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INTRODUCTION.

THERE are times when a merchant will make
almost any sacrifice to obtain rcady money. He
has entered into no rash speculations, and has
only to meet the ordinary legitimate demands of
his business, but in order to do so he is suddenly
called upon to make a heavy and unexpected loss.
To this he gladly submits, for he has been in
terron lest no sacrifice could save him from bank-
ruptey and ruin. But how has this been brought
about? Why has he doubted whether his banker
would afford him the usual accommodation which
when entering into his business engagements he
had been relying upon ?

Or, take the case of a merchant who has a
credit of £60,000 at his bankers. Why is he
anxious ?
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The answer in both cases is that there is a run
upon the banks and there is a scarcity of cash.

Such a time, Mr. Goschen speaking at Leeds
on the 28th January, and referring to the ** Baring
crisis,” told us we had “ only escaped by the skin
of our teeth.” He said “No fertile imagination
could exaggerate the gravity of the crisis, and
if T attempt to bring home to those who are
listening to me now the serious nature of the
crisis, I do so in order to accentuate the neces-
sity of their turning their attention to what
I may call the necessity for soundness in
our banking and soundness in our currency
transactions. I doubt whether the public has
thoroughly realised the extent of the danger to
which what is called the banking crisis exposed
us all. It was not a question of a narrow circle
of financiers or traders. The liabilities were
so gigantic, the position of the house was so
unique, that interests were at stake far beyond
individual fortunes, far beyond the fortunes of
any class. We were on the brink of a crisis
through which it might have been difficult
for the soundest to pass unscathed, for the
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wealthiest to have escaped. It was a time
when none who had liabilities or engagements
to pay could say how they could pay them if
a condition of things were to continue under
which securities could not be realised, under
which produce could not be sold, under which
bills could not be discounted, under which there
appcared an absence of cash sufficient to dis-
charge the liabilities of the general public.”

This suggests the question—Is there no cash
reserve kept for such an emergency ?

It is impossible to conceive anything more un-
satisfactory than the reply—The Bank of England
keeps the only ¢ Cash reserve,” but whether it is
only applicable to the claims of its depositors, or
whether it is also kept for the purpose of making
advances upon securities to anyone who may
apply for them in an emergency, is an open
question. It has been contended on behalf of
the Bank of England that it is not kept for this
latter purpose, but on the part of the other
banks it is maintained that it is. Yet this is the
exact position in which the controversy as to

banks’ ¢ cash reserves” is left.



Viil. INTRODUCTION.

After the last panic, brought about by the
failure of Overend and Gurney, the “ Economist”
in criticising the speech of the Governor of the
Bank of England at the next meeting of its pro-
prietors, said that ‘it acknowledged the ‘duty’
on the part of the Bank of HEngland to support
the ‘ banking community,” to make the reserve of
the Bank do for them as well as itself,” and that
“the Bank agrees in fact, if not in name, to make
unlimited advances, on proper sccurity, to any-
one who applies for it.” Mr. Bagehot in his
“ Lombard Street,” p. 168, says:— This article
was much disliked by many of the Bank directors,
and especially by some whosc opinion is of great
authority. They thought that the ¢ Economist’
drew ‘ rash deductions’ from a spcech which was
in itself ‘open to some objection,’—which was
like all such speeches, defective in theoretical
precision, and which was at best only the ex-
pression of an opinion by the Governor of that
day, which had not been authorised by the Court
of Directors, which could not bind the DBank.
However, the article had at least this use, that
it brought out the facts. All the directors would
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have felt a difficulty in commenting upon, or
limiting, or in differing from, a speech of a
Governor from the chair. But there was no
difficulty or delicacy in attacking the ¢ Economist.’
Accordingly, Mr. Hankey, one of the most
experienced bank directors, not long after, took

occasion to observe :—

“ The ¢Economist’ newspaper has put forth
what, in my opinion, is the most mischievous
doctrine ever broached in the monetary or bank-
ing world in this country; viz.,, that it is
the proper function of the Bank of England to
keep money available at all times to supply the
demands of bankers who had rendered their own
assets unavailable. Until such a doctrine is
repudiated by the banking interest, the difficulty
of pursuing any sound principle of banking in
London will be always very great. But I do not
believe that such a doctrine as that bankers arc
justified in relying on the Bank of England to
assist them in time of necd, is generally held by
the bankers in London.”

If Mr. Hankey’s statement had been accepted

therc would have been an end_of the controversy,
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and after the next panic it could not be asked, as
it was in the “ Economist” of 22nd Sept., 1866 :
“ Let us know precisely who is to keep the Bank
reserve. If the Joint Stock Banks and the Private
Banks and the Country Banks are to keep their
share, let us determine on that; Mr. Gladstone
appeared not long since to say in Parliament
that it ought to be so. But at any-rate there
should be no doubt whose duty it is”” DBut
Mr. Hankey’s statement was not received as final,
and Mr. Bagehot published ¢ Lombard Street”
to show why it was not.

As Mr. Bagehot’s work is called “Lombard
Street,” I venture to call this book—in which it
is asserted that he has not proved that it is the
duty of the “Old Lady of Threadncedle Street”
to save Lombard Street bankers the trouble and
expense of keeping cash reserves—¢‘ Threadneedle
Street ”



THREADNEEDLE STREET.

D e e e

CHAPTER 1.

BANKING DEPARTMENT OF THE BANK OF ENGLAND.

Tur proposition that it is the duty of the Bank
of England to keep money available at all times
to supply the demands of bankers who have
rendered their own assets wunavailable, when
stated in this explicit manner, appears on the
face of it so utterly unreasonable, that it sug-
gests an enquiry into the circumstances which
could have produced it. If anyone nowadays
were to sit down and elaborate a plan on which
banking should be conducted, it would not occur
to him to establish in London only one bank,
and confer upon it the privilege of exclusive
banking. Such a proposal would be so entirely
out of harmony with the notions of to-day that
it is necessary to be reminded that the object of
founding the Bank of England was to raise

money for the use of the Government. The
B
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Act of Parliament by which the Bank was
established in 1694 is entitled ‘“An Act for
granting to their Majesties several duties upon
tonnage of ships and vessels, and upon beer, ale,
and other liquors, for securing certain recom-
penses and advantages in the said Act men-
tioned, to such persons as shall voluntarily
advance the sum of fifteen hundred thousand
pounds towards carrying on the war with
France.” From time to timc the charter of
the Bank of England was rcnewed, and with
it the privilege of exclusive banking was granted.
During the existence of this privilege no Banking
Company of more than six persons was allowed
to issue notes payable on demand within London
or 65 miles thereof. The notes so issued were
payable in cash on demand, until 1797, when the
suspension of cash payments took place under an
order in council, based upon a rcport from the
Chancellor of the Exchequer that an unusual
demand for specie had been made upon the
Metropolis, in consequence of ill-founded or ex-
aggerated alarms in different parts of the country;
and 1t appeared that unless some mecasure was
immediately taken there might have been reason
to apprehend a want of a sufficient supply of cash
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to answer the exigencies of the public service.
This order in council was followed by the Bank
Restriction Act (in the first instance passed for
a period of 52 days, but which continued in force
for 22 years), which provided that the Bank of
England should not be sued for the payment of
any of their notes for which they were willing to
give other notes; and that no person could be
held to special bail upon any process issuing out
of any court, unless the affidavit made for the
purpose stated, also, that the party had made no
offer to pay in bank notes. The result was that
bank notes were constantly at a discount, and the
Bullion Committee in 1810 reported to the House
of Commons ‘“there is at present an cxcess in
the paper circulation of this country which is to
be aseribed to the want of a sufficient check and
control in the issues of paper from the Bank of
England, and originally to the suspension of cash
payments which removed the natural and true
control.”  However, the House rejected their
report, and, in their collective wisdom, came to the
conclusion that it was not the value of bank notes
that was depreciated, but that the value of gold
was advanced—in other words that the promise
of a bank note to pay so many pounds on demand
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was of not less value than the actual payment of
the metal, although only a smaller amount of
the metal than was promised by the note could
be obtained for it! Nine years afterwards cash
payments were resumed. In January Tth, 1824,
the Bank held £14,200,000 of bullion. By
November, 1825, the amount was reduced to
£1,300,000. Up to this time the Directors did
not apparently realise the possibility of danger,
when they suddenly became alarmed, and on
their diminishing the circulation forthwith to the
extent of £3,500,000, a panic occurred. They
applied to the Government to again restrain pay-
ments in gold, but the Government rcfused to do
so. They then adopted another policy, and
instead of diminishing the circulation they lent
by every possible means, and in modes never
before adopted. The bullion was reduced to
£1,260,890—the notes were all issued—and the
Bank was on the eve of suspending payment,
when a box containing a quantity of one pound
notes, which had been accidentally overlooked
when all notes under £5 had been called in, was
discovered. That box of paper is said to have
saved the credit of the country. In 1836 and
1839 the Bank’s position was again jeopardised,
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and in the latter year the directors had to resort
to the Paris bankers for a loan of two millions.
By this time the country-was thoroughly dis-
satisfied with the conduct of banks, and legis-
lation was imperatively demanded. After a long
controversy, the Bank Charter Act of 1844 which
lays down the conditions upon which bank notes
are now issued was passed ; the Bank of England
was divided into two distinct departments—the
Issuc and the Bauking; and the relations of the
Government to the Bunk (except as customers of
the Bank in the ordinary way) were confined to
their responsibility to the Issue Department for
the loan due from the country to the Bank, upon
the security of which a portion of the notes are
issued.

The ¢ City,” however, did not appreciate the
import of the change effected by the Bank Charter
Act 1844 in the relations of the Government and
the Bank of England. Men who had been accus-
tomed to look upon the Bank of England as
specially privileged ; who had seen it empowered
to make an unlimited number of promises to pay
on demand which it was absolved from the
necessity of carrying out; could not realise that
it was entirely shorn of its privileges, and that



6 THREADNEEDLE STREET.

it no longer had the power to manufacture ¢legal
tender’ with which to assist them in times of
difficulty and pressure. The ¢ City” still con-
sidered that the Bank of England owed a duty
to the public of an altogether different character
to that of any other Bank, and the directors of
the Bank of England were not backward in
acknowledging it. The case of the other banks
was placed before the Select Committee on
¢ Commercial Distress” 1847-8 by Mr. R. C. L.
Bevan, who was examined as follows:—(Rept.
Select Com. Commercial Distress, 1847-8—vol.
Viil.) :—

Query 2384: Do you consider that the Bank
directors, appointed by the proprietors to manage
their affairs, ought to regulate their affairs to
the greatest advantage of their proprietors? No;
in that position of public trust which they occupy
as holding the public monies, and what are called
“private deposits,” which are virtually the monies
of the public, I do not think they are at liberty
to consider only the intcrests of their pro-
prietors.

Query 2385: Are you aware that when the
Act of 1844 passed it was stated in Parliament
that the object was twofold; first to creatc a
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bank of issue, and secondly to create a bank of
deposit ; and that the bank directors should be at
perfect liberty to act for their own intcrest as
the directors of any other bank would be? I
have often heard that stated; I remember hearing
it stated at the time, but I thought it was a very
great mistake.

Query 2386: You think that was not a good
plan ? I think it was most unsound in principle;
certainly it was acted upon by the Bank; I think
they took those parties at their word.

Query 2389: Do not you consider that the
bank directors ought to attend to the interest of
their proprictors in the same manner as you
would to your own interest ? No; because they
are a public bank in a way and in a sense in
which we are not.

Query 2390 : Where is the distinction now
that a separation has taken place between the
two departments, and that the discount branch is
separated entirely from the issue branch ? They
hold a great many Government deposits.

Query 2391 : But they only hold the deposits
of the Government in the same way as you hold
the deposits of various public companies; they
may be greater in amount, but in principle are
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not they the same? I think that the Bank are
bankers to the public in a sense in which we are
not; not only to a much larger amount, but that
they occupy a position evidently that we do not
occupy, involving a trust which does not devolve
upon us.

Query 2392: You consider that to be a trust
different from what you as bankers have? I
think we have a right to do as we please, but I
do not think that the Bank has ; if we please to
withhold all accommodation we should bave a
right to do so, but I do not think the Bank have
that right.

The Governor of the Bank of England (Mr.
James Morris), and the Deputy Governor (Mr.
Henry James Prescott), were asked the follow-
ing questions :—

Query 26563: With regard to the banking
department in what condition did the Act place
you? It placed the Bank of England in the
condition of any other bank, except that we were
carrying on business upon a much larger scale,
and we had also Government deposits to deal
with.

Query 2654: It has been stated that the
effect of the Act of 1844, was to relieve you
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from any other responsibility than that which
you had to your own proprietors, with the view
of making the dividend for them as large as
it could be made; do you consider that the Bank
was relieved from all responsibility, as regards
the banking department, with reference to the
public interest? I may state that as far as the
Bank was concerned, I think the Bank ought
to have been carried on exactly on the same
principle as that established by the A ct of 1844;
whether the Act of 1844 had passed or not, we
ought to have had a separation of the two depart-
ments ; the issue department will naturally take
care of itself; with respect to the banking
department we have a duty to the public to
perform, and a duty to perform to the proprie-
tors; our duty to our proprietors would lead us
to make the best dividend we could for them;
but in doing that we are bound to take care,
considering the power that the Bank have as a
large body, not to interfere generally with the
monetary affairs of the country. I have always
considered that the two interests were united,
the proprietors’ interest and the public interest;
I have always found that whenever a step has
been taken to promote the interests of the pro-
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prietors at the cost of the public it has invariably
fallen back upon us, and instead of bettering
ourselves we have put ourselves in a worse posi-
tion. (Mr. Prescott): I should say that in all
the more important measures of the Bank, such
as in reducing or raising the rate of interest, the
first thing the directors look to is the public
interest rather than the interest of the proprietors

of the Bank.
The Committee reported upon the matter as

follows :—First Rept. from Sel. Com. 8th June,
1848—p. iv. :—

¢ An opinion seems to have been entertained
by some persons, though not by the Governor
and Deputy Governor of the Bank of England,
that the Bank is released by the Act of 1844,
from any obligation except that of consulting
the pecuniary interests of its proprietors. It is
true that there are no restrictions imposed by law
upon the discretion of the Bank in respect to
the conduct of the banking, as distinguished
from the issue department. But the Bank is a
public institution, possessed of special and exclu-
sive privileges, standing in a peculiar relation to
the Government, and exercising from the magni-
tude of its resources great influence over the
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general mercantile and monetary transactions of
the country. . These circumstances impose upon
the Bank the duty of a consideration of the
public interest, not indced enacted or defined
by law, but which Parliament in its various
transactions with the Bank has always recognised,
and which the Bank has never disclaimed. It is
unnecessary to impose such duty by law as there
can be little doubt that the permanent interests
of the Bank arc identified with those of the
public at large.”

A more ambiguous report could not have becn
devised. It asserts that circumstances have
imposed upon the Bank ¢ the duty of a con-
sideration of the public interest,” but of the
nature of that duty it says nothing. The cir-
cumstances which are said to impose that duty
are (1), the Bank is a ‘‘public institution,” but
no explanation is given of the applicability of
that description. It is certainly not carried on
for the benefit of the public, but for the bencfit
of its proprietors in the same way as any other
joint stock bank. (2). It is said to be possessed
of *‘special and exclusive privileges,” but the
Committee omitted to enumerate them, and
since the establishment of the Issue Department
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the privilege of ¢ exclusive banking” so far as
the Banking Department of the Bank of England
is concerned has disappeared. (3). Because ‘it
stands in a peculiar relation to the Government,”
which probably refers to the Government de-
posits; but what other obligation the Bank has
incurred in conscquence of being their custodian
than to produce them when required, is left to the
imagination.  (4). Because of ¢ the magnitude
of its resources exercising a great influence over
the gencral mercantile and monetary transactions
of the country.,” The greater the power the
greater the responsibility ; but that is a question
of degree, not of principle; and the report docs
not elucidate why it should be regarded other-
wise.

Thus, the report of the Committee does not
throw any light upon the nature of the duty of
a consideration of the public interest imposed
upon the Bank of England. Mr. R. C. L. Bevan,
the representative of the other banks, however,
had made a very definite statement of what he
conceived to be the duty of the Bank as ¢ bankers
to the public,” and because they ¢ occupied a
position evidently that we do not occupy.” In
his opinion, speaking on behalf of the other banks,
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“We have a right to do as we please, but I
do not think that the Bank has; if we please
to withhold all accommodation we should have
a right to do so, but I do not think the Bank
have that right.” The Committee ought to have
dealt with that specific claim. It is a very
extraordinary one. In these days the joint stock
and other banks are also ‘bankers to the public,”
scveral of the public accounts being kept with
them; but they would be rather astonished if
they were told that, in consequence, they could
no longer do as they pleased with their own
funds, the fact of some public accounts being
kept with them entitling the public generally
to accommodation from them. Or, to apply
Mr. Bevan’s contention to the casc of a country
town, it amounts to this, that the bank where the
Corporation, or other public body, keeps its
account is, in consequence, bound to accommo-
date the public—not merely their own customers
because of their private affairs, but any member
of the public because their representatives have
made them the ‘“bankers to the public.” A
reductio ad absurdum.

The evidence of the Governor and Deputy
Governor of the Bank was very unfortunate.
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It cannot be construed as an admission that the
Bank undertook to keep a cash reserve out of
which to supply the demands of Bankers and
others who render their own assets unavailable.
But, in drawing the distinction between the duty
of the Bank to the public and its duty to its
proprietors; in admitting that the Bank had
sometimes taken steps to promote the interests
of the proprietors at the cost of the public; and
in asserting that the dircctors in all the more
important measures of the Bank, such as in
reducing or raising the rate of interest, first
looked to the public interest rather than to the
interest of the proprietors of the Bank; the
Governors gave room for the introduction of
all sorts of claims upon them to which it would
have been far better if they had not opened
the door. Ilowever, after saying this much,
what does it amount to? They stated that the
Banking Department of the Bank of England
was ‘“in the condition of any other bank except
that we were carrying on business upon a much
larger scale, and that we had also the Govern-
ment deposits”; and they limited their sense
of duty to taking care that the power the Bank
have as a large body should not be used to
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“interfere gencrally with the monetary affairs
of the country,” and in reducing or raising the
rate of interest to ‘‘look to the public interest
rather than to the interest of the proprietors.”
They do not admit any peculiar duty arising
from the fact that the Bank is the bank of
the Government, Their duty arising from their
position as the premier bank, vastly superior
to its competitors, with the power of controlling
the rate of intercst, would have been just the
same if the Government deposits had been the
deposits of an individual.

The claims thus made upon the Banking De-
partment of the Bank of England, and by
implication upon its reserve, in consequence of
its relations with the Government, are of the
most shadowy character; and it is only possible
to understand how they could have been enter-
tained for one moment by remembering that
the public mind of that day had been educated
under a system by which the Bank had cenjoyed
the privilege of ‘‘ exclusive banking,” and that
it had not appreciated the changed conditions
brought about by the Bank Charter Act, 1844,

Ten years after this report Mr. Gladstone
scemed to think that there were exceptional
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relations between the Government and the Bank-
ing Department of the Bank of England in
connection with the National Debt. On the
11th December, 1857 (Hansard, p. 652-3) he
said :—

“I do not know whether hon. members arc
awarc that within the last year or two whenever
you have borrowed any sum of money for the
exigencies of the public service you have like-
wise made a new law that the Bank of England
shall continue to be a Corporation until the whole
of the sum is repaid. What is the mcaning of
such a provision? It is quite plain that it is an
enactment drawn from times when governments
were in bad and banks werc in good ecredit,
and when it was a great object of governments,
which used to cheat banks and rob the tills of
traders, to gect a body of respectable men to
cover the louns they had contracted. Now I
say such a clause as that in Acts of the present
day is antiquated and superannuated. It is
desirable that those who lend moncy to the
people of England should know that they do so
on the credit of the State, and that the credit
and the honor of Parliament should not be supple-
mented by such an assurance to our creditors.”
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If this was the correct explanation of the
clause in the “Loan Acts,” the affairs of the
Government and the Banking Department of
the Bank of England would be inextricably in-
termixed. But the real object and effect of this
clause is explained in a paper dated the 10th
February, 1858, and delivered to the Committee
appointed to consider a proposal for a ¢ State
Bank ” by the Chancellor of the Exchcquer on
the 16th March, 1858. It states:—‘‘ By the Act
54, Geo. III, cap. 76, and subsequent ¢ Loan
Acts,’ the management of the public debt is
entrusted to the Bank of England; and the
Governor and Company of the Bank of England,
and their successors, are continued a Corporation
for that purpose until the debt shall be redeemed
by Parliament. It would appear to be open to
Parliament to put an end to this guarantee by
such a rcconstitution of the National Debt as

would amount to a redemption of the existing
~ Public Annuitics. While, however, the debt sub-
sists in its present form, the engagement affects,
not only the Bank of England, but the public
who own the stock. The ¢Loan Acts’ contain
a clause that ‘all the Annuities aforesaid shall
be payable and paid, and shall be transferable
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at the Bunk of England’; the holder of stock is
therefore entitled to claim that the dividends
shall continue to be paid at the Bank of England,
and that he shall lose none of his securitics,
which he at present poscesses, for their punctual
payment, or the facilities afforded for the transfer
of his stock. Public faith would be shaken if
any change were attempted which would in the
slightest decgree prejudice the interest of the
stock-holder in these respects. The arrangements
which subsist between the Governor and the
Bank of England for the payment of the divi-
dends are framed with jealous care to insure
punctuality in the discharge of this duty. The
advances by the Bank on deficiency bills, when
the Government balances are insufficient for the
purpose, insure the provision of the required
funds ; and although the Bank owes no direct re-
sponsibility to the stock-holder, and the National
Debt stands on the credit of the State, the course
of proceeding between the Government and the
Bank, which is regulated by Parliament, affords
an additional guarantce that money will be forth-
coming for the payment of the dividends which
could not subsist if the management were under-
taken by a State Bank having no funds of its
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own to fall back upon. Were the Government
so circumstanced it would be forced in case of
a deficiency of funds to make terms with the
banks, or resort to the open money market, in-
stead of depending on an arrangement sanctioned
by Parliament, and carried out by an Institu-
tion which owes a duty in this respect to the
Government and the public. . . . It may be
observed that the management of the National
Debt as at present conducted by the Bank of
England is not neccessarily associated with its
banking business. The transfer of stock is not
immediately connected with the payment of
money, and the dividends are discharged by
warrants which are payable in a separate branch
of the Bank, These operations might be con-
ducted by a distinet establishment. . . . The
‘Loan Acts,” however, require that the divi-
dends should be actually paid at the Bank of
England. This condition would not be fulfilled
by an issue of dividend warrants payable at
another establishment.”

It is thus made manifest that this clause is
the rcsult of a jealous care to punctually dis-
charge the payment of the dividends, and to
literally fulfil the conditions on which the loans
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were obtained. Another clause provides that
special officers shall be appointed for the fulfil-
ment of these duties. So that instead of the
“Loan Acts” creating any obligation on the
part of the Government to preserve the Banking
Department of the Bank of England, they make
express provision against the contingency of its
discontinuing its other business, by declaring it
shall continue to be a Corporation for the purpose
of paying the dividends; for the transfer of
their stock; and for all other purposes of these
Acts; until the whole of their claims are re-
deemed. The reference in the Treasury paper
to the ¢ duty” of the Banking Department of
the Bank of England, in respcct of making
advances on deficiency bills to the Government
and the public, must be understood to be in con-
sequence of the consideration of the profits of
the Bank as the bank of the Government. The
principle on which the statement rests being
that as the Bank sometimes makes a profit from
utilising the deposits of the Government, so, on
the other hand, it is only fair and just, and in
conformity with banking practice, that it should
be willing at other times to make advances to
the Government should they be required.
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We have now examined the various reasons
adduced in support of the contention that the
relations of the Banking Department of the
Bank of England with the Government place it
under some peculiar obligation to all other banks.
It will have been obscerved that in the case put
forward by Mr. R. C. L. Bevan, on behalf of the
other banks, it was not stated, in so many words,
that it is the ‘“ duty of the Bank of England to
keep money available at all times, to supply
the demands of bankers and others who have
rendered their own assets unavailable”; but the
claim that the Bank has no right to withhold
accommodation is equivalent to it, as, obviously,
the Bank could not grant the accommodation if
it did not keep cash in reserve for the purpose.
The claim as put forward then was unreasonable,
and there was nothing in the relations of the
Bank with the Government to sustain it. As
applied at the present time it is not only un-
reasonable and unjustifiable, but it is altogether
impracticable. The Bank of England is no
longer the one Bank, towering above all its com-
petitors, and able to control the rate of interest.
The operations of some of the joint-stock banks
are as extensive as those of the Bank of England;
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and, collectively, the joint-stock banks are the
masters of the situation. So that the claim on
the reserve of the Banking Department of the
Bank of England, because of the relations of
the Bank with the Government, must not only
be abandoned as utterly unwarranted in principle;
but also because it is absolutely impossible for
the Bank—no longer exercising that commanding
influence and power which in those days seemed
to the other banks a reason for casting upon it
extraordinary obligations—to practically fulfil
the alleged ¢ duty to keep money available at all
times, to supply the demands of bankers who
have rendered their own assets unavailable.”
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CHAPTER IL

TIHIE TSSUE DEPARTMENT OF THE BANK OF ENGLAND.

Tue only other important supply of available
cash in this country than that of the Banking
Department of the Bank of England, is kept by
the Issue Department of the Bank of England;
and in every crisis that has occurred since the
separation of the Bank into two departments this
rescrve of cash has been made use of in order to
supply the demands of bankers and others who
had rendered their own assets unavailable. It
is, therefore, obvious that the suspensions of the
Bank Charter Act, 1844, lic at the root of the
difficulty as to bank’s cash reserves. If bankers
may rely upon the reserve of bullion in the Issue
Department being used as a basis on which to
issue ready money in times of difficulty, it is not
surprising if they do not incur the expense of
keeping sufficient cash reserves of their own. It
is not of vital importance to the Banking Depart-
ment of the Bank of England whether its cash
reserve is adequate or not, if it may, in an emerg-
ency, fall back upon the reserve of bullion in the
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Issue Department; nor is it of supreme moment
to the other banks whether the Banking Depart-
ment of the Bank of England distinctly recognises
and provides for their claim on its reserve, if, as
is alleged, they can compel the Bank to supply
them with ready money to the extent of its re-
sources, and, if they are likely to prove insuffi
cient, the Government can be rclicd upon to
authorise the Bank to make usc of the cash reserve
of the Issue Department.

Ten years after the report of the Committee
on Commercial Distress, 1847-8, referred to in
the previous chapter, in which they assumed that
the Banking Department of the Bank of England,
in consequence of its relations with the Govern-
ment, was under an obligation to supply the
money-market with an unlimited quantity of
ready money, another Committee was appointed
to enquire into the circumstances which led to
the suspension of the Act in 1857. This Com-
mittee, instead of basing the extraordinary claims
on the Bank of England upon the relations of
the Government with the Banking Department
of the Bank of England, devoted its attention to
the rescrve in the Issue Department; and, quietly
assuming the right of bankers and others, who
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had rendered their own asscts unavailable, to
make use of this reserve when required, took into
consideration the desirability, or otherwise, of
relaxing the provisions of the Bank Charter Act
1844, to enable them the more readily to do
so. Sec. 60 of their report states:—¢ The bank
directors say that the assistance which they gave
to the public would not have been ventured on
by them except for the Treasury letter (of the
12th Nov., 1857 :—¢If the directors of the Bank
of England should be unable in the present
emergency to mcet the demands for discounts
and advances upon approved securitics without
exceeding the limits of their circulation prescribed
by the Act of 1844, the Government will be pre-
pared to propose to Parliament upon its meeting
a bill for any excess so issued’); nor would they
have ventured to act on that letter if the bullion
had been much lower than it was; for they must
have begun to think of the convertibility of the
note, which it would be their first duty to main-
tain ; they attribute the maintenance of that
amount of bullion to the regulations provided by
the Act; and while they affirm that the present
court of directors having had more experience,
and having seen the gradual working of the Act
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of 1844, would probably in their discretion have
adhered closely to the very regulations which the
Act required of them ; yet if they had not done
80, but had been induced to issue more than the
proportion which the law allowed, more gold
would have gone out by the action of the foreign
exchanges, and the consequences would have
been that thcy would have been left with less
gold as the panic came on ; and then, even with
the permission to issue more notcs, they would
not have felt warranted in hazarding the circu-
lation by doing so. They further state that for
these reasons it appears that the adoption of the
policy, which the Act now in force required,
placed the Bank of England in such a position
that it was enabled at the time of the severest
pressure to afford a larger aid to the commercial
public than would otherwise have been in their
power : that the true judgment of the court
would act in unison with the law; but yet it is
not expedient to expose them to the influence of
such a pressure as would inevitably be applied at
such a time; and that, upon the whole, with a
view to the operations of the Bank, including in
that category their being able to afford aid to
the commercial public at the time of severest
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pressure, the Act of 1844 operated not as a fetter,
but as a support decidedly. They therefore re-
commend that no relaxation should be made in
the provisions of that law.”

The apparent satisfaction with which the
Committee regarded the breakdown of our mone-
tary system as created by the Bank Charter Act
of 1844, shows that they had not grasped the
facts of the situation. The above section indi-
cates that they were under the impression that
the cash in the Issue Department had becen
specially set apart from the uses of the ordinary
business of the Banking Department in order to
form a reserve upon which the public might fall
back in times of necessity. At any rate that
seems to be the most reasonable construction
to place upon the statement of the Bank direc-
tors, which the Committee apparently adopted,
that the Act of 1844, ‘‘with a view to the opera-
tions of the Bank, including in that category
their being able to afford aid to the commercial
public at the time of the severest pressure,
operated not as a fetter, but as a support de-
cidedly.” And in other sections of their report
they labour to prove that the Act is never more
thoroughly giving effect to those principles for
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the carrying out of which it was passed, than
when its operations are suspended! Thus sec.
82, referring to the suspensions of the Act,
states:—‘‘ Your Committee are satisfied to leave
in the discretion of the executive government the
time and prudent opportunity of giving further
effect to those principles by which the converti-
bility of the Bank of England note has been kept
above suspicion.” In this way the Committee,
whilst eulogising the Bank Charter Act 1844 for
having kept the convertibility of the bank note
above suspicion, assert that its suspension further
effects that object!

One cannot help feeling a certain amount of
sympathy for this Committee. They were placed
in a very awkward dilemma. If they condemned
the Bank Charter Act, 1844, and recommended a
return to the old system of mixing up the busi-
ness of banking with that of issuing notes, they
were confronted with the declaration of the
Bank directors that it was not expedient to
expose them to the influence of such pressure as
might hazard the circulation. On the other
hand, if the Committee had consistently upheld
the Act and had pointed out that the employment
of the bullion in the Issue Department to supply
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the money-market with ready money was to
divert it from its proper use, they would have
had reason to fear the consequences of the non-
suspension of the Act in future emergencies. It
does not seem to have occurred to them to point
out that the money-market’s difficulties had arisen
from the overtrading of the banks in employing
too large a proportion of their funds, instead of
keeping adequate cash reserves. They, there-
fore, adopted a middle course. They decided to
recommend a continuance of the Act, but, at the
same time, to make provision for emergencies by
recommending that it should be suspended at the
discretion of the executive government. Unfor-
tunately, howcever, they seem to have lacked the
courage to frankly state that such an anomaly
was the result of the force of circumstances; and,
instead of doing so, they endcavoured to justify
their recommendations by an appeal to the prin-
ciples to give effect to which the Act had been
made law. In this they came hopelessly to grief,
and some portions of their report are simply
arrant nonsensce. For example, compare sce. 66:
—¢The main object of the legislation in ques-
tion (the Bank Charter Act 1844) was un-
doubtedly to secure the variation of the paper
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currency of the kingdom according to the same
laws by which a metallic circulation would vary.
No one contends that this object has not been
obtained ”; with see. 72, ¢ Your committee think
that such a provision (for increasing the number
of notes in times of pressure, irrespective of a
corresponding deposit of bullion) could not be
regarded as any violation of the principle of the
Act of 1844.” 1If the principle of the Act were
to secure the variation of the paper currcncy
according to the same laws by which a metallic
currency would vary (which has been effected by
only permitting the issue of paper over and
above a certain amount, below which experience
had shown the amount of circulation did not go,
upon the deposit of bullion, and enforcing cash
payments on presentation) it is simply absurd to
allege that that principle would not be violated
by an extra issue of paper without the metal.
The Committee were not more fortunate in
their refercnces to the speeches of the authors of
the Act than they were in their appeal to its
abstract principles. Sec. 71, “It is here neces-
sary for the Committee to advert to the question
whether the law should be left, subject only to
that power which was contemplated by Sir Robert
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Peel and Mr. Huskisson, and was actually exer-
cised by the two governments of 1847 and 1857,
or, on the other hand, provision should be made
in advance for such contingencics, and the con-
ditions expressly laid down on which the issue of
an increased number of bank notes may in the
time of pressure be allowed.” Sece. 72 :—¢“ Your
Committee think such a provision could not be
regarded as any violation of the principle of the
Act of 1844. To have introduced such an
express provision when the law itself was first
adopted by Parliament, or even when as in 1848
it had only been a few years in operation, and
was comparatively little understood, was a far
more serious question of policy and prudence
than it can in fairness be regarded at the present
time. Yet the interference of the Government
in an extreme case, must in fact be taken to have
been contemplated by the framers of the Act.
Mr. Cotton stated to the Committee of 1847-8
that this subjcct was considered when the Act
was in preparation in 1844, and that Sir Robert
Pecl’s opinion was thus expressed :—¢ If it be
necessary to assume a grave responsibility, I
daresay men will be found willing to assume

such responsibility.” It scarcely, therefore, con-
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stitutes of itself a sufficient ground for bringing
this important and difficult subject under the
review of Parliament, and may properly
await the decision of the legislature when the
other branches of the subject shall be dealt
with.”

There is all the difference in the world between
Sir Robert Peel’s statement that if it be necessary
to assume a grave responsibility men would be
found willing to assume such responsibility, and
the Committee’s report deliberately approving of
the suspensions of the Act, and maintaining that
the authors had always intended that it should
be suspended from time to time. After the first
suspension of the Act, Sir Robert Peel, speaking
in the House of Commons on the 3rd Dec., 1847
(Hansard, p. 668), expressed his approval of the
action of the Government as follows :—¢ But
when there occurs a state of panic—a state of
things which cannot be foresecn, or provided
against by law—which cannot be reasoned with,
the Government must assume a power to prevent
the consequences which may occur. There is a
necessity for a discretion which I think was
properly exercised in the present instance. It
was better to authorise a violation of the law
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than to run the risk of the consequences which
might have cnsued if no intervention on the part
of the Government had taken place.” Mr. Glyn,
speaking ten years afterwards, gave his opinion
of the necessity of the suspension of the Act
in 1857 in very forcible language. ITe said
(8 Hansard cxlviii., p. 187, Dec. 4th, 1857) :—
“It was reduced to a simple matter of fact that
when a time of pressure came a letter, or some
such instrument, must be issued to rclieve the
Act of 1844, and he hoped that the Government
of this country would never fall into the hands
of any individual hardy cnough to carry out
what were called the first principles of the Aect.
If any person should attempt to do so he would
speedily be hurled from power, not by any vote
of the ITouse, but by the physieal power of the
country. (Obh). That statement scemed to give
risc to some difference of opinion, but did hon.
members who cried ¢Oh’ suppose that all the
people conneccted with the mill power of this
country, with the mining interests, that the mass
of operatives thrown out of employment would
be content to remain without wages or means of
existence simply because a principle, so called,

was to be maintained ? Thegeforc he did not
D
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believe any public man would attempt to uphold
the Act under those circumstances.” These are
very definite and cogent reasons which rendered
the suspension of the Act a dire necessity. But
they are very different from the Committee’s
futile attempt to represent that the authors of
the Act anticipated its suspension with approval.-
Sir Robert Peel recognised that the Government
had to choose between two evils, and of the two
“it was better to authorise a violation of the
law than to run the risk of the conscquences
which might have ensued if no intervention on
the part of the Government had taken place.”
And not only did he speak of the suspension of
the Act as a ‘““violation of the law,” he also
referred to it as a tampering with the standard
of value (p. 665) : “ When I sce the insolvency
of a house of which the liabilities amount to
£50,000, and the asscts to £3,000, I cannot but
say that if that be the practice of your commerce
then do not complain of the Act of 1844, or of
any other mecasure, as the cause of your em-
barrassments. I ask is it not monstrous that the
standard of value in this country should be tam-
pered with in order to facilitate and uphold such
transactions as these ?”
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In the face of these quotations from Sir Robert
Peel’s speech after the suspension of the Act,
what is the value of the expression to which he
gave utterance before the passing of the Act to
the effect that ¢ if it be necessary to assume a
grave responsibility, I daresay men will be found
willing to assume such responsibility ?” He
regarded the suspension of the Act as a break-
down of our financial system: it was a ¢ violation
of the law,” and a ¢ tampering with the standard
of value.”

In some quarters, however, the violation of the
law in 1857 was not regarded with the same
equanimity as the Committee displayed. The
Chancellor of the Iixchequer (Sir Geo. Cornewall
Lewis) said (Hansard, 4th Dec,, 1857, p. 162).
“Tt has been said that the Government have
authorised the Bank to commit an act equivalent
to a depreciation of the currency ; that what we
have done amounted almost to permitting the
repudiation of contracts; that the sanctity of
property was invaded by this additional issue of
bank notes. I entirely dispute the corrcctness
of that vicw. The additional notes issued by the
Bank, under our authority, were like other notes
payable on demand; if any deubt had arisen as
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to their instantaneous convertibility there would
have been some ground for the charge which has
been made against the Government. All we said
to the Bank was that whereas the original limit
of notes based on sccurities was 14 millions, in-
creased by an order in council to £14,475,000,
they might for a limited time, and for a limited
object, increase the issuc of that class. DBut
inasmuch as the additional issuc by the Bank was
not sufficient to affect the value of the notes, and
each note was convertible into gold upon demand,
it cannot be said, with justice, that the Govern-
ment have depreciated the currency, authorised
a repudiation of contracts, or struck at the
security and sanctity of property.”

This reply of the Chancellor of the Exchequer,
however, scarcely meets the case. The intrench-
ment upon the security given to the holders of
bank notes for their convertibility consisted of
the power given to the Bank of England to
increase the number of claims upon the bullion.
As the proportion of notes issued against sccurities
to those issued against bullion was increased
beyond the amount laid down in the Act so the
security given for the convertibility of the notes
was diminished. And the reply that the security
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was so good that it was diminished without risk,
does not answer the charge of having authorised
a repudiation of contract. The condonation of
the suspensions of the Act rests upon the desira-
bility of choosing the lesser of two evils, and it
is a false policy to deny that the lesser was an
evil at all. Had the ecvil been fairly recognised
some attempt might have been made to avoid it
in the future. It is, therefore, very important
not to minimise the consequences of the violations
of the law, and there can be no doubt that in
weakening the security for the convertibility on
demand of the note the Government did commit
a breach of contract with the note holders.

The late Mr. J. W. Gilbart, who was onc of
the directors of the London and Westminster
Bank, and previously general manager, has,
however, suggested a very ingenious way of
regarding the security given for the convertibility
of Bank of England notes. In the ¢ Principles
and practice of banking,” p. 231—Edition 1873,
he says :(—‘‘ By the phrase ‘securing the conver-
tibility of the note,” it is not meant that the Issue
Department of the Bank of England held a
sufficient amount of gold and silver to pay off all
the notes it had issued. It js obvious that the
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gold and silver in hand must always be fourteen
millions less than this amount, inasmuch as four-
teen millions of notes are issucd against securities.
By ¢securing the convertibility of the note,’ is
meant that the Issuc Department of the Bank of
England were in a condition to pay off any
amount of notes of which payment was likely to
be demanded for the purpose of exporting gold—the
Issue Department was always in a condition to
meet any foreign demand for gold. This is called
¢ securing the convertibility of the notes.””

It will be seen that Mr. Gilbart’s view of the
phrase ‘“ securing the convertibility of the note,”
strikingly contrasts with that of Sir George
Cornewall Lewis, who, as quoted above, declared
that notwithstanding the suspension of the Act in
1857 as ““ each note was convertible upon demand
it could not be said that the Government had
depreciated the currency, authorised a repudiation
of contracts, or struck at the security and sanctity
of property.” Nor was it the view of Sir Robert
Peel. On the 6th Jan., 1844, in reply to a
question of Mr. Muntz who ¢ wished to know
what would happen in consequence of there being
such an export of gold as would render it im-
possible for the Bank to pay its liabilitics in
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gold ?  Sir Robert Pecl said, ‘ The intention
undoubtedly was that any demand on the Bank
of England would be paid in gold if desired. It
would have the power of issuing notes to the
amount of fourteen millions on securities, and
might diminish that issue to eleven millions, the
amount of the Government debt, if it should be
necessary.  The Bank had the complete control
over the three millions, but if the eleven millions
of Government debt should be required by the
Bank, the Government would have no difficulty
in raising the amount to pay it off. He, how-
ever, by no means anticipated such a contingency
as that which had entered into the speculative
mind of the hon. gentleman, He could only
repeat that all demands on the Bank must, if
desired, be paid in gold.” After the suspension
of the Act in 1847, a suggestion was made that
the debt of the Government might be paid with
inconvertible paper which he repudiated as
follows (3 Hansard xcv., 669-70, Decc. 3rd,
1847) :—* I think I heard from the hon. member
for Wakefield last night a recommendation that
the Government should pay off its debt of four-
tecen millions to the Bank, and should pay it in

inconvertible paper. Sir, ifethe Government is
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to set the example of paying its debts in incon-
vertible paper—in paper for which there is no
other equivalent than some other paper— if that
is to be the example set by the Government, I
daresay that individuals in a similar difficulty
will be glad to profit by that example. But I
cannot believe that this House will sanction such
an injustice as that the Government shall pay the
Bank the amount of a public debt in inconvertible
paper.”

It is evident from thesec speeches that Sir
Robert Peel intended that the ¢ seccurities”
against which a portion of the notes arc issued
should be capable of realisation, and there is,
therefore, no warrant for Mr. Gilbart’s assertion,
that only those notes of which payment was likely
to be demanded for the export of gold were
meant to be convertible.

The Act* says, inter alia—

I.—“That from and after the 31lst August,
1844, the issue of promissory notes of the
Governor and Co. of the Bank of England, pay-
able on demand, shall be kept wholly distinet

* Nore.—In Appendix A is a paper dealing with the legal aspect,
prepared by Mr. Freshfield; but it is so clearly a one-sided document
that it has not seemed neceSsary to insert it here.
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from the general banking business of the said
Governor, etc.; and the business of such issue
shall be thenceforth conducted and carried on by
the said Governor and Co. in a separatc depart-
ment to be called ¢ the Issue Department of the
Bank of England.’

II.—*“That upon the same day there shall be
transferred, appropriated, and set apart by the
said Governor and Co. to the Issue Department,
securitics to the value of £14,000,000, whereof
the debt due by the public to the said Gover-
nor and Co. shall be a part; and at the same
time so much of the gold coin, and gold and
silver bullion as shall not be required by the
Banking Department; and, thereupon, there shall
be delivered out of the Issue Department into
the Banking Department such an amount of
notes as, together with the notes then in circula-
tion, shall be equal to the aggregate amount of
the sccurities, coin and bullion so transferred to
to the Issue Department; and the whole amount
of Bank of England notes then in circalation,
including those delivered to the Banking Depart-
ment as aforesaid, shall be deemed to be issued
on the credit of such securitics, coin and bullion
so appropriated and set apartédo the Issue Depart-
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ment; and it shall not be lawful for the Governor
and Co. to increase the amount of securities
(except in the case of other banks ceasing to
issue, when it shall be lawful for Her Majesty in
Council to authorise an increase of not exceeding
two-thirds of the amount, which the bankers so
ceasing may have been authorised to issue), but
it shall be lawful for them to diminish the amount
of such securities, and again to increase the same
to any sum not exceeding in the whole the sum
of £14,000,000, and so on from time to time as
they shall see occasion ; and from and after such
transfer and appropriation to the Issue Depart-
ment it shall not be lawful for the Governor and
Co. to issue bank notes, either into the Banking
Department, or to any persons or person what-
soever, save in exchange for other Bank of
England notes, or for gold coin or for gold or
silver bullion, received or purchased for the Issue
Dcepartment under the provisions of this Act, or
in exchange for securities acquired and taken in
the Issue Department under its provision: pro-
vided always that it shall be lawful for the said
Governor and Co. in their Banking Department
to issue all such Bank of England Notes as they
shall at any time, receive from the said Issue
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Department or otherwise, in the same manner in
all respects as such issue would be lawful to any
other person or persons.”

Now it is not a little curious that Mr. Gilbart
in stating the principal provisions of the Act
in his ¢ Principles and Practice of Banking”
has omitted the following words in sec. 2, quoted
above:—‘ And the whole amount of Bank of
England notes then in circulation, including
those delivered to the Banking Department
as aforesaid, shall be deemed to be issued on
the credit of such securities, coin and bullion
so appropriated and set apart to the Issue Depart-
ment.” Having satisfied himself that the pro-
mises of all the notes to pay on demand were
not intended to be fulfilled, he probably did not
consider it of importance to state the particulars
of the security appropriated and set apart for
their payment. Nevertheless it will be seen that
every care has been taken to render the con-
vertibility of all the Bank of England notes
above suspicion. The first clause, quoted above,
entirely separates the business of issue from the
ordinary banking business of the Bank of Eng-
land and provides that it shall be carried on
in a separate department. Ihe second clause
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definitely fixes the amount which shall be issued
upon certain securities, appropriated and set
apart for the purpose at such a moderate sum
that the average proportion of the notes issued
against gold to those issued against securities
for the first year after the Act came into oper-
ation was over 90 per cent., and it has never been
below 70 per cent. in any year since. In fact,
the Act has made the Issue Department of the
Bank of England, to all intents and purposes,
a national institution; created for the adminis-
tration of a national currency; with the directors
of the Bank of England appointed, as officials *
of the Government, to administer its affairs upon
strict lines from which they have no power to
depart.

The mere fact that the directors of the Bank
of England are managers on behalf of the public
of the circulation of the country, under regula-
tions which give them no more facilities to obtain
the legal tender for carrying on their banking
business than have the directors of any other

* Nore.—The Chancellor of the Exchequer writing to the Governor
and Deputy Governor of the Bank of England on 26th April, 1844,
says: ‘‘In fixing the proportion of the amount which ought to be paid
to the public 1 do not, on the one hand, put out of view the fair claim
of the Bank to compensation as managers on behalf of the public of the
circulation of the country. @
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bank, affords no justification for a reliance upon
the reserve in the Issue Department. That
reserve has been appropriated, and set apart,
to secure the convertibility of the bank notes;
and cannot properly be regarded as money avail-
able at all times to supply the demands of
bankers and others who have rendered their
own asscts unavailable.

The cffect, however, of the three suspensions
of the Act has been so completely to imbue ¢ the
City mind ” with the idea that the bullion in the
Issue Department may be utilised in an emer-
gency for the purpose of increasing the money-
market’s supply of available cash that on the
occasion of the recent ¢ Baring Crisis” it is
generally understood that the Directors of the
Bank of Iingland actually made arrangements
with the Government—and obtained their con-
sent—for the suspension of the Act before the
firm’s difficulties became known to the public.
The adoption of this policy prevented a great
disaster; but it was tantamount to an admission
that the cash reserves of the banks were not
equal to the strain which a failure of that magni-
tude might have occasioned.

Under these circumstances it is not surnrising
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that Mr. Goschen feels the time has come when
the question of banks’ cash reserves should be
dealt with. It is a serious matter that the
Government should have again been called upon
to authorise a violation of the law; and that the
security for the convertibility of the notes,
created by Act of Parliament, should be im-
paired under any stress of circumstances. The
three actual suspensions of the Act have, more-
over, involved a great hardship upon thosec who
happened to succumb just before the suspensions
took place, and who would have surmounted
their difficulties if they had taken place carlier.
The arbitrary interference with the law of the
country just in time to save A who had to meet
liabilitics on Tuesday, whilst B whose liabilities
became due on Monday was allowed to fail, is a
very invidious act, and condemns the system

which necessitates it.
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CHAPTER III.
““LOMBARD STREET.”

Mk. BageHOT in his ¢ Lombard Street ”” does not
base the claim upon the Bank of England to
keep a reserve for the purpose of supplying the
demands of bankers and others when they have
rendered their own assets unavailable, upon the
relations of the Government either with the
Banking Department or the Issue Department.
He says (p. 63) :—*“ It is imagined that because
bank notes are a legal tender, the Bank has
some peculiar duty to help other people. But
bank notes are only a legal tender at the Issue
Department, not at the Banking Department,
and the accidental combination of the two de-
partments in the same building gives the Bank-
ing Department no aid in meeting a panic. If
the Issue Department were at Somerset House,
and if it issued Government notes there, the
position of the Banking Department under the
present law would be exactly what it is now.
No doubt, formerly, the Bank of England could
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issue what it pleased, but that historical remi-
niscence makes it no stronger now that it can
no longer so issue. We must deal with what
is, not with what was. And a still worse argu-
ment is also used. It is said that because the
Bank of England keeps the ¢ State account,’
and is the Government banker, it is a sort of
‘ public institution’ and ought to help every-
body. DBut the custody of the taxes which have
been collected and which wait to be expended
is a duty quite apart from panics. The Govern-
ment money may chance to be much or little
when the panic comes, There is no relation or
connection between the two. And the State
in getting the Bank to keep what money it may
chance to have, or in borrowing of it what it
may chance to want, does not hire it to stop a
panic or much help it if it tries.”

In this way he throws overboard the reasons
which had been previously given for the extra-
ordinary assertion that it is the Bank of Eng-
land’s duty to save all other banks the trouble
and expense of keeping cash reserves. Never-
theless he reiterates the demand, declaring that
hitherto (p. 63) “the real reason has not been
distinetly seen.”” , Under these circumstances
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he appears somewhat inconsistent in expressing
surprise—notwithstanding the fact that the real
reason had not been distinctly seen—that the

”

recognition of this ¢ duty” had not been
enforced by Parliament. He says (p. 41):— It
might be expected that as this great public duty
was cast upon the Banking Department of the
Bank, the principal statesmen (if not Parliament
itself) would have enjoined on them to perform
it. But no distinct resolution of Parliament has
ever enjoined it; scarcely any stray word of any
influential statesman. And on the contrary,
there is a whole cafena of authorities, beginning
with Sir Robert Peel and ending with Mr.
Lowe, which say that the Banking Department
of the Bank of England is only a Bank like any
other bank—a Company like other companies;
that in this capacity it has no peculiar position
and no public duties at all.”” Again on p. 62:—
“We are apt to be solemnly told that the
Banking Department of the Bank of England is
only a Bank like other banks—that it has no
peculiar duty in times of panic—that it then is
to look to itself alone, as other banks look. And
there is this excuse for the Bank. Hitherto

questions of banking have been so little dis-
E
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cussed in comparison with questions of currency
that the duty of the Bank in time of panic has
been put on a wrong ground.

The ‘real reason” why the Bank is not like
other banks is explained on p. 35. After show-
ing that when a run takes place the bullion to
meet it must be taken from the Bank of England
as there is no other large store in the country,
he says:—‘ In consequence all our credit
system depends on the Bank of England for its
security, On the wisdom of the directors of
that one Joint-Stock Company, it depends
whether England shall be solvent or insclvent.
This may seem too strong, but it is not, All
banks depend on the Bank of England, and all
merchants depend on some banker. If a mer-
chant have £10,000 at his bankers, and wants
to pay someone in Germany, he will not be able
to pay it unless his banker can pay him, and
the banker will not be able to pay if the Bank
of England should be in difficulties and cannot
produce his ‘reserve,’ The Directors of the
Bank are, therefore, in fact, if not in name,
trustees for the public, to keep a banking reserve
on their behalf; and it would naturally be cx-
pected either that they distinctly recognised
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this duty and engaged to perform it, or that
their own self-interest was so strong in the
matter that no engagement was needed. But
so far from their being a distinet undertaking on
the part of the Bank directors to perform this
duty, many of them would scarcely acknowledge
it, and some altogether deny it.”

Now it will be observed that the whole of this
argument is founded upon a consideration of the
consequences which would ensue if the Bank of
England was in difficulties and could not pro-
duce the ¢ reserve’’ of the other bank—in other
words, if the Bank of England could not repay
the balance standing to the credit of the other
bank. But the conclusion that there is no dis-
tinct undertaking on the part of the Bank of
England to keep a reserve for this purpose,
and that some of the directors would scarcely
acknowledge it as a duty, and some ¢ altogether
deny it,” is plainly erroneous, for that would
amount to a denial that the Bank of England
undertakes to pay its liabilities in cash, Of
course if in the hypothetical case, which
“Lombard Street” furnishes, the amount of the
bank’s reserve with the Bank of England was
£10,000, the bank would have an undoubted
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right to demand it. But the illustration will
not sustain the conclusion that it is the duty
of the Bank of England to keep a reserve for
any other purpose than to meet the claims of
its depositors; and it cannot, therefore, be re-
garded as relevant to the controversy.

To more accurately represent the point at
issue the case should have been thus stated :—
“If a merchant have £10,000 at his bankers
and wants to pay someone in Germany, he will
not be able to pay it unless his banker can pay
him, and the banker will not be able to pay if
the amount of his reserve at the Bank of England
is not equal to the amount required, and the
Bank of England refuses to make an advance.”
The whole gist of the controversy turns upon
the alleged “duty” of the Bank of England to
““keep money available at all times to supply
the demands of bankers who have rendered their
own assets unavailable,” and to attempt to
prove this by an illustration which assumes that
no advance is required from the Bank of Eng-
land is to beg the question.

¢ Lombard Street’ also explains the °¢real
reason '’ why the Bank of England should save
other banks the trouble and expense of keeping
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cash reserves of their own as follows (p. 63) :—
““ As has been already said—but on account of
its importance and perhaps its novelty it is
worth saying again—whatever bank or banks
keep the ultimate banking reserve of the country
must lend that reserve most freely in time of
apprehension, for that is one of the characteristic
uses of the bank reserve, and the mode in which
it attains one of the main ends for which it is
kept. Whether rightly or wrongly, at present
and in fact the Bank of England keeps our
ultimate bank reserve, and therefore it must use
it in this manner.,” On p. 65:—*The holders
of the bank reserve ought to lend at once, and
most freely in an incipient panic, because they
fear destruction in the panic. They ought not
to do it to save others; they ought to do it to
save themnselves, They ought to know that this
bold policy is the only safe one, and for that
reason they ought to choose it.”” Again on
p. 187:—“The Bank of England is bound
according to our system, not only to keep a
good reserve against a time of panic, but to use
that reserve effectually when that time of panic
comes. The keepers of the bank reserve, whether
one or many, are obliged then, to use that reserve
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for their own safety, If they permit all other
forms to perish, their own will perish immediately,
and in consequence.’’

This argument is the converse of the one
previously considered. Here it is not the Bank
of England in difficulties rendering all others
insolvent, but all other forms of credit perish-
ing are threatening the safety of the Bank of
England. As a matter of policy there can be
no doubt that at such a time as Mr. Bagehot
describes, the Bank of England should try its
only chance of safety. But the case is not
merely advanced in order to represent the only
course open to the Bank when those circum-
stances actually arose : it is employed in support
of an alleged ‘duty’—directly in the interest
of the Bank, but indirectly for the benefit of
others—in anticipation of those events. To
syllogise the argument it would stand thus :—

The Bank of England must perish if all other forms
of credit do.

All other forms of credit must perish if the Bank of
England does not keep a reserve out of which to make
unlimited advances on securities to anyone who applies
for them.

Therefore the Bank of England ought (for its own

safety) to keep a reserve out of which to make unlimited
advances on securitiesoto anyone who applies for them.
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Thus the axiom of the argument is the un-
doubted ¢duty’ of the Bank of KEngland to
preserve its own safety. DBut it does not seem
to have occurred to Mr. Bagehot that it is
equally the undoubted duty of every other bank
to preserve itself from destruction ; and that it
would be more equitable, instead of making a
scapegoat of the Bank of England—which it is
assumed would hold out the longest—to make
each bank bear its own burden.

“ Lombard Street” is not more just to the
Bank of England when it compares the reserve
of that Institution with those of its competitors,
than in its attempt to saddle the Bank of
England with the responsibility of keeping a
supply of ready mouey to supply their deficiencies
in time of need. On p. 39 it says :—* In most
banks there would be a wholesome dread re-
straining the desire of the shareholders to reduce
the reserve ; they would fear to impair the credit
of the bank. But fortunately or unfortunately
no one has any fear about the Bank of England.
The English world at least believes that it will
not, almost that it cannot, fail. Three times
since 1844 the Banking Department has received
assistance, and would hawe failed without it.
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In 1825 the entire concern almost suspended
payment ; in 1797, it actually did so. But still
there is a faith in the Bank, confrary to ex-
perience, and despising evidence. No doubt in
every one of these years the condition of the
Bank, divided or undivided, was in a certain
sense most sound ; it could ultimately have paid
all its creditors all it owed, and returned to its
shareholders all their own capital. DBut ultimate
payment is not what the creditors of a bank
want ; they want present, not postponed, pay-
ment; they want to be repaid according to
agreement : the contract was that they should
be paid on demand, and if they are not paid on
demand they may be ruined. And that instant
payment, in the years I speak of, the Bank of
England certainly could not have made. But
no one in London ever dreams of questioning
the credit of the Bank, and the Bank never
dreams that its own credit is in danger. Some-
how everybody feels the Bank is sure to come
right. In 1797 when it had scarcely any money
left, the Government said not only that it need
not pay away what remained, but that it musé
not. The ¢ effect of letters of licence ’ to break
Peel’s Act has confirmed the popular conviction
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that the Government is close behind the Bank,
and will help it when wanted. Neither the
Bank nor the Banking Department have ever
had an idea of being put ‘into liquidation’;
most men would think as soon of ¢ winding up’
the English nation. Since then the Bank of
England, as a bank, is exempted from the
perpetual apprehension that makes other bankers
keep a large reserve—the apprehension of dis-
credit—it would seem particularly necessary
that its managers should be themselves specially
interested in keeping that reserve, and specially
competent to keep 1t.”

Anyone who did not know the facts with
regard to the reserves kept by the Bank of
England, and the other banks respectively, would
suppose, after rcading the above, that the Bank
of England kept a much smaller reserve than the
other banks: that it did so because it did not
share that ¢ wholesome dread restraining the
desire of the shareholders to reduce the reserve,”
the ‘fear to impair the credit of the Bank”;
that being ¢‘ exempted from the perpetual appre-
hension that makes other bankers keep a large
reserve—the apprehension of discredit”—it had
no sufficient motive to keep so large a reserve.
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Nothing could be more contrary to the fact.
And what renders this attack upon the Bank of
England most extraordinary is, that it was only
on the previous page (38) that he was comparing
the amount of the reserve kept by that Institution
with the reserves of the other banks, and pointing
out the loss which the proprietors of the Bank
sustained because of the much larger reserve
which it kept. He says:—‘ Some part of the
lowness of the Bank dividend, and of the conse-
quent small value of Bank stock, is undoubtedly
caused by the magnitude of the Bank capital;
but much of it is also due to the great amount
of unproductive cash—of cash which yields no
interest—that the Banking Department of the
Bank of England keeps lying idle. If we com-
pare the London and Westminster Bank—which
is the first of the joint-stock banks in the public
estimation and known to be very cautiously and
carefully managed—with the Bank of England,
we shall see the difference at once. The London
and Westminster has only 13 per cent. of its liabil-
ities lying idle. The Banking Department of
the Bank of England has over 40 per cent.”
Thus, the statement that the Bank of England
is “exempted frogn the perpetual apprehension
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that makes other bankers kecep a large reserve—
the apprehension of discredit” is not borne out
by the fact, that the London and Westminster
Bank has only 13 per cent. of its liabilities lying
idle, whilst the Banking Department of the Bank
of England has over 40 per cent. But then
‘““ Lombard Street” has a very peculiar way of
referring to the relative proportions of the reserves
of the Bank of England and the other banks. In
another place, the fact that the Bank of England
keeps a larger reserve than the other banks is
employed to support the claim on the Bank to
keep a reserve to supply their deficiencies, thus
p- 35:—“So far from there being a distinet
undertaking on the part of the Bank directors to
perform this duty (of keeping a banking reserve
on behalf of the public) many of them would
scarcely acknowledge it, and some altogether
deny it. Mr. Hankey, one of the most careful
and most experienced of them, says in his book
on the Bank of England:—I do not intend here
to enter at any length on the subject of the
general management of the Bank, mcaning the
Banking Department, as the principle upon which
the business is conducted does not differ, as far
as I am aware, from that of any well-conducted
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bank in London,” But as anyone can see by the
published figures, the Banking Department of
the Bank of England kecps as a great reserve in
bank notes and coin between 30 and 50 per cent.
of its liabilities, and the other banks only keep in
bank notes and coin the bare minimum they need
to open shop with. And such a constant differ-
ence indicates, I conceive, that the two are no?
managed on the same principle.”

In this case the London and Westminster Bank
is not to get the benefit of the 13 per cent. of its
liabilities lying idle, ‘‘ the other banks only keep
in bank notes and coin the bare minimum they
need to open shop with.” Its reserve (or balance)
at the Bank is not to count. Why ? The published
figures of the London and Westminster Bank
show that it treats its balance at the Bank as
cash, and consequently in any argument as to the
principle upon which that bank manages its busi-
ness it cannot be ignored. However, on another
page (171) ¢ Lombard Street,” admits this
balance at the Bank as a factor in the argu-
ment : —‘ Mr. Hankey should have observed that
we know by the published figures that the joint-
stock banks in London do not keep one-third, or
anything like one-third, of their liabilities in
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¢ cash’—even meaning by ‘cash’ a deposit at the
Bank of England. One third of the deposits in
joint-stock banks, not to speak of the private
banks would be £30,000,000; and the private
deposits of the Bank of England are £18,000,000.
According to his own statement, there is a con-
spicuous contrast. The joint-stock banks, and
the private banks, no doubt, too, keep one sort of
reserve, and the Bank of England a different
kind of reserve altogether. Mr. Hankey says
the two ought to be managed on the same prin-
ciple; but if so he should have said whether
he would assimilate the practice of the Bank of
England, to that of the other Banks, or that of
the other banks, to the practice of the Bank of
England.”

The answer to this question does not seem far
to seek. Mr. Hankey had said p. 169 :—¢ The
‘ Economist’ newspaper has put forth what in my
opinion is the most mischicvous doctrine ever
broached in the monetary or banking world in
this country, viz.:—that it is the proper function
of the Bank of England to keep moncy available
at all times to supply the demands of bankers who
have rendered their own assets unavailable. Until
such a doctrine is repudiated by the banking
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interest, the difficulty of pursuing any sound
principle of banking in London will be always
very great. But I do not believe that such a
doctrine as that bankers are justified in relying
on the Bank of England to assist them in time of
need is generally held by the bankers in London.”
Thus the principle upon which Mr. Hankey con-
tends that both the Bank of England and the
joint-stock banks should be managed is, clearly,
a reliance upon their own resources. The fact
that the London and Westminster Bank only
keeps a reserve against liabilities of 13 per cent,
as compared with the 40 per cent. kept by the
Bank of England does not necessarily imply that
the former is relying upon the latter in times
of difficulty. The nature of their respective liabil-
ities must be considered. To begin with, nearly
all the liabilities of the Bank of England are
payable on demand, whereas the London and
Westminster receives money on interest, not
repayable until after notice. But if ‘‘ Lombard
Street” assumes that the much smaller proportion
of reserve to liabilities, kept by the London and
Westminster Bank indicates that the directors are
relying upon the Bank of England in time of
need, undoubtedly Mr. Hankey would assimilate
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the practice of the London and Westminster to
the practice of the Bank of England, and insist
that it ought to keep a sufficient reserve with
which to supply its own requirements on a rainy
day. If it does not, it ought to. It would be
monstrously unjust to allege that the fact of its
not doing so would render it incumbent upon the
Bank of England to keep such a reserve for it.
But something of the sort scems to be implied
in the following extract from ¢ Lombard Street,”
p. 171:—¢Mr. Hankey should have shown *some
other store of unused cash’ except the reserve
in the Banking Department of the Bank of Eng-
land out of which advances in time of panic could
be made. These advances arc necessary, and
must be made by someone. The ‘reserves’ of
London bankers are not such store, they are used
cash, not unused; they are part of the Bank
deposits, and lent as such.” The fallacy in this
argument lies in the assumption that in times
of panic the Bank of England is the only bank
that can make advances, since the reserves of the
other banks are ‘‘locked up” and cannot be made
use of. But what is to prevent any of the other
banks utilising the money standing to their credit
at the Bank ? If it is said #hat the Bank could
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not produce it, then it follows that the Bank
would not be in a position to make the ‘“‘advances
which are necessary, and must be made by some-
one.” The same fallacy lies at the root of
another of ¢ Lombard Street's” replies to
Mr. Hankey. On p. 172: “ Mr. Hankey should
have observed that, as has been explained, in most
panics, the principal use of a ¢ banking reserve’
is not to advance to bankers; the largest amount
is almost always advanced to the mercantile
public and to bill-brokers. DBut the point is
that by our system all extra pressure is thrown
upon the Bank of England. In the worst
part of the crisis of 1866, £50,000 ¢ fresh
money’ could not be borrowed, even on the
best security—even on Consols—except at the
Bank of England. There was no other lender to
new borrowers.” The fact that the Bank of
England, in the crisis of 1866, was the only lender
to new borrowers, is a very extraordinary reason
to give why it should for ever after be the only
Bank whose sole ‘“duty ” it is to keep a supply of
ready money in order to do so in the future. But
here again there-is the erroneous assumption that
the other banks could not lend on Consols. They
could have done so if they had chosen. As
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“ Lombard Strect” says (p- 315): “ In a panic the
bankers’ balances greatly augment,” why should
they not have been employed? If the Bank had
fresh money to lend, the other banks who had
balances at the Bank could have used that money.
It is not the fault of our system that “all extra
pressure is thrown upon the Bank of England”;
it is because other banks, fearing that their reserves
are not sufficient to enable them to meet the extra
demands that may then be made upon them,
commence to hoard their resources, and to decline
to grant the accommodation they had previously
given. If we had a many-reserve system, instead
of a one-reserve system, and the banks had the
same amount in their own coffers as they had at
the Bank of England, and they adopted the same
policy of restricting their advances in times of panic,
all the extra pressure would still be thrown upon
the Bank of Lngland. It is not a question of one
reserve or many rescrves: it is a question whether
they are sufficient to enable the respective banks
to take their fair share of responsibility in times
of pressure. This Mr. Hankey said the Bank of
England was prepared to do (p. 170): “I con-
sider it to be the undoubted duty of the Bank of
England to hold its banking deposits (reserving
F
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generally about one-third in cash) in the most
available securities ; and in the event of a sudden
pressure in the money market, by whatever circum-
stance it may be caused, to bear its full share of a
drain on its resources.” To which “Lombard St.”
objects that (p. 173): “ His words are too vague.
No one can tell what a fair share means ; still less
can we tell what other people at some future time
will say it means. Theory suggests, and experience
proves, that in a panic the holders of the ultimate
Bank reserve (whether one bank or many) should
lend to all that bring good securities, quickly,
freely, and readily. By that policy they allay a
panic ; by every other policy they intensify it.
The public have a right to know whether the
Bank of England—the holders of our ultimate
bank reserve—acknowledge this duty, and are
ready to perform it. But this is now very un-
certain.” Unquestionably, in a time of panic, a
bold policy is a safe policy; but it is not to be
confined to the Bank of England. The other
banks should be prepared to take their share of a
drain on their resources. The fact that the reserve
of the Bank of England is in its own custody, and
that the other banks keep their reserves at the
Bank of England, inakes no difference in the policy
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which should be adopted by them all. Before
the drain takes place they should have reserves
corresponding to their liabilities, which they could
afford to see substantially reduced without having
to restrict their ordinary advances. But when a
bank has been trading up to the hilt, and a drain
commences, and it is obliged to meet it by restrict-
ing its ordinary advances, it does not bear its
fair share of responsibility; on the contrary, by
declining to grant the usual facilities, it creates a
sense of uneasiness, and thereby intensifies the
panic. Whether the banks keep their reserves at
the Bank of England, or in their own vaults, is a
matter for them to elect ; but wherever they are
kept, they should be adequate to supply their own
needs in times of difficulty, as they have no right
to expect “the Bank of England to keep money
available at all times, to supply the demands of
bankers who have rendered their own assets un-
available.”

The foregoing are all the arguments employed
by “Lombard Street” to prove its case. In replying
to them it has not been neccssary to express any
opinion on the advantage, or disadvantage, of a
one, or a many, reserve system. If the other
banks consider that the preseng system has failed
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it is within their power to alter it. They have a
right to expect the Bank to keep itself in a position
to repay their balances; and if they are not
satisfied with the way in which it fulfils its duty
in this respect, they can withdraw them, and either
keep them under their own individual control, or
create a general fund to be administered by their
representatives. But none of the reasons supplied
by ¢ Lombard St.” justify them in relying upon
the Bank of England to save all other banks the
trouble and expense of keeping cash reserves of
their own.
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CHAPTER 1IV.

CASH RESERVES.

Tae first time the reserves of the banks were
brought under the public notice appears to have
been in 1856, in a letter by Mr. Weguelin, the
Governor of the Bank of England, to Sir George
Cornewall Lewis, the Chancellor of the Exchequer.
Mr. Weguelin wrote :—

“If the amount of the reserve kept by the Bank
of England be contrasted with the reserve kept
by the joint-stock banks, a new and hitherto little
considered source of danger to the credit of the
country will present itself. The joint-stock banks
of London, judging by their published accounts,
have deposits to the amount of £30,000,000.
Their capital is not more than £3,000,000, and
they have on an average £31,000,000 invested in
one way or another, leaving only £2,000,000 as
reserve against all this mass of liabilities. It is
impossible to foresee the consequences of the
failure of one of these large establishments, and
it is a branch of the subject which, in my opinion,
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more pressingly requires the attention of Parlia-
ment than any alteration in the Banking Acts
of 1844 and 1845.”

This portion of Mr. Weguelin’s letter does not
appear to have attracted the attention it deserved,
for as Mr. Bagehot observes, ‘“the air was ob-
scured by other matters,” the discussion at that
period being confined to the operation of the Bank
Charter Act, 1844. Since then the importance of
the matter has considerably increased, and Mr.
Goschen referred to it at Leeds on the 28th Jan.
last as follows:—

“T come now to a point of scarcely less interest
(than the suggested issuc of £1 notes), and that
is the reserves of the country, apart from the
question of gold, and there I must give utterance
to a strong conviction which I hold, that the
banking rescrves of the country are inadequate
to the necessities of the country and are too small
as compared with the gigantic liabilities which our
large institutions have incurred. On that point
I should wish to put a figure or two before you.
They are stupendous figures. Ordinary mortals
are unable to understand astronomers when they
tell us the distance in miles which we are from the
sun, and ordinary tnortals can scarcely grasp the
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hundreds of millions which enter into the transac-
tions of our great joint-stock banks. I wish to
put this argument before you—that in times of
crises reserves are essential, and that it is of
supreme importance that all the great banks of
the country, at the moment a crisis comes, should
be able to afford relief to their customers rather
than feel at that moment bound to curtail the
facilities which they are giving. It is all very
well for banks to give facilities to their customers
in good times, but a customer looks to the bank for
facilities when the pinch comes, and if, when the
pinch comes, the bank itself is obliged to draw in
its resources, to call in money, it disturbs the
whole of the mercantile arrangements, and the
bank is not really assisting the country, but is
thwarting the best interests of the banking and
trading communitics. Listen to the figures, The
Economist estimates the total deposits on current
account held by all the banks in the United King-
dom, excluding the Bank of England, in July
1880, at from £470,000,000 to £480,000,000 ;
and in July, 1890, at from £600,000,000 to
£620,000,000, an incrcase in those ten years of
£130,000,000. T cannot tell you, because I have
not got the materials at my,command, to what
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extent they increased their reserve in cash in pro-
portion to the enormous increase in their liabilities ;
but I can give you some indication by the pub-
lished accounts of some of the largest banks.
According to the Economist, again, the liabilities of
eleven large banks were, in 1879, £126,000,000,
while their cash in hand, or at the Bank of Eng-
land, amounted to £16,200,000; in 1889 the
liabilities had risen to nearly £170,000,000, dur-
ing those 11 years an increase of £44,000,000,
but the cash balances had risen in the same time
only to £17,500,000, an increase of £1,300,000.
Observe the operation—£45,000,000 increase in
liabilities to depositors; increase in cash reserve
to meet them £1,300,000. I hope I shall not give
offence, but I say I do not consider that a per-
fectly satisfactory position. On further examina-
tion I find the proportion of cash to liabilities had
fallen during the 10 years from 129 to 10-3, a
decrease of 2'6 on 129, which is about one-fifth
of the whole reserve. During these ten years the
change is that you have only four-fifths of the
reserve, instead of five-fifths you had hefore; and
in the case of one bank the percentage of cash
to liabilities had sunk from nearly 22 per cent.
to 12 per cent.; apd in another case, where the
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percentages had fallen from 10 per cent. to a little
over 6 per cent., the cash balance against the total
liabilities of £9,000,000 was less than £600,000.
A good deal of public attention has been called to
these facts. It has been shown that while the
liabilities to the public have enormously increased,
the reserve has actually fallen. The reserve, let
me make you clearly understand, is cash in the
till or cash at the Bank of England. Some banks
include cash on call, but cash on call is no reserve
in the general sense so far as the community is
concerned, because it means when you call in
your money on call that you arc embarrassing
another person, while you may be relieving your-
self. Let the public understand this—there is
only a limited amount of money so unemployed.
If everybody cmploys money up to the hilt there
will be no unemployed money to come to the
rescue in times of crisis. If you employ the
money by lending it to another person you lend
it to a broker. That broker cannot find the
money except by going somewhere else. He goes
somewhere else, and the whole in the end concen-
trates itself upon the Bank of England, and there
is no reserve to a bank in having money on call
in the sense in which I am now discussing re-
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serves. Money on call is a valuable asset, but
it is not an asset which constitutes a reserve useful
to the general interests of the community at large.

“ Now the banks, I believe, have taken up this
position, viz.:—that it is no good to hold large re-
serves, and that they have simply to put their money
into the hands of the Bank of England, with the
result that the Bank of England would then make
interest upon that money. But look at the late crisis.
What was the establishment upon which the whole
community relied when the time of crisis came ?
It was the Bank of England, and the bankers
themselves had to strengthen their reserves at the
Bank of England, and were not able to bring that
general alleviation to the community at large
which was extended by the Bank of England, I
am most anxious to avoid saying anything which
may reflect upon our great banking institutions.
They have done immense service to the country.
They have brought together in their deposits
capital which, being lent out again, has had
fertilizing influences, and has assisted the commerce
and the industry of this country. I say nothing
against them. But I say it is a false system, and
a dangerous system, to rely simply upon the aid
the Bank of Englaad can give in a crisis, and to
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take no thought whatever to meet the difficulties
which might arise, except by such action as the
Bank of England might possibly take, as they
think, with the Government behind the Bank of
England.”

The figures quoted by Mr. Goschen understate
the facts of the case. The same principle which
he applies to “ money at call” must he applied to
“cash” reserves. He explains that ‘“cash on
call is no reserve in the general sense so far as the
community is concerned, because it means when
you call in your money on call that you are em-
barrassing another person, while you may be
relieving yourself.” Apply this to the *cash”
reserves of the banks entrusted to the care of the
Bank of England. Of the cleven large joint-stock
banks referred to by Mr. Goschen, their cash in
hand and at the Bank of England at the end of
June, 1879, was £17,500,000. This amount may
be divided into two parts—the money in their own
vaults, the great bulk of which is till money, and
cannot, thercfore, be regarded as “reserve’; and
the balances at the Bank of England, which that
Institution employs in its ordinary business. And
if the balance at the Bank of England is called in,
“you are embarrassing anotlter person (sic. the
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Bank of England), while you may be relieving
yourself.”

It is very important to clearly understand this,
and, with a view to still further impress his
audience as to the nature of cash at call, Mr.
Goschen illustrated it further. ¢“If everybody
employs money up to the hilt, there will be no
unemployed money to come to the rescue in time
of crisis. If you employ the money by lending it
to another person you lend it to a broker. That
broker cannot find the money except by going
somewhere else. He goes somewhere else, and
the whole in the end concentrates itself upon the
Bank of England, and there is no reserve to a bank
in having money on call in the sense in which I am
now discussing reserves. Money on call is a valu-
able asset, but it is not an asset which constitutes a
reserve useful to the general interests of the com-
munity at large.” Now the difference in the mode
of a bank obtaining its money at call and its
balance at the Bank, so far as it concentrates
itself upon the Bank of England, is that in one
case its action is direct, and in the other indirect.
If the cash which—in Mr. Goschen’s illustration—
was placed at call with the broker had gone to
swell the balance at the Bank, there would still
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“be no unemployed money to come to the rescue
in time of panic”: if the bank wanted the money
the Bank of England would have to produce it.
So that whether a bank places its money at call,
or deposits it at the Bank, if it is required the
drain, in either case, concentrates itself upon the
Bank of England

Perhaps this will be more clearly realised if the
cash reserves of the banks which are not in the
Clearing House, and which keep their cash re-
serves at a Clearing House bank—other than
the Bank of England—are considered. Suppose
the Clearing House bank is the London and
Westminster. The balance at the London and
Westminster Bank is employed in the same way
as its other deposits; and, therefore, that is “no
reserve in the general sense, so far as the com-
munity is concerned, because it means when you
call in your money on call (or your bhalance at
another bank) that you are embarrassing another
person (the London and Westminster Bank), while
you may be relieving yourself.” What does the
London and Westminster Bank do? It draws
on its balance at the Bank of England, “and the
whole in the end concentrates itself upon the
Bank of England, and there,is no reserve to a
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bank in having money on call (or a balance at
another bank) in the sense in which I am now
discussing reserves.”

In a similar way all the financial operations of
the country concentrate themselves upon the Bank
of England, and there is “no unemployed money
to come to the rescue in time of panic,” except
the reserve in the Banking Department of the
Bank of England. Of course if the panic is of
only a limited character, and the money with-
drawn from one bank is placed in another, no
fresh money is required. But when the drain
reduces the total amount of the deposits in all
the banks, it concentrates itself entirely upon
the only store of unused cash, viz.:—the reserve
of the Banking Department of the Bank of
England.

The Economist, commenting upon Mr. Goschen’s
speech on the 38lst Jan., 1891, has, to some
extent, pointed out the effect upon the figures he
made use of by the practice of placing the
reserves of one set of banks as balances at
another, It says:—‘‘ Against liabilities amount-
ing to many hundreds of millions, all of which
are payable in gold, our joint-stock bank reserves
are so small as to be utterly insignificant. Some
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figures which we recently gave to show upon how
narrow a basis of actual cash the huge fabric
of our banking credit rests, were quoted by
Mr. Goschen, and may be worth repcating. At
the end of June, 1879, the liabilities of eleven
large London Joint-Stock Banks amounted to
nearly £170,000,000, while their cash in hand
and at the Bank of England did not cxceed
£17,500,000. Of this cash, however, only a
portion can be regarded as constituting an avail-
able reserve. Probably about £9,000,000 of it
is deposited with the Bank of England, and of
that sum a certain proportion is required to meet
Clearing-house debts, &ec., and is thus of the
nature not of a reserve, but of a working balance.
So also with the cash which the banks retain in
their own hands. The great bulk of that is
simply till money. It is nceded for ordinary
day-to-day disbursements, and is not available to
meet exceptional demands, which is what a reserve
is needed for. And even the cash deposited with
the Bank of England is not kept intact. It is
used by the Bank in exactly the same way as its
other deposits are used. From 40 to 50 per cent.
of it is kept in reserve, while the remainder is
employed in the ordinary way of business. Thus
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of the £17,500,000 of cash shown in the balance-
sheets, it may be doubted whether as much as
£8,000,000 or £9,000,000 exists anywhere as an
immediately available cash reserve. The ten-
dency of late years, moreover, has been to work
with smaller and smaller balances of free cash.
The proportion of cash to liabilities to the public,
which in the case of the banks we are dealing
with, was 129 per cent. in 1871, had shrunk in
1889 to 103 per cent.; and in the latter year,
the immediately available cash reserve of the
banks probably did not much, if at all, exceed
5 per cent. of their liabilities.”

Thus, Mr. Goschen’s proportion of cash reserve
to the deposits of the 11 banks referred to comes
down from 103 per cent. to 5 per cent. But
what is the result if the effect of the practice of
placing the reserves of one set of banks as
balances at another is still further examined ?
The 11 banks which were selected were Clearing-
house banks, who deposit their reserves directly
with the Bank of England; but where are the
cash reserves of the non-Clearing banks? They
form part of the deposits of the Clearing-house
banks, and have been absorbed in their general
business, just in the same way as the balances
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of the Clearing-house banks have been absorbed
in the gencral business of the Bank of
England.

In order, thercfore, to ascertain the actual
proportion of unused cash to the deposits of the
banks, at the periods referred to by Mr. Goschen,
we will take the total deposits of all the
hanks, including the Bank of England, and
deduet from that amount say 10 per cent.—
as representing the reserves of banks deposited
with other banks, and so included in the total

amount of deposits

and see what proportion the
reserve of the Bank of England (the only avail-
able cash reserve in the country) bore to those
totals in 1879, and in 1889 respectively.

In July, 1880, taking the medium figures given
by Mr. Goschen, the total deposits held by all the
banks in the United Kingdom, excluding the
Bank of England, were £475,000,000; the Bank
of England’s deposits averaged for the year, 1879,
£37,000,000, making a total of £512,000,000.
From this deduct 10 per cent., which is a very
liberal estimate of the reserves of banks deposited
with other banks, and so included in the total
amount of the deposits, leaving £461,000,000 due

to the public. Against this, tht only reserve of
e
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unused cash in the country (with the exception of
the reserve in the Issue Department of the Bank
of England which is specially set apart to secure
the convertibility of the bank-notes,) was the
reserve of the Banking Department of the Bank
of England, which averaged for the year 1879,
£18,000,000. So that the proportion of cash
reserve against the deposits of all the banks in
the United Kingdom, including the Bank of
England, was 3'9 per cent. That is to say
a drain of 39 per cent. of the banks’ deposits,
cither as the result of panie, or for the purpose of
export, or partly on account of panic, and partly
on account of liabilities to foreign countries, would
have cxhausted all the available cash in the
country.

In July, 1890, the total deposits held by all the
banks in the United Kingdom, excluding the
Bank of England, were £610,000,000; the Bank
of England’s deposits averaged for the year
1889, £33,000,000 making a total of £643,000,000.
Deduct 10 per cent. for the reserves of banks
deposited with other banks, lcaving a liability of
£579,000,000. The reserve of the Bank of
England for the ycar 1889, averaged £13,000,000,
so that the proportion of cash reserve against
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the total deposits of all the banks was 2:2 per
cent,

Thus, a comparison of the proportion of cash
to liabilities for the two periods under review
shows a reduction from 39 per cent. to 22, a
decrease of 1°7 on 3+9, which is over 43 per cent.
of the whole reserve. What Mr. Goschen
regarded as so unsatisfactory in the case he
furnished of the 11 joint-stock banks was a falling
off in the proportion of cash to liabilities ¢ during
the ten years from 12:9 to 103, a decrease of 2:6
on 129, which is about one-fifth of the whole
rescrve.”  Dut the actual proportion of available
cash to the liabilities of all the banks is only
2:2 per cent., instead of 10-3; and the falling off
in the ten years instead of being 20 per cent. of
the whole reserve is over 43 per cent.

A falling off in ten ycars of over 43 per cent.
in the cash reserve held against the liabilities of
the banks, may be taken as an indication that
they do not recognise any connection between the
two. They do not. That they ought to do so
everyone will admit; but the difficulty is how to
bring this about. The system of reliance upon the
Bank of England in times of exceptional difficulty
has grown out of the ancient pyivileges no longer
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existing, and the préstige of that Institution.
The Bank of England goes on managing its
business with respect to its reserve in the same
way that it always has done: the other banks
conduct their business in the same way as they
did when—as Mr. Goschen puts it—*¢‘the Bank of
England was an Institution so vastly greater than
all the others that it was able to command the
money market and impose its terms” ; but, as he
adds, ¢ those times have changed.” Nevertheless,
the practice of the banks has not changed, and the
system remains by which any exeeptional drain
concentrates itself upon the Bank of Iungland,
whilst the Bank of England regulates its reserve
in proportion to the total of its own liabilities,
irrespeetive of the total liabilities of all the banks.
In the two periods referred to above, the liabil-
ities of the Bank of England in 1879, averaged
37 millions, and its reserve 18 millions; but in
1889 its liabilities were reduced to an average of
33 millions, and its rescrve to 13 millions. The
fact, that the liabilities of the other banks had, in
the mcantime, enormously increased, and that
they had made no provision for a cash reserve
against their increased liabilities, did not prevent

the Bank allowing its reserve to be reduced
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simultaneously with a reduction of its own liabil-
itics, although in a time of difficulty any drain
resulting from the inereased liabilities of the other
banks would have concentrated itself upon the
Bank of England. Mr. Weguelin said the prin-
ciple on which the dircctors of the Bank of
England regulated their reserve was to keep from
onc-fourth to one-third of the liabilities as a
reserve 3 Mr. Hankey considered about a third as
the proportion of reserve to liability at which the
Bank should aim; since then the pressure of
public opinion has resulted in a larger proportion,
and the reserve is necarer 40 per cent. of the
liabilities ; but it is not in any way regulated by
the total deposits of all the banks.

The other banks have not sufficient inducement
to keep adequate cash reserves. It pays them
better to invest in first-class sccurities; and the
only limit to their doing so is the risk of loss
which they incur by the difference in the buying
and selling price of the securities, and the broker-
age. It is, therefore, good policy on their part
not to invest moncy which they are likely to
require in the ordinary course of their business.
But what motive is there to induce them to keep a
portion of their funds idle in brder to meet the
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emergency of a panic which happens about every
ten ycars? In that event they can borrow on
their Consols, say for three months, at 10 per cent.
per annum (the rate fixed by the Government
when the Bank Charter Act is suspended), whilst
for the ten years they invest in Consols they carn
2% per cent. per annum. This means to a bank
that might require a loan of £100,000 on its
Consols, that it would have to pay £2,500 for
interest for say three months of pressure ; whereas
in the previous ten ycars, at simple interest, it
has carned £25,000.

Morcover, before the banks generally are likely
to increase the amount of money they may have
idle, they will naturally consider what has hecome
of the amount they have hitherto kept uncmployed.
What is the reply ? If a country bank has kept a
large balance with its London agent it has become
absorbed in the general business of the London
bank, and only a small proportion of it has found
its way to the London banker’s balance at the
Bank of England. Similarly the amount which
the London bank has kept with the Bank of Eng-
land has been absorbed in the business of that
Institution, and only a proportion has been kept
in reserve. If, therefore, the banks generally
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thought it expedient to add to the reserve at the
Bank of England they would find, according
to the present system, that whatever sums they
appropriated for that purpose would have to go
through one or two filters before it reached its
destination.

This system, however, is approved of by the
present Governor of the Bank of England. He
said at the half-yearly mecting of the Bank on the
12th March last :—¢ The principle of the existing
system of finance in this country is a very good
one.  The only question that has been raised is,
whether under competition and in the pursuit of
economy, it has not been pushed a little further
than is consistent with the interests of trade and
commerce. Where reserves are small, any ¢ pull”
upon them by withdrawals for foreign countries
necessarily makes a large reduction in our reserve ;
and, as I have alrcady explained, as that reserve
is practically the reserve of the country—the only
(other) money being the till money of the Bank
(? banks), the reduction has a much larger effect
upon the value of money than it would have if the
balances were larger. It is only in that respect

that I consider the existing system has failed in
the past.” .
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This language is in striking contrast to
Mr. Goschen’s. The Governor admits that the
reserve of the Bank of England is ¢ practically
the reserve of the country” ; and he knows that
the claim has been made through the late Mr. R.
C. L. Bevan, on behalf of the joint-stock banks,
and more recently by Mr. Bagehot in ¢ Lombard
Street,” that it should keep a reserve in order
that it may grant accommodation to whoever
should require it. But he apparently sees no
objection to this. The only defect in the system
which he perceives is, that in consequence of the
small amount of surplus cash the money market 1y
very sensitive, and the interests of trade and
commerce suffer becausc the valuc of monecy
fluctuates more than it would do if a larger
amount was kept. Well, perhaps this is not so
strange if the report is correct that on the occa-
sion of the recent ¢ Baring crisis,” the directors
of the Bank were able to obtain the consent of the
Government to the suspension of the Bank
Charter Act before the firm’s difficulties became
known to the public. Of course, if the Bank
of England are allowed to issue an unlimited
number of demands upon the property of the
note-holders whenever an emergency arises, it
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matters very little to the Bank what claims are
made upon it. The Chancellor of the Exchequer is,
however, in a very different position. He finds
that the onus of the insufficiency of the cash
reserves of the banks devolves upon him, and in
an extremity he is called upon to authorise a
violation of the law. His opinion of the present
system, therefore, materially differs from that of
the Governor of the Bank. He cexpresses himself
as follows:—“1I say it is a falsc system and a
dangerous system to rely simply upon the aid the
Bank of England can give in a crisis, and to take
no thought whatever to meet the difficulties which
might arise, cxeept by such action as the Bank of
England may possibly take as they think, with the
Government behind the Bank of England.”

For this reason it devolves upon the Govern-
ment to find means by which they will protect
themselves as far as possible from being *“squeezed,”
as a last resource, in the future. Mr. Goschen
referred to the position of the Government in the

matter as follows:—* In the most friendly spirit
I would indicate to the banks of this country that
the public have an enormous interest in the pro-
portion of the reserve which they hold to deposits.
They all hold together; andeyou have this re-
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markable fact, that the soundest and strongest
banks may be making the smallest dividends,
whilst the more imprudent banks, who invest the
depositors’ money, leaving a small reserve, are
able to show much larger dividends to their share-
holders. Why are the latter able to take this
course? Because they have the conviction that
the failure of any one of these big banks would be
such a disaster to the whole community that the
other banks would be compelled to come to their
assistance, and to rescue the offending bank from
the consequence of its offences by themselves
undertaking a part of their liabilities. The more
imprudent banks will say, ¢ There is no impru-
dence. We shall never be allowed to fail; our
fellow bankers must come to our assistance, and,
if not our fellow bankers, then the Bank of Eng-
land; and if not the Bank of England, then the
Government.” I say that gives us a locus standi,
and in the same way as the Government has had
a locus standi with regard to shipping, and has
said that excessive cargoes shall not be carried
because they are dangerous to the safety of the
public, the question may arise whether the public
might have the right to say that no excessive
cargo shall be carsied by banks receiving public
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money—that business shall be conducted in a
manner which shall be considered safe by the
community at large.”

In this chapter we have presented the difficulties
of the problem; in the next we shall see what use

Mr. Goschen proposes to make of his locus sfundi
in the matter.
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CHAPTER V.

THE PUBLICATION OF ACCOUNTS.

In the course of Mr. Goschen’s speech he sug-
gested four methods of dealing with the defic-
iency of the banks’ reserves, and in the following
order. In the first place he referred to America,
where the State compels the bauks to retain 25
per cent. in reserve against their deposits, and
declared that he would ‘“never propose to impose
such an iron system upon the great banking in-
stitutions of this country.” In the second place
he said there were suggestions that ‘“if there was
an excess of deposits and liabilities, up beyond
a certain line, then that should be done which is
done in some foreign lands, they should have to
pay a certain tax upon the excess of their de-
posits”; and with regard to this he said, “I will
not say what view I hold upon such a sugges-
tion.” Thirdly, he said ‘‘there is one measure
which I think may fairly be taken, and which
the public would have a right to demand, and
that is, the more frequent publication of accounts.”
And fourthly, he said if there was an effort made
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in the direction of co-operation as to the publica-
tion of accounts, he could sec that ‘“measures
might be taken to establish what I have indicated
as a second reserve for the country at large,”
realised by the issuc of £1 notes.

The two suggestions which are within measur-
able distance of being acted upon are the two
last. The first of these, the one proposing a more
frequent publication of the accounts of the joint-
stock banks, has alrcady Dbeen taken into con-
sideration by the London joint-stock banks, and
they have decided to publish monthly accounts.
The result which is anticipated by Mr. Goschen
is thus explained:—¢The public have the advan-
tage of the publication of the Banks’ return. It
is a barometer—an important barometer to all
you men of business. But a barometer is falla-
cious. At the same time, you are able to check
and control the results which you will draw from
those barometrical readings, by your studying
the position of these great institutions, as mighty
in their way as the Bank of Ingland, holding great
deposits, the condition of which is of such vast
importance to every trader, to every manufacturer,
to cvery commercial centre in this country.”

The Governor of the Bank of England, at
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the last meeting of its proprietors, has also
given an exposition of the view of the Chan-
cellor of the Exchequer in requiring a more
frequent publication of accounts. He stated that
the Chancellor of the Exchequer had said ‘he
has held that the publication of accounts—he has
not had time to fix any period, whether weekly
or fortnightly—but that the publication of ac-
counts more frequently than half-yearly would be
an advantage, because where banks were behind
the line, and kept poorer rescrves than they
ought to do, the effect of public opinion on those
banks would be to bring them up to the standard
of others.”” The more frequent publication of
the accounts of the joint-stock banks may possibly
be the means of increasing their cash balances;
but to what extent is it likely to meet the diffi-
culties referred to in the previous chapter? If
the country banks increase their balances they
will add to the liabilities of their London agents,
who will perhaps on that account increase their
balance with the Bank of England in proportion
to the amount which that increase bears to their
total deposits. To take an example: On the 81st
December last the liabilities of the London and
Westminster Bank. on current and deposit ac-
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counts were £25,800,000, and its cash in hand at
the Bank of England was £3,984,000. Now,
suppose one of the country banks depositing with
it had been in the habit of keeping a balance of
£500,000 more than was its actual practice. That
money would have been employed in the ordinary
business of the London and Westminster Bank.
The result would be—taking a similar proportion
of cash to liabilitics as now exists—that its
liabilities would be £26,300,000, and the reserve
£4,061,000. That is to say that the effect of a
country bank adding an extra £500,000 to its
balance, would only add to the ‘“reserve in the
general sense so far as the community is con-
cerned” to the extent of £77,000.

The result would be different in degree if the
Londen clearing-house joint-stock banks added to
their balances at the Bank of England, because
they would not be filtered on the way. In their
case 40 per cent. of the increased balance would
be added to the “reserve in the gencral sense so
far as the country is concerned,” as the Bank of
England kecps that proportion of its deposits in
cash.

The more frequent publication of accounts is
not, thercfore, calculated te induce bankers
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voluntarily to add to the amount of their balances
with a view to increasing the ultimate reserve of
available cash, so long as only a fraction of the
amount they keep idle finds its way to the
reserve.

But it is imagined that if the accounts are
published more frequently, public opinion will be
brought to bear upon those banks who keep small
cash balances. The Chancellor of the Exchequer
is said to have expressed his opinion that ‘“where
banks were behind the line, and kept poorer re-
serves than they ought to do, the effect of public
opinion on those banks would be to bring them
up to the standard of others.”

Take the last accounts published by the London
and Westminster Bank and the Union Bank of
London. The liabilities of the London and
Westminster, excepting to shareholders, were
£26,958,000, and the cash in hand and at the
Bank of England was £3,984,000, showing a
percentage of 14:7; the liabilities of the Union
Bunk were £16,809,000, and the cash in hand
and at the Bank of England was £2,814,000,
showing a percentage of 16:7. So that the cash
reserve to liabilities of the Union Bank is 2 per cent.
on 14'7; that is 13 6 per cent. more than that of
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the London and Westminster Bank. Will the effect
of public opinion on the London and Westminster

Bank bring its reserve up to the standard of the
Union Bank ? DBefore the public formed an

opinion as to which bank kept the larger propor-
tion of its assets in an available form, they would
want to know something more than the actual
amount of cash in hand. They would enquire
into the amount of money at call, and first-class
investments, held by cach.  And what would be
the result?  They would find the proportion of
cash, money at call and short notice, and invest-
ments to liabilitics, held by the London and
Westminster was 57 per cent.; and by the Union
only 49 per cent. Would public opinion under
such circumstances be brought to bear on the
London and Westminster to increase its cash re-
sorve?  Of the two banks the public would pro-
bably prefer the position of the one which had a
larger proportion of cash and readily convertible
sceurities to liabilitics. They would say if the
London and Westminster Bank wants more cash
it can any morning sell its Consols, and other
first-class sccurities, and its cash would then bear
a larger proportion to its liabilities than the Union

Bank would hold if it also sold fts securitics. But
H
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the probability is that the gencral public would
carc for none of thesc things. The distinction
between cash and securities readily convertible
into cash is too refined for the ordinary public.
And if the sharcholders of either Bank thought
about the matter at all, the sharcholders of the
Union Bank might point out that they might be
making larger profits if they followed the example
of the London and Westminster Bank and in-
vested a similar proportion of their funds.

There is, moreover, another aspect of the
question which must be taken into consideration
before any useful opinion can be formed as to the
relative proportions of cash reserves to deposits.
Deposits may be divided into two classes: those
repayable on demand, and those repayable after
notice. The proportion of cash which should be
kept in reserve to meet these essentially distinet
forms of liability is on quite a different scale.
Where time has to clapse before the demand
becomes effective an opportunity is afforded to a
bank to realise its assets if nccessary. A notice
of withdrawal is given, and the bank can cither
realise its sccurities, or reduce the amount of its
advances. And the moncy required under notice
of withdrawal given in a panic, will probably not
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be required by the time the term of the notice for
re-payment expires. Panics are generally very
virulent while they last; bhut they do not last
long. The amount of cash mnecessary to be
reserved in order to cover a liability for the re-
payment of money due on demand is, obviously,
very much larger than is required to cover a
liability for money not due until the expiration
of notice.  So that the publication by a bank of
the amount due on demand, and after notice, in
one total, gives no indication of the proportion of
cash to liabilities which should be reserved.  Who
can tell what portion of the London and West-
minster’s liabilities of £26,958,000 are due on
demand, and what portion do not become payable
until after notice. It is quite possible that a more
definite knowledge of the amounts which go to
make up the total liabilities of the London and
Westminster and the Union Banks respectively,
would make it clear that the assumption that the
Union Bank’s cash reserve is larger in proportion
to liabilities than that of the London and West-
minster is altogether illusory. I1f the proportion
of liabilitics due by the Union Bank on demand
to those due after notice is substantially greater
than that of the London and Westminster, the
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apparently larger cash reserve is a delusion. And
without further information, it is quite hopeless
for the public to endeavour to form any opinion
as to the rclative cash reserves of the two banks;
and, consequently, to bring to bear any influence
in bringing up the reserve of the one to the
standard of the other.

Upon this point ¢ Lombard Street” speaks
clearly and forcibly (p. 801) :—¢ That the amount
of the liabilitics of a bank is a principal element
in determining the proper amount of its reserve
is plainly true; but that it is the only element by
which that amount is determined is plainly false.
The intrinsic nature of these liabilities must be
considered, as well as their numerical quantity.
For example, no one would say that the same
amount of reserve ought to be kept against
acceptances which cannot be paid except at a
certain day, and against deposits at call, which
may be demanded at any moment. If a bank
groups these labilities together in the balance-
sheet, you cannot tell the amount of reserve it
ought to keep. The necessary information is not
given you.

“Nor can you certainly determine the amount
of reserve necesfary to be kept against deposits
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unless you know somecthing as to the nature
of these deposits. If out of £3,000,000 of
money, one depositor has  £1,000,000 to his
credit, and may draw it out when he pleases, a
much larger reserve will be necessary against
that hability of £1,000,000 than against the
remaining  £2,000,000.  The infensity of the
liability, o to say, is much greater; and there-
fore the provision in store must be much greater
also.  On the other hand, supposing that this
single depositor is one of calculable habits—
suppose that it is a public body, the time of
whose demands is known, and the time of whose
receipts is known also—this single liability re-
quires a less reserve than that of an equal amount
of ordinary labilities. The danger that it will
be called for is much less; and thervefore the
sccurity taken against it may be much less too.
Unless the quality of the liabilities 1s considered
as well as their quantity, the due provision for
their payment cannot be determined.”

From this it will be seen that supposing all the
banks published similar forms of account, showing
what portion of their liabilitics were payable (1)
on demand, (2) after notice and (3) at fixed

dates—such as acceptances—ié would cven then
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be difficult for the public to come to the conclusion
that the 147 per cent. reserve of the London and
Westminster was not equivalent to the 16-7 per
cent. of the Union Bank. At the same time if the
liabilities were divided in this way, it would afford
a very much better indication of the position of
affairs than can possibly be arrived at from
balance sheets which make no distinction between
liabilitics payable on demand and those payable
at some future date. And until an alteration
takes place in the form of the accounts their
publication will be useless for the purpose of
barometrical readings.

Similarly with regard to the return of the Bank
of England. That barometer might be greatly
improved. On the onc hand the total deposits
might be divided into (1) Government balances,
(2) bankers’ balances, and (3) other balances.
And on the other hand it might show the amount
of the (1) bills discounted, (2) advances on
security, and (3) the investments of the Bank.
If this barometer was thus amended a much better
judgment upon the probable course of events could
be formed. From time to time efforts have been
made in this direction; but as a matter of fact
the Bank now giyes less information about its
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transactions than it did formerly. Particulars of
the amounts of bills discounted, and of the tem-
porary advances used to be regularly published in
returns furnished to the Government, but these
figures have not been continued since 1875.
Speaking of this on the 19th June, 1879, at a
mecting of the Institute of Bankers Mr. J. Herbert
Tritton (Messrs. Barelay and Co.) said :—*“ If the
directors of the Bank of Kngland would resume
the publication of the amount of discounts which
they hold, it would be of material service to us in
considering many questions which are now crop-
ping up in connection with the currency of the
country. Then there is another item.  The Bank
of England has been rveferred to, very properly,
as the ¢ Bankers’ Bank.,” That is its pre-cminent
position in this country; and that being so, many
of us would gladly hail the publication of the
bankers’ balances in a separate form as dis-
tinguished from the other deposits. It has been,
as you are aware, published from time to time
under the pressure of a Parliamentary return; but
when that pressure was withdrawn the publication
was also withdrawn.”

The more frequent and more full publication of
accounts by the Bank of England and the other
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banks would enable the public to form a much
better opinion of the probable course of the moncy
market than they can do with only the weekly
return of the Bank of England to guide them.
The money market has outgrown its dependence
upon that Institution. When the Bank of Eng-
land was all-powerful in the market the infor-
mation which its returns furnished was a sufficient
indication of the probable value of money in the
immediate future. But as the Bank has gradually
lost its control of the market it has become
important to observe the operations of the other
banks; and any additional means of ¢ studying
the position of the great joint stock banks, as
mighty in their way as the Bank of England” is
to be welcomed. It would be too sanguine to
expect all the banks to publish their accounts in
the full manner suggested above. But there
seems no reason why the Bank of Fngland should
not give the total amount of the bankers’ balances
every week. Then the public would know what
was the amount of unemployed money in the
market. At present only the amount of the Bank
of England’s unemployed moncy is made known.
If the amount of the bankers’ halances was also
published it wouldsbe seen whether when the Bank
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raised its ratc of discount the other banks would
be likely to follow suit. If the bankers’ balances
were abnormally large some time would generall