debtor owes £100, and is utterly
insolvent. Then his Property is represented by —:£100 7.e. the
Dury to pay £100. The Creditor’s Right is of course represented
by +£100. Suppose that the Creditor presents the Debtor with
his Right to demand as a Donation, as he may do to anyone else
or to him. Then the Dcbtor has now in his own person both
the Duty to pay £100 or—:£100, and the Right to demand £100,
or 4 £100: his Property is then —:£100 +.£100: these two
opposite Quantities, of course, cancel each other like +a and —a
on the same side of an Equation; the Contract or the Obligation
is extinguished : and the Debtor is now freed from his Debt. He
is now £100 richer than before, though his Property is now = 0.
And it is quite clear that this result has been obtained,—not by
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¢hanging Money owed into Money possessed, as Peacock says,
because there has been no Money at all in the case—but by the
Gift or addition of a Positive Quantity which cancelled the
Negative Quantity, and annihilated the existence of loth
Quantities. Like Polar Forces they were created together and
they vanish together.

18. Hence it must be carefully observed that in Economics
both Money and Credit, both the possession of actual Money and
the Right to demand Money from some one else are denoted by
+:£100 : but —£100 means solely the Duty to pay money : and of
course it is only the Right which can cancel the Duty. The
possession of Money can never cancel the Duty to pay it: for
then, of course, no Debtor would ever be bound to pay his Debta.
Hence it must be carefully observed in what case +£100 will
cancel —#£100 in Economics. It never does so when +£100
denotes actual Money : nor will it do so when the +:£100
denotes a Right against any other person than the Debtor
himself: because a person may hold another person’s acceptance,
and yet be under an Obligation on his own acceptance. It is
oniy in the case-in which his own Creditor transfers to him the
Right of action against Zémself that+ £100 can cancel the —£100,
and simultaneously annihilate the existence of poTi Quantities.
This consideration which the slightest reflection on the ordinary
facts of the system of Credit will shew to be obviously true, is
of the greatest practical importance.

Hence we see that the Release of a Debtis oxactly equivalent
to a Gift of Money, or to Payment.

This doctrine, which is expressly laid down in Roman Law,
and is enforced by all Jurists, is of the greatest importance in
commerce : but we must reserve its fuller consideration until we
come to the extinction of Obligations, or Credit.

19. We shall now shew the strict propriety of calling Money
and Credit Positive and Negative Capital.

We have already shewn that the true character of Money is
that it is a Right to a future payment; and numerous Eco-
nomists have said the same thing. Money is a Right, but Debt
is a Duty. And this exactly corresponds with the common
Algebraical doctrine that Quantities passing through 0, change

g e e
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their sign. Because when a man has spent all his Money, his
Property being then 0, and then runs into Debt, he has ex-
hausted all his Rzght to demand (+) and has incurred a Duty to
pay (=)

Now a merchant’s Purchasing Power consists of his Money
AND his Credit. But he cannot purchase with his Credit without
incurring a Debt: that is without incurring the Duty {o pay for
the goods he buys with his Credit.

If he buys goods with Money and sells them again with a
Profit, he first replaces the Money he laid out, and the surplus is
his Profit.

If he buys goods with his Credit, and sells them as before,
with a Profit, he discharges the Debt he has incurred, and the
surplus is his Profit.

In either case his Profit consists in the excess of his Property
at the end of the operation above what it was at the beginning.

If he trades with M_gg_c;;x_, he makes Capital of the realised

Profits of the past : if he trades with Credm ‘he makes C%@f
the expected Profits of the fulure In botﬁ cases he makes Pro-
fits : hence by our definition both Money and Credit are Capital:
but as they are INvVERsE and OprosiTe to each other if Money is,
Posirive Capital, Credit is Negarive Capital.
“BY % somewhat curious coincidence of thought the early
Algebraists, not comprehending the meaning of Negative roots of
equations, called them fictitious roots. Thus in the problem we
gave of the father's and son’s ages, the answer came out Negative,
which merely shewed that the question should have been stated
in the opposite way to which it was done: and it should have
asked, when the father’s age would be twice that of his son, in-
stead of when it kad been: and therefore ag the Positive sign in
that problem meant past time the Negative sign meant future
time. But this root though Negative is equally a real root of
the equation as the Positive one. So also many writers seeing
the effects of Credit, call it fictitious Capital, and Money real
Capital. But the fact is that, like the Negative, or fictitious,
root of the equation, it i8 equally real as the Positive root, only
inverse or opposite to it. Credit merely makes Capital of future
Profits. oo

B
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20. It is a matter of considerable interest to discover what ia
the proportion which Money and Credit bear to each other in
modern commerce. 'The difficulties, however, which prevent
private inquirers from arriving at any reliable information are
very great, and those opportunities which are presented by Par-
liamentary inquiries into Commercial Crises are very rarely made
use of for any but their immediate purpose. In the Report of
the Committee, however, of the House of Commons on the crisig
of 1857, there occurs an interesting statement by Mr. Robert
Slater., Having analysed the operations of his house for 1856
he gave in the following statement as shewing the proportions in
which each million of payments and receipts were made in
money, bank notes, and other Instruments of Credit—

REcexets.
In Bankers’ Drafts and Mercantile Bills of Exchange ? L
payable after date . . 633,606
In Cheques on Bankers, &c., payable on demand « BHTTS
In Country Bankers’ Notes . . . 0,627
000,938
In Bank of England Notes . ) . . 08,564
In Gold . . . N B . 28,089
In Silver and Copper . . . . . L1806
In Post Office Orders ., . . . . 033
99,002
:bl 0()0 ()(N)
Pavments,
By Bills of Exchange payable after date . . 202,671
By Cheques on London Bankers . 663,672
vnmmnnnee 41680, 846
By Bank of England Notes . . 22,748
By Gold . . . . . o 0,427
By Silver and Copper . . . . . 1,484
e 38,604

£1,000,000

Here we have it shewn that in this great house which there
ie no reason to suppose we may not consider & fair ropresentative
of commerce in general, gold and silver only entered into the
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to the amount of about 7 per cent.; the remaining 90 per cent.
being entirely in Credit. Of the payments, gold and silver were
only 1 per cent. and bank mnotes 2 per cent.: the remaining 97
per cent. being effected by mere Credit. In Scotland specie
enters even in a far less degree into payments. This may give
‘-;i:some idea of the stupendous power of Credit in this country.

]receipts to the extent of 8 per cent. and Bank of England Notes

On the Transrer of CrEpir or Deprs.

21. Many persons when they see thata Bank noteis transferred
from hand to hand like a piece of money, might think that any
other Debt might be sold or transferred with equal facility.
Nevertheless there is considerable subtlety about the sale of
Debts, or Rights of action, and it was only on November 1,
1875, that it became legal in England for a Creditor to sell his
Debt without the consent of his Debtor, so as to enable the
Transferee to sue in his own name. We will give a short sketch
of the rise and progress of the power of selling Debts.

Property is of two kinds—

1. Property in a specific chattel (jus ¢n re) without being
related to any one else, called also Doménium. When a person
has such a sole and exclusive Right in a thing he may sell or
transfer it to any one clse, in any way he pleases. Money is
subject to this sort of Property: and hence a man may freely
sell and transfer his own money, or any other chattel.

2. Property held in Contract or Obligation (jus in personam);
where a person has a Right, but in councetion with, or relation
tu, some one clse.

But Property held in Contract is of two kinds—

(a.) Where each party hag Rights to receive and Duties to
perform : such as the Nexum, or Obligation, between Lord and
Vassal in feudal law: or that between Master and Servant at the
present time. This is termed a BILATERAL, or SYNALLAGMATIC,
Contract.

(b.) Where there is only a Right to receive on one side and
8 Duty to perform on the other: such as the relation between

2
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Creditor and Debtor, or Landlord and Tenant in modern times.
This is called a UniLaTERAL Contract.

Now, formerly it was held universally that wherever Pro-
perty was held in Contract of either sort, neither party could
substitute another person for himself, at his own will and
pleasure, and without the consent of the other party to the
contract.

This rule must manifestly hold good in all Bilateral Con-
i tracts: because, as each side has a Duty to perform, of course
; the person who has that Duty to perform, canuot substitute any
one else to perform it, without the consent of the other party.

Thus so long as the feudal law rotained its pristine rigour,
neither the Lord nor the Vassal could substitute any one else for
‘ himself without the consent of the other party. So in the case
% of Master and Servant at the present day: a master cannot

transfer his household to any one else without their own consent,
as if they were cattle or slaves. Neither can a servant sub-
stitute any one else in his place without his master's consent.

i The same principle originally held good when the Contract
i was unilateral, as in the case of Creditor and Debtor. The
y Creditor could not transfer his Right of action against the Debtor,
t because the Debtor never agreed to pay any one except his own
Creditor. It is a rule of law and of common sense, that no man
can contract for another without his consent. Unless, therefore,
the Debtor had agreed with the Creditor that he might transfor
his Right, the Creditor had no power to guarantece his Trans-
feree that the Debtor would pay him.

} But, nevertheless, though this may be true in theory, the
* party in an Obligation of this form who has the Right to demand
" soon begins to insist upon the power of transferring this Right,
like any other Property. And there is a very good reason for
this. For in the Obligation, or Contract, of Dobt, there is mani-
festly a strong distinction hetween the two parties, the Creditor
and the Debtor.  The Debtor cannot substitute another Debtor
for himself, because the Creditor may not have the mcans of :
knowing the solvency of the substituted Debtor. Therefore by i
the very nature of things, the consent of the Creditor is indis-
pensable to the substitution of a new Debtor. As for instance
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no one can compel his Creditor to take payment of a Debt in the
notes of a country banker. But the case of the Creditor is
different. If a person veally owes a debt and has the means of
paying it, it cannot make the slightest difference to him, whether
he pays it to A or to B, provided he can get a discharge for it,
and is not called upon to pay it twice over. Hence it is evident
that whilst the assignment of a new Debtor might seriously pre-
judice the Creditor, the assignment of a new Creditor can be no
real prejudice to the Debtor.

The Romans did not till a very late period adopt the practice
of recording the evidence of Debts in written documents, the
delivery of which is equivalent to the delivery or transfer of the
Credit itself.

Accordingly if the transfer of a Debt was to take place it
was necessary for the three parties the Creditor, the Debtor and
the Transferee to meet together, and then they agreed hefore
witnesses that the Creditor might transfer his Right against the
Debtor to the Transferee. When this was done the Creditor
was discharged from his Debt to the Transferee, and at the same
time he discharged the Debtor from his debt to him. The con-
tract established between the Transferee and the original Debtor
was termed a Novatio, and the assignment of the Debtor to the
Transferee as a new Creditor was termed Delegatio. When this
transaction was completed the Transferee might sue the Debtor
in his own name, as there was now & privity of contract between
them.

But the Creditor could not transfer his Debt to any one else
without the consent of the Debtor, because he could not under-
take that the Debtor should pay it.

In early Roman times no one could sue as attorney for
another. But in process of time this rule was relaxed, and
parties were allowed to be represented by attorneys. The Trans-
ferce of a Debt was then allowed to sue as the attorney of the
Transferor.

But in the year A.D. the necessity for this formality was
abolished and by a Constitution of the Emperor Alexander
Severus, the absolute freedom of the sale of “Debts without the
Knowledge and comsent of the Debtor was recognised and
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allowed. And since that time a Debt was as frecly saleable aa

any other chattel by the general Mercantile Law of all Europe.
This clears up an obscurity about the law of Bills of HEx-

change. It has sometimes been doubted when Bills of Tixchange

" were made transferable, as there are no words of transferability

in the earliest specimens of bills which remain. But the fact is

: that they required no words of transferability ; they were so by
" the general law of the Roman Empire.

The rule of the Common Law of England with respect to
the transfer of Debts was exactly the same as that of Rome. A
Creditor could not transfer his Right to any one else so as to
enable the Transferee to sue the Debtor in his own name, with~
out the consent of the Debtor. But if the partics met and
agreed to the transfer of the Debt, then the Transferee might sue
the Debtor because there was a privity of contrnet hetween
them. It was also held in a series of decisions extending from
the reign of Edward IIL to William IIL that if a Debtor, or
Obligor, gave a written instrument made transferable to assignees,
then that the Creditor might transfer this instrument to any one
else, and that the Assignee might suc the Debtor in his own
name.

If, however, the Creditor transferred his Right without the
consent of the Debtor the Transferce could not sue in his own
name, but he might sue in the name of the Transforor.

Equity however adopting the law of the Pandects of Justinian
always allowed the Creditor to transfer his Right to any one else,
and would compel the Transferor to allow the Transferee to sue
in his own name; or if that was not possible for any roason, it
would allow the Transferee to sue in his own name.

Such was the state of the Law until the passing of the
Supreme Court of Judicature % 1878, which enacted that
from the date of the Act taking efféct, the Rules of Equity should
prevail over the Rules of Common Law wherever they conflict.
This Act came into operation on M—W%Z on
which day the sale of Debts became abrolutely free in Lngland,
and thus the Law of England is now the same as has been the

Law of all Europe since the Constitution of Alexander Severus
in 224 A,
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Upon INsTRUMENTS of CREDIT.

22. . Credit, or Debt, then being an Exchangeable Right, ot
#n BEconomic Quantity, a Commodity or Merchandise, which may
be bought and sold, cannot of course, in that form, be the subject
of manual delivery.  The Grecks hit upon the plan of recording
this Right upon a material, and when this was done, the Right
itself was capable of manual delivery, like any other Chattel.

When the Right is recorded on paper, this paper is in English
Law termed an INSTRUMENT, and it must be observed that in this
case the word Instrument bears a technical meaning which is
often overlooked. :

The word Instrument has two meanings which are often not
distinguished. Sometimes it means a tool, or means, or implement
by which something is effected. Thus, Smith speaks of money
as ““ the great instrument of exchange” or *instrument of com.
merce.” But also Bills and Notes are often spoken of as “In-
struments,” or as ¢ Instruments of Credit,” or “ Instruments of
Debt.”

Now it must be carefully observed that in the expressions,
“Instruments of Credit” and “ Instruments of exchange,” the
word Instrument has two distinct meanings which are often
overlooked.

In ¢ Instruments of Fxchange” it signifies the means by
which circulation or exchange is effected. In “ Instruments of
Credit " it means a Record, or Document, of the Debt.

In Roman Law the word Instrumentum means any evidence,
whether oral, or written, by which the Court or a Judge is in-
structed as to the merits of the case, or informed of a fact. In
English Law however it is restricted to written evidence, and
thus it is exactly equivalent to the word Document, which is any
writing which teaches or informs the Court of a fact. It means
simply a written record.

This meaning is very common in English: thus out of in-
numerable examples we may quote from Hallam——**is abundantly
wanifest by the instruments of both the kings"—* by mutual
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instruments executed at Calais.” Thus in these cases the word
instrument means a Document, or Record.

Hence an Instrument of Credit or Debt, means any written
evidence of a Debt: and in Courts of Law and legal treatises
these documents are invariably termed instruments.

Instruments of Credit are of four forms.

1. Orders to pay money.

2. Promises to pay money.

3. Credits in banks, termed Deposits.

4. A mere acknowledgment of a Debt usually called an
L.0.T.

Many persons feel a difficulty in admitting such things as
Bank Notes and Bills of Iixchange to be Wealth, secing that they
are but so many pieces of paper. But it must be observed that
it is not exactly the Paper Document which is Wealth —that is
ounly the evidence or the Record of the Right: it is the Right
itself which is the Economic Quantity or Wealth: it subsists
and may be exchanged quite independently of any paper, and
even if the paper is destroyed, the Right is not destroyed: it
may be written on a fresh piece of paper. So many persons are
somewhat startled at calling so many figures in a banker’s ledger
Wealth. But these figures are merely the evidenco of the Rights
which exist in the persons of the customers of the banker, and
they may be put into circulation at any moment by means of
Cheques. These Deposits, therefore, or Credits in bankers'
books, are in real effect so many Bank Notes, and if one be ad-
mitted to be Wealth the other must be 80 too. They are each of
them nothing but Transferable Rights of action.

These written Documents of Debt are often termed Instru-
ments of Credit, and also Negotiable Paper : but the former term
is far preferable because, since Bills of Lading and Dock Warrants
have been made negotiable—like Bills of Exchange—they are
included in the title of Negotiable Paper. We have pointed out
the fundamental distinction between these two classes of paper
~documents, which is of the greatest consequence in Economios:
and it can only lead to confusion to class under one denomina-
tion documents of such distinet natures: for as we Lave shewn
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Bills of Lading and Dock Warrants are not of the nature of
Credit at all.

Instruments of Credit arein two forms. When a Creditor has
a Right of action against a Debtor it may be recorded in two
ways. 1. It may be in the form of an ORrDER from the Creditor
to the Debtor to pay him, or any one else he may name. 2. Tt
may be a ProMisE emanating from the Debtor to pay his Creditor
or any one else he may name.

On Biis of Excranet and ProMissory NoTEs.

23. In its most general form a Bill of Exchange is a letter
from a Creditor to his Debtor, ordering him to pay (1st) a cer-
tain sum of money : (2nd) to a certain person : (8rd) at a certain
event.

The definition of a Bill of Exchange usually given is essentially
defective : because it is usually said to be an Order from A to B
to pay C, or order, a sum of money. Now it is true that all
Bills of Exchange are Orders to pay money, but all Orders to
pay money are not Bills of Exchange.

It is essential to the nature of a Bill of Exchange that it
should be addressed to the person who owEs the money as a
Drpror. If the order be addressed to a person who merely holds
the money as a DxrrosiTum, as a Barier, TRUSTEE, AGENT, or
SERVANT of the writer, it is not a Bill but a DrarFT: and there
arc most important Hconomic distinctions between the two In
struments.

The usual form of a Bill of Exchange is as follows—

£287,15.8. London, May 4, 1875.

Three months after date pay to myself (or A. B.) or order,
the sum of Two hundred and ciyhty seven pounds fiftecen shillings
and eightpence for value received.

WiLLiax Ssate.

To Mr. John Cox,
Linendraper,
8urand, London.
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The Creditor who addresses the letter is termed the Drawer:
the Debtor to whom it is addressed is termed the Drawee: and
the person to whom it is to be paid is termed the Payce.

It is the payee’s business, on the first convenient opportunity
after he has received the letter to present it to the Drawee to
know if he will pay it. If he agrees to do so it is usual for him
to write his name with the word “accepted " across the face of
the Bill: he is then termed the Acceptor.

The drawer may make the bill payable ecither to himself or
to his order: or to a third person or to his order. If it were
made payable to the drawer only, or to a third person only, with-
out inserting the words “or order,” the bill before the recent
statute, could only be paid to the person named, and could not
be transferred to any one else so as to enable him to sue in his
own name—that is it could not be NEGOTIATED, as it is tormed,
Such Instruments were said to be Non-NEGOTIABLE: whereas
Instruments made payable to the Payee, or order, were said
to be NEGOTIABLE, because they might be transferred to any on¢
else.

But this distinction is now abolished : any Bill, whether made
payable to order or mot, may be freely transferred, and the
presentation of the Bill to the acceptor for payment is a sufficient
notice to him of the transfer of the Debt.

‘When the words “or order " were inserted after the Payec’s
name he was obliged to signify this order by writing his name on
the back of the Bill: hence it is called an InporseMENT : the
person who does it is called the INporser: and the person tc
whom it is delivered is called the INDORSER.

The Indorsee may, if he pleases, indorse it again to some one
else; and if he makes it payable to that person only, it is called
a special indorsement, and can only he paid to him: but if he
delivers it over to the Indorsee simply with his name written on
the back, it is called a general indorsement, or an indorsement
in blank. Its effect is to make the bill transferable by mere
delivery, without any further indorsement, exactly like a bank
note or money, and the bill is then payable to bearer like a
bank note.

Formerly indorsement was in all cases necessary to transfer
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the property in a Bill or Note: but this has long ceased to be
the case in English Law. It became the custom of merchants
in England, which has long acquired the force of Law, that any
Instrument of Credit indorsed in blank may be transferred by
simple delivery without any further indorsement.

It is however still the custom to indorse them on a transfer—
at least there are very few persons who would take them without
indorsement. And the effect of the indorsement is this—that if
the bill is not paid by the acceptor at maturity, and if the owner
or holder of it gives émmediate notice to any or all of the pre-
ceding parties to it, he has the right to enforce payment of it
from them.

But this demand for payment must be made without delay,
in almost all cases within 24 hours after the fact of non-pay-
ment is known to the holder. If delay be made in notifying
the fact and demanding payment from the parties liable, they
are absolved, and the holder’s remedy is gone.

Thusin modern practice, the indorsement is merely a limited
warranty_of soungi¢ss. There is no other difference between
buying goods or money with a bill, with or without indorsement,
than between buying any other such article as a horse, a watch,
or a carriage, with or without a limited warranty. It is in all
cascs a Sale. In the case ofa bill taken without an indorsement,
or a horse bought without a warranty, the sale is final and
conclusive : in the case of a bill taken with an indorsement, or
a horse bought with a warranty, the sale may be cancelled if the
defect be discovered, and the demand made within the time
limited, otherwise it is also final and conclusive.

The general rule of Bnglish law now is that if any Instru-
ment of Credit whatever, whether it be a Bank Note or a Bill of
Exchange, be taken in exchange for goods or money in any
transaction without indorsement: or if the period allowed for
making the claim in the case of an wunpaid bill be suffered to
elapse, it is a final closing of that transaction, and the receiver
has no remedy against the transferor, if the instrument is not
paid. The payment is, in fact, in all respects as valid and jfinal
rs if it were money.

Except only in the case of fraud, where the payer knew that
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the banker, or person, whose Note or Bill he tendered was
bankrupt or insolvent.

Tt is usual in English bills to insert the words *for value
received,” but it is not necessary. In a recent case it was said
that they have no more meaning than *your obedient servant ”
at the end of a letter.

A Promissory Note is an absolute Promise to pay (1st) a
certain sum of money : (2ndly) to a certain person: (8dly) at a
certain event. It is usually expressed thus—

£143.4.9. Loudon May 4th 1875.

Three months after date [ promise to pay John Stiles, or order,
the sum of one hundred and forty three pounds four shillings
and ninepence, for value receved.

Timmorny GIBBONS.

In this case Timothy Gibbons is called the Maker of the
Note and John Stiles the Payee.

Promissory Notes were in reality by the Common Law of
England as valid as Bills of Exchange, in fact formerly it was
quite as usual to draw Bills of Exchange in the form of Promises
to pay as in that of Orders to pay. This however escaped
observation, and a strange idea took possession of Lord Holt and
the Court of King's Bench in 1691-1704 that Promissory Notes
were not recognised by the Law Merchant and the Common
Law : in consequence of these decisions the Act, Statute 1704,
c. 8, was passed placing Promissory Notes exactly on the same
footing as inland bills of exchange, that is making them transier-
able by indorsement on cach separute transfer.

In the case however of Bank Notes (by which in Law is
always meant Bank of England Notes), as these were always
payable on demand, and the payment was quite secure, the
practice of indorsement soon fell into disuse, and they passed from
hand to hand like money. In the case of private bankers of
good credit the indorsement was often omitted. But though
the ceremony of indorsement was omitted as superfluous, that in
no way altered the character of the Instrument, and the
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receiver of the Note took it entirely at his own peril, and ran
exactly the same risk as if he took any other Instrument of
Credit without indorsement.

On Banking Instruments of Credit.

24. The Billa of Exchange and Promissory Notes just
described may be called Commercial Instruments of Credit,
because they arose out of the transactions of merchants. The
introduction of Banking into England gave rise to two new forms
of Paper, which may be called Banking Instruments of Credis.

The essential nature of “ banking ” is, as we shall shew here-
after, to buy Money and Commercial Debts by creating Credit,
or Debt payable on demand. When a customer had so much
Credit at his account, the Banker would if he wished it give him
a Prowmissory Note payable to bearer on demand, or at such
other time as might be desired ; this is called a Banker’s Note.

Or the customer might write a note to his banker desiring
bim to pay any sum at his Credit to any one or to bearer on
demand or at such other time as he named. This was formerly
called a Cash Note, but is now called a CHEQUE.

On the Lavirs-and ExriNctioN of CREDIT.

25. In the preceding sections we have clearly shewn that
Credit is the name of a cortain species of Incorporeal Property,
which i of the same nature as, but inferior in degree to, Money :
and that it fulfils exactly the sume functions as Money as a
Medium of Exchange, or Circulation : also that it is Property
cumulative to Money : that is, it is over and above, or additional
to, the yuantity of Money in use. In the following chapters we
shall exhibit the actual mechanism of the System of Credit, and
gshew how it is the great productive or circulating power of
modern times. Credit in fact is to Money what Steam is to
water : and like that power, while its use within proper limits
is one of the most beneficial inventions ever devised by the
ingenuity of man, its misuse by unskilful hands leads to the
most fearful calamities. Credit like steam has its limits; and
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we have now to investigate the proper Limits of Credit, and the
various methods by which it may be extinguished. It is
UxexTINGUISHED CrEDIT which produces those terrible monetary
cataclysms which scatter ruin and desolation among nations. It
is by the excessive creation of Credit that ower-production is

- brought about, which causes those terrible catastrophes called

Commercial Crises : and the inability of Credit-shops to extinguish
the Credit they have created—commonly called the failures of
Banks—is the cause of the most terrible social calamities of
modern times.

The true Limits of Credit may be scen from tho etymology
of the word. Because all Credit is a Promise to pay something in
Suture. And that “something,” whatover it be, is the Varug
of the promise. That something need not be Money. It may
be anything else. The practice of interest, or usury, was in force
before the invention of Money. Itmay bea promise to do some-
thing. Asan example of this we may take a postage stamp, which
is a promise by the State to carry aletter. And this service is the
Value of the stamp. Now every one knows that a postage stamp is
a valuable thing. It passes currently as small change. People
take postage stamps as equivalent to pence, because thoy otten
wish to send letters by the post. Postage stamps are Credit : and
the regulation that they may be converted into money atany post
office makes them in all respects part of the Currcney of the
country. They are in fact 1d. notes.

The only real difficulty in the case is to comprehend that
the abstract “ Promise to pay " is independent exchangeable pro-
perty, quite distinct from the thing itself; and it may circulate in
commerce, just the same as the thing itself. Xvery one can see
the truth of this by his own experience who sees Bank Notes,
Cheques, Bills of Exchange &c. circulating to the amount of
hundreds of millions, and performing the functions of Money.

But of course, it is manifest that the VALUE of the Promise
is the THING itself: and consequently if the thing itself fails, the
Promise has lost its VaLue. This consideration, therefore, at
once indicates the Limit of Credit. Assuming Credit to be,
what it is in its best known form in this country, the Promise to
pay money, it is quite clear that every future payment has
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2 Pregsent Value. Consequently whenever the possession of
Money at a future time is actually certain, the Right to receive.
1t is an exchangeable Property, which may be bought and sold.

Commercial Credit, however, does not rest upon so solid a
basis as the certainty of being in possession of Money, for then it
would he as safe as Money 