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INTRODUCTION.

IT may be proper to premise, that the author was led to

recordhis sentiments on the subject of the following Essay,

in consequence of some discussions which lately originated

respecting the state of the Colonial Currency. To this

subject Mr. Trotter, of the Bengal Civil Service, hadde-

voted his attention; and the author was favored with the

perusal of a Memoir addressed by that Gentleman to the

President and Committee of the Commercial Exchange.

On a first perusal of this document, he felt disposed to con-

cur generally in Mr. Trotter's views, but on a more mature

consideration of the subject, and having obtained such

data as appeared essentially necessary to the forming of a

justjudgment, in regard to the single question ofdepre

ciation-a question which involves many important inqui-

ries into the Civil and Political Economy of the Colony,

his sentiments underwent considerable alteration ; and the

following pages exhibit the author's reasons for dissent-

ing from some of the conclusions to which Mr. Trotter

came.

It is unnecessary, I should hope, to offer any apology for

obtruding these pages on the attention of the public. The

inquiry is one in which the interests of the community are

involved, and the author will rest satisfied, if the labors of

his leisure hours shall excite a spirit of accurate research,

and temperate discussion, for which there are many indivi-

duals in this Colony, whose judgment, experience, and ob-

servation, would supply every qualification that can be
desired.

It is proper to add, however, that the present Essay is

not written expressly with a view to oppose Mr. Trotter's

opinions, which seem to be, that the paper rix-dollar has

not depreciated in value from excess, since 1806 ; that

the premium on the exchange with England, is a real

premium above par, arising from excessive importation, and



11 INTRODUCTION.

the consequent balance of payments incessantly accumulat-

ing against the colony since 1806 and 10 ; which balances

have become an enormous debt against the colony,

giving rise to an inordinate premium in favor of sterling

money, averaging about 180 per cent. above par. The

facts and reasonings contained in the following Essay, are

adduced with a view to prove an opposite conclusion.

Mr. Trotter's memoir embraces many details which the

authorhas not leisure to examine : indeed, this Essay, extends

further than the limits originally assigned to it. The ac-

knowledged abilities of Mr. Trotter, his zeal for the public

good, and his judgment and experience in commercial

affairs, justly entitle his opinion to all the weight which

such important qualifications for research can confer ; and

the author wouldnot have entered on the arena of discus-

sion, against so formidable an antagonist, ifthe sentiments

of individuals, in whose judgment he has the greatest

confidence, were not in perfect unison with his own.

The question of depreciation is one of great interest both

to the Government and to the community at large. From

the numerous publications which have issued from the

Londonpress on this subject, within the last 10 years, one

would imagine, there could be no difficulty in deciding on

the question as respects this colony, divested as it is of

many complicated facts and principles in which it has been

involved in our native country. But, as is justly observed

by a judicious writer on the same subject, every one

knows, how difficult it is to make the generality of men,

especially of men who are engaged more or less in practical

dealings, contemplate questions of the kind steadily and

impartially. A considerable effort is necessary to enable

them to abstract their ideas from the crowd of adventitious

circumstances in which they are already enveloped ; and

still more from the personal interests involved in them.

The opinion that the value of the medium of circulation,

rises or falls, according to the demand compared with the

supply of bills on England, seems to be pretty general

in this colony, and has led, as might have been expected,

to the most erroneous views of the nature and offices of a

circulating medium ; whence, in order to account for the

depressed value of the currency, and the other evils

inseparable from a depreciated standard-men have recourse

to the old hackneyed terms, over-trading and excessive

importation. This opinion has so long prevailed in certain
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quarters, that habit seems at length to have superseded

reflection, and to have become too inveterate for instruction,

and too stubborn for correction. There is, however, no

principle in political science more certain than this, that,

the value in reference to gold or silver of a paper currency,

that is of the circulating medium in the aggregate, depends

entirely on the extent of business it has to perform in the

country where it circulates ; and is " proportionable to the

quantity of moveable and immoveable objects of property,

that there may be to be circulated."

At present the annual amount of sales in the colony is

stated not to exceed 9,000,000 Rds. or about 750,0001.

On the supposition that between 1806-10, they averaged

560,000l. or 3,300,000 Rds. there were no less than

2,000,000 of dollars to 'circulate an aggregate value ofabout

3 millions-an uncommon disproportion. " No writer of

repute," says Mr. Say, " has ventured to estimate the

value of the circulating specie of any nation higher than

1-5th (one-fifth) of the annual national product: some

indeed have reckoned it as low as 1-30th. Taking the

highest estimate, viz. 1-5th of the annual product, which

for my own part, I consider greatly above the reality in

any case, a nation, whose annual product should amount

to 20,000,000 would need but four millions of currency."

Now, if to circulate products valued in 1806 at 3,360,000 Rds .

or about 560,000l. a currency of 2,000,000 Rds. or

330,000l. equal to 4-7ths, was perfectly adequate,(and, ac-

cording to the highest computation 1-5th or 560,000 Rds.

would have been quite sufficient,) every addition to the cur-

rency thrown into circulation by the bank, either by loans

or through any other channel, must infallibly have diminished

its value; but so long as the amount of currency (at a given

value) in circulation is limited to that proportion which is

requisite to circulate the whole exchangeable products of

the colony, it cannot fall in value, and it is equally certain

and indisputable, that large importations of produce, by

adding to the value of the circulating commodities would

tend to increase rather than diminish the value of the circu-

lating medium. In 1802, the currency in circulation and in

the coffers of the bank, amounted to ..... 1,200,000

1806,

1811,

1814, .... ... ...

2,083,000

2,580,000

3,100,000
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Inall discussions then, relating to the currency of this

colony, this important principle must be kept in view,

that the value of a circulating medium, and by consequence

the value of each and every part of it, whatever be its

nominal denomination, depends chiefly, if not solely on

its quantity; and that its nominal value, whether it be a

paper rix-dollar, or a one pound bank hote, differs from its

real value, that is, from the value it was issued to represent

in proportion to the excess of the whole nominal value,

above thefull value that is required to perform the business

of internal circulation .

or

If its diminished value arises from discredit, it is difficult

to see how any reduction of its quantity can enhance its

value and utility as a medium of exchange. But its dimi-

nished value cannot possibly arise from discredit. It was

more likely to have been affected in value from this circum-

stance before the peace than subsequent to it ; for at that

time there was a possibility, nay a probability of the colony

being restored to its original masters : it has since become

apermanent appendage of the British empire : Moreover,

discredit could only affect its value, when convertible,

when circulating with specie-but it is the only legaltender.

It is received in payment of taxes, &c. and therefore if due

regardhad been paid to its quantity, itwould have retained

its value . The same advocates insist that " the Govern-

ment should not be allowed to augment the currency of the

country as hitherto, and thus possess a power of depreciat-

ing at pleasure the currency of the country;" and the

bank is accused of " being the means of augmenting the

capital of the colony beyond the means of wholesome cir-

culation, and thus " running the risk of depreciating the

value of commodities, and enhancing permanently and uni-

versally the prices of British and colonial produce." The

caution implied in the first quotation would have been pre-

mature, if it had not been justified by the event. If the cir-

culation required an increase of 1,000,000 Rds. as has been

asserted, the issue of this sum was a clear saving to the

public, and the measure was judicious .

By " the capital of the colony," it is presumed, is meant

the issue of paper money by the bank, as it must be the

object of the Government to add to the capital of the

colony ; but the bank did not issue more than it possessed,

and every addition created by Government, necessarily

added to its power of issuing paper money. If the whole
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paper money, amounting to 3 million of dollars was neces-

sary for the purpose of a circulating medium, it was of

course the duty of the Bank to give it a chance of finding

its way into circulation, which we are told stood in so much

need of it. The Bank is accused by the opponents of

depreciation of " inundating currency by long loans." If

this means that the Bank has locked up the currency in its

coffers, the circulation could neither have been benefitted

nor injured by the additional issue of one million. If on

the other hand this sum had been required as these advo-

cates insist it was, to aid the circulation, there was no

impropriety in allowing it to circulate.

It is difficult to understand what is meant by a "disor-

dered and diseased state of the currency," unless the " dis-

ease" be the enhanced prices of all commodities, injurious

to all annuitants and pensioners, and to all classes having

fixed incomes. This is always the effect ofover-issue of

currency. The opponents of depreciation sometimes admit

a partial, and sometimes an universal rise in the prices of

commodities, and at other times they affect to deny it alto-

gether, or attribute it to other causes. They sometimes

admit that prices have risen 100 per cent. since 1806, and

that the currency has diminished in efficacy ; " but," say

they, " this is no proof of depreciation, though owing to

the injudicious system of the Bank a very immoderate sum

is required for a circulating medium." We were before

told, that the increased demand for a circulating medium

required an addition to that already in existence ; and we

are now informed, that it was the injudicious system of the

Bank which rendered it necessary. This, if it means any

thing, mustmean, that the Bank stinted the circulation ;

but the effect of all Banking is not only to increase the

amount, but to lessen the demand for a circulating

medium.

As already intimated, the opponents ofdepreciation re-

commend the redemption of the million of dollars issued

since 1809, because they " conceive there is an excess of

one million." Let it not be imagined, however, that they

" admit excess and depreciation, which is not the case ;"

but they" conceive, that owing to the augmentation of one

million, the currency which previously existed was unjustly

debarred from the opportunity of finding active employ-

ment and legitimate advantage, which wouldnot have been

the case had no augmentation taken place." We are left,

b
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however, to conjecture by what process the currency could

have been affected, as a medium ofexchange, " by the legi-

timate advantage of interest." We were before told, that

" the currency was inundated by long loans ;" that is, by

extensive issues of paper money in loans for a series of

years, and that the currency formerly in circulation being

inadequate for the purpose, an addition of one million was

required : now we are told, that it could not find active em-

ployment in consequence of the increase; that is, from

excess. There seems, moreover, to be a misconception in

regard to the business of a circulating medium. Its busi-

ness is not to realize interest, but merely to act as a medi-
um of transfer. Interest is derived not from the use of the

material of money, but from the use and application of the

products which it circulates. No addition of the currency

can add to the materials of capital ; the demand for an addi-

tional currency is the effect, not the cause of augmented

capital.

The disadvantage of adding to a circulation already over-

loaded, was to diminish the value of that portion previously

in existence. Those individuals among whom the two mil-

lions were subdivided, whether the amount were at their

credit, or in actualpossession, obtained it by giving in ex-

change an equivalent value, and musthave sustained a loss by

the subsequent fall in its value, arising from an addition to

the circulation of 50 per cent. But this is not all, the ad-

ditional issue tended to alter the distribution, to derange

the proportions, and to diminish the quantity of pro-

ductive capital, formerly established in those channels to

which capital had been drawn. Government gave its notes in

exchange for labor, commodities, and the materials of pro-

ductive capital, to be employed by an unproductive agent

in unprofitable channels. Government had nothing to give

but its notes and pieces of paper in lieu of that capital

which would have been drawn to the land or some other

productive department. The capital thus drawn into the

vortex of public expenditure, would not have flowed na-

turally of its own accord into such a channel. The whole

capital was consumed. It was taken from those who had

paper money, to give to those who had nothing to lose, and

it did this by diminishing the value of all that was left .

This is the true " disease " and " disorder" of the currency,
and without a right comprehension of the great difference

between private and public expenditure, and a clear per



INTRODUCTION. vii

ception of the process by which capital is generated, it is

impossible to form a definitive opinion of the evils resulting

from over-issue. We may form some idea of its extent,

by considering the difierent effects which would have re-

sulted, if, instead of thus insidiously taxing the commu-

nity, to the extent of a million of Rix-dollars, and the an-

nual interest of that sum, the Government had borrowed

the same, or given Bills of Exchange on England, to the
extent of this issue. In the latter case, these bills would

have gone to the purchase of commodities, andthe materials

of capital, which would have been imported into the Colony

and replaced the value of the labor and capital expended

by the government ; there would have been no loss of

capital, no derangement of its proportions in different de-

partments, no obstruction to its free, circulation, and no

alteration in its distribution.

Various opinions have been entertained in regard to the

tendency of a public debt to diminish national wealth.

Some writers, indeed, have gone so far as to assert, that a

public debt was but so much added to the public wealth.

It is true that the interest of such debts, is a debt of the

right hand to the left : but in this Colony, neither principal

nor interest exist: the principal has been spent as revenue.

If it had been borrowed (instead of having been taken by

throwing a million of Bank notes on the circulation), the

Colony would not, it is true, have been deprived of the in-

terest, for that is merely transferred from one class to

another ; but it is deprived of the income which would

have accrued from the million of productive capital con-

sumed by Government. If interest had been paid, it might

have been employed productively, and thus compensated

individuals for the loss they have sustained.

It is to be observed, however, that the funds thus sur-

reptitiously obtained were not embezzled ; they were, no

doubt, faithfully appropriated to the laudable purposes of

embellishing the Colony, and of contributing to the com-

fort and convenience of the inhabitants. It is not against

the object of the funds that we contend, but against the

mode in which they were realized. There were, it is to be

presumed, many cogent objections of a political nature

to raising money by loans. What these were, we are

left to conjecture. If, however, the original funds set

apart for the redemption of the successive creations ofRix-

dollars (i. e. if the revenue accruing from the public works)
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had been appropriated to this purpose, there would have

been less cause to regret the measure. As respects the

interest of Government, the issue of paper money was

highly injurious, and destructive of its efficient resources .

It enhanced prices, salaries, and foreign exchanges, and

increased the annual expenditure of Government, in a greater

proportion, than the income derivable from the public

works and buildings, for the construction of which, the

original funds were appropriated. Whereas, if themoney

had been borrowed, the nominal expenditure ofgovern-

ment would not have increased, and the income derivable

from the public works, would, by this time, have paid both

principal and interest. The loan too might have raised for

a while, the exchangeable value of the Rix-dollar in re-

ference to bills, and thus rendered the premium on the

Foreign exchange more favorable to paper money.

If the facts brought forward onthe present occasion, to

prove that the currency is depreciated from over-issue, are

such as to render the question no longer a matter of doubt

and uncertainty, the Government is bound, by every consi-

deration of justice and expediency, to adopt measures for

the extinction of the paper it issued; and thus remove the

train of evils concomitant with its existing inordinate mag-

nitude.

If, on the other hand, the paper has not been depreciated

fromexcess, the interposition ofthe Government is unneces-

sary; for an individual in this case cannot have sustained

any losses from the issue of one million of Rix-dollars ; to

withdraw from the circulation what is affirmed to be neces-

sary for its advantage, would be no less ruinous than

absurd.

But it is of the utmost consequence to the Public, that

the fact of depreciation from over-issue, should be clearly

ascertained by an accurate induction of facts. If the paper

Rix-dollar be not depreciated from over-issue, no reform in

the system of Banking can possibly restore its value. In

fact, if there be no excess, there is no necessity for with-

drawing any portion of it ; on the contrary, to diminish the

circulation in such circumstances, would be highly injurious

to all classes.

On the other hand, if the currency be really depreciated

from redundancy ; if three millions of dollars are not re-

quired to circulate products not exceeding the value of

nine millions, two important questions arise :-First, the
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quantity of currency to be redeemed; and secondly, what

measures may be most expedient with a view to its imme-

diate or gradual extinction. I shall, however, defer to the

conclusion such remarks as occur on this subject.

There can be but one opinion as to the necessity of

adopting immediate measures to prevent the further depre-

ciation of the paper, and the consequent ruin to which in-

dividuals must inevitablybe exposed. Ofthe disposition of

theGovernment to afford every practicable facility towards

the accomplishment of an object of so much importance to

its own interests, and to the prosperity of the colony, there

can bebut one opinion; and it only remains for me to add

theexpression ofmy entire conviction, that every thing will

bedone by the existing government, which its wisdom and

experience shall suggest.

In discussions connected with financial or statistical

research, the want of official records must be sensibly felt.

For some of those which the author has made use of, he is

indebted to Mr. Eaton, Chairman of the Commercial Com-

mittee, and to Mr. W. Robertson, a gentleman of distin-

guished abilities, and intimately acquainted with all matters

connected with colonial commerce and statistics. It was

suggested to the author, that the present papermight be

made a convenient channel for communicating to the coun-

try people, some of the leading principles of statistical

science, in order to excite a desire on their part, to keep

accurate records of the outgoings of cultivation, and other

farming expenditure. Such an attempt, however desirable,

the author's short stay in the colony would not permit him

tomake, even were he qualified to undertake it. Indeed, it

is only a few weeks, since the author was first induced to

direct his attention to the state of the currency, and from

the prospect of immediately leaving this colony, he has been

induced to finish this Essay in ahurriedmanner-a circum-

stance, however, which he hopes will serve as an apology

for any inaccuracies or errors that may hereafter be disco-

vered.

No subject can be more interesting than an inquiry into
the state and prospects of the productive industryofthe

colony. To such an inquiry, the Government would,

doubtless, be disposed to afford every practicable facility.

But there are difficulties in the way; and it is not to beex-

pected, that any man will voluntarily come forward, alto-

gether divested of prejudice and false principles, orwho
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has not some favorite opinions which he seeks to establish,

and some objects in view which he may not think it pru-

dent to avow. Those gentlemen to whom the interests and

well-being of the farming classes are objects of anxiety,

should endeavour to impress upon the farmers the necessity

of keeping accurate registers of all expenses, however

minute, stated under different heads. Many of the farmers,

particularly those who have come into the colony since the

peace, are intelligent and well-informed men, who canduly

appreciate the value of such records, as respects both their

own individual interests, and the application of such data

to statistical and legislative science.

When correct data are once obtained, Government will

labor under no difficulty, as to the best means of promoting

the interests of all classes ; and it is the interest, and it

must be presumed to be the desire of Government, to act

justly and impartially towards all classes.

In adverting to the conduct and policy of the Colonial

Government, it was impossible not to touch on facts, im-

pugning, in some degree, the expediency of its measures.

The instances, however, are few, and the author trusts he

will be found not to have exceeded the limits of decorous

remark and just, observation. He is not aware that he has

made use of a single expression calculated to offend the

feelings, or to involve the personal interests of any indi-
vidual.

The circumstances under which this Essay has been pre-

pared, are such as to disarm the severity of criticism :-

Fromjust criticism, however, both the author and the pub-

lic will derive equal benefit.

Finally, the author will feel amply compensated for his

labor and trouble, if his researches shall prove useful or

instructive to any portion of the community.

CAPE TOWN, CAPE OF GOOD HOPE,

1st February , 1825.
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CONSIDERATIONS, &c. &c.

SECTION I.

In examining into the state of the Colonial Currency, and

the circumstances which appear to have diminished its

value in circulation, two obvious questions present them-

selves :-First, the causes and extent of depreciation since

1806; and secondly, the influence of this depreciation on

the Foreign Exchanges. These two questions involve a

consideration of all the most important facts, which, on the

limited plan of the present memoir, can be brought to bear

on the subject ; and in the course of our inquiries, we shall

more particularly state the operation of the Exchange with

England, on the Currency, and the re-action, if I may so

use the term, of the Currency on the course of Exchange.

A subject of this nature must necessarily embrace many

topics of inquiry, which to some individuals may appear

unnecessary and irrelevant. To readers conversant with

the principles of financial and political economy, too much

may be said ; and to those who are not familiar with such

subjects, we may fail to conduct the inquiry with that per-

spicuity and happy illustration, which is indispensably

necessary to the full understanding of the subject. It is

a subject too, of all others the most abstract and difficult to

discuss with the desired perspicuity, without deviating into

tedious and trifling prolixity. It may not be amiss, how-

ever, to enter into some details explanatory of the leading

principles, which regulate the distribution, and determine

the quantity of a circulating medium, requisite to perform

the business of circulating the annual produce or products

of a country.

A farmer, who grows wheat, oats, wine, &c. does not

exchange the whole of these products, for other commodi-

ties ; he will consume a certain quantity of them on his

farm, the remainder or surplus, he exchanges for other
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commodities, either in barter, or more generally for the

commodity of money. The more of his own produce he

consumes, the less he has to transfer to his neighbour ; he

has therefore fewer products to exchange ; consequently, a

smaller quantity of money will be required to effect the

transfer of these commodities, than if he had exchanged all

the produce of his farm. This principle, as it applies to

one farmer, or one individual, applies to all the farmers,

and to the community at large. If all the productive

classes consumed the whole produce raised by their labour,

there would, it is obvious, be nothing to exchange, and a

country thus circumstanced couldhave no need of a medium

ofcirculation, and indeed it is certain they could not pro-

cure a metallic currency, for if each individual or farmer

consumed all the produce realized on his farm, he would

have no surplus wherewith to purchase it.

The precious metals being chosen for the general me-

dium of circulation, they are, by the competition of com-

merce, distributed in such proportion among the different

countries of the world, as to accommodate themselves to

the natural traffic which would take place, if no such metals

existed, and the trade between countries were merely a
trade of barter. *

From this brief exposition of the nature and offices of a

circulating medium, it must be obvious that neither its

value nor quantity depends upon the whole annual produce

of a country, but on that portion of the annual produce

which the producer does not himself consume, or which he

transfers to some other individual or individuals, in ex-

change for the commodity money ; and hence we deduce

the general principle, that the greater the quantity of ex-

changeable products, and the greater the number of ex-

changes, in a given time, in any country, a larger circu-

lating medium is required to perform the business of cir-

culating these commodities ; or if no addition be made to

the circulating medium, while the number of products and

exchanges increase, the value of the currency already in

circulation will rise, and this increased demand for cur-

rency to perform the increased business of circulation, will

be indicated by a general fall in the prices of all com-
modities .

If on the other hand, from the course of foreign trade,

there should be an influx of the precious metals, the latter

* Vide Ricardo on Foreign Trade.
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would necessarily fall invalue, which fall is indicated by a

rise of prices . This effect will evidently result, when it is

considered, that the business of circulation is not in-

creased by any increase in the quantity of the precious

metals. The quantity of circulating and exchangeable

produce remains exactly the same ; and as the office of the

precious metals is to circulate these products, any increase

in the metallic currency or medium of circulation, must

necessarily deteriorate the value of the whole in reference

to commodities ; and if paper currency be used, any in-

crease of quantity will upon the same principle diminish

its exchangeable value, not only in reference to all com-

modities, but also in reference to gold and silver. This

is an universal truth, and is founded on the undeniable

principle that the exchangeable value of all commodities

is regulated by the demand compared with the supply.

The peculiar nature and offices of a circulating medium

may be still further illustrated by observing, that as the

whole annual produce of a country is not exchanged against

the whole medium, ( a fact already stated), neither is the

surplus produce which the producers wish to dispose of,

exchanged at once against the whole money in circulation ;

it is exchanged in portions during the course of the year.

The same piece of paper money which performs one ex-

change or purchase to day, will perform another to-mor-

row; some pieces or notes will perform a great many ex-

changes, some very few. There will, however, be a certain

number of exchanges performed by the whole currency,

which, supposing all the notes to have performed, an equal

number would have been performed by each; that average

we may call 5, 10, 20, or 30. If each on an average per-

form 5 purchases, then the value of all the goods in the

country is equal to five times the value of all the money in

circulation. The proportion which the circulating money

bears to the annual produce of a country has been com-

puted at a fifth, a tenth, and even a thirtieth ; but, what-

ever it be in particular countries, this proportion must

always depend onthe business it has to perform. *

*The annual production ofGreat Britain and Ireland is estimated,by Mr. Low,

at 350,000,000. The national capital has been estimated, by several judicious

writers, at 2,200,000,000. This is the value of private property only, and ex-

clusive ofall public and of all private property that is unproductive, as also of

whatever is expressive ofa debt from one part ofthe community to another, such

as the stocks, mortgages, mercantile acceptances, &c. &c. The currency at pre-

sent in circulation does not exceed 25 million.
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If the annual produce of a country should increase 50 per

cent. it does not therefore follow that the circulating me-

dium should receive a corresponding increase. This is clear

on the supposition already made, of all the farmers and pro-

ductive classes consuming only those commodities the sole

produce of their own labour. In such circumstances, both

the produce and population might increase to any extent ;

and if the number of exchanges, and the value of the ex-

changeable portion of the annual produce did not increase

in a greater ratio, no addition to the circulating medium

would be required to perform the business of circulation.

It follows, that in countries possessing a circulating me-

dium, an increase of annual production does not necessarily

infer a demand for corresponding increase of the cur-

rency. On the contrary, in proportion as a country ad-

vances in wealth and civilization, the circulating medium

bears a less and less proportion to the value of the whole

annual produce. An addition ofcurrency may be required,

but not corresponding to the increase of annual production.

The annual production of Great Britain has tripled or qua-

drupled within the last 40 years, and the value of the pro-

ductive capital is not short of two thousand two hundred

millions ; but the circulating medium, which in the former

case may have been 1-5th of the value of the annual pro-

duce, is now less than 1-12th. There is a greater absolute,

but a less relative increase in the circulating medium.

Hence the mere increase of population and annual produc-

tion, is no criterion, as has been asserted by the opponents

of depreciation, of an increased demand for a circulating

medium. Every increase of wealth, since it is accom-

panied by increased rapidity of circulation, necessarily

counteracts this effect. In rude societies, little advanced.

in the arts of civilization, the circulation is very slow ; and

in such a country the value of the currency, however small

in amount, bears a very great proportion to the value of the

whole produce.

In more advanced stages of civilization, when individual

wants have become various and numerous, productive ope-

rations very much subdivided, and the division of labour

carried to a great extent, money becomes more requisite.

This will be the case more particularly in great manufac-

turing countries, because there the division of labour is

carried to the greatest extent ; it being always necessary for

every laborer in a great agricultural or manufacturing com
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munity, to exchange his labour, not in barter, for the mate-

rials of food and clothing, but for money wages. The in-

creased demand for a circulating medium thus created, is,

however, materially counteracted. by the rapidity with

which money circulates in an advancing state of society.

The great secret in the application ofmoney to the acquir-

ing of wealth, is rapid circulation; and its great use is in

quickly passing from hand to hand ; every operation, every

transfer, is presumed to bring a profit, and consequently,

the greater the number of transfers, the greater the aggre-

gate of profits . By this rapidity of circulation, a piece of

money performs a greater number of exchanges than it

previously did,-the money passes quicker from one hand

to another, and it is thus enabled to perform twice or thrice

the extent of business it would do under other circumstances.

In a country where the great mass of the country popu-

lation lived on the produce of the farms, which they re-

ceived in exchange for their labour, or where the farmers

were enabled to cultivate their lands by the labour of

slaves their own property, and were in the habits of pur-

chasing in wholesale, such foreign manufactures as they re-

quired; in short, where a farmer is his own butcher,

baker, taylor, &c. or, what is the same thing, had slaves

qualified to do the business for him, there could not pos-

sibly be any demand for a large circulating medium. His

taylor, baker, butcher, ploughmen, and all his labourers,

being his own property, are repaid in the produce they

consume, not with the commodity, money ; and, without

a very great change in the habits of the people, and the

productive operations of labour (a change which cannot be

brought about in 2 or 3 or even 15 years, as has been as-

serted), there cannot possibly have been any necessity for

an inordinate addition of 50 per cent. to a currency already

exceeding the wants ofthe colony. I have judged it proper

thus to notice briefly, at the outset, the peculiar circum-

stances of society, which create a demand for a circulating

medium, because it has been asserted by those who con-

tend that the currency is not depreciated, that the addition

of one million of Rix-dollars in 1810 and 14, to a currency

more than adequate to perform with facility all the business

of circulation, was required for the increased demands of

trade, commerce, and population ; while in fact there had

been no relative increase of trade, and there was no sensi-

ble augmentation of the population till long after the enor
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mous issue ofpaper money.-The opponents of depreciation

at one time assert, that the increased population has origi-

nated a demand for an additional currency ; while on the

other hand, when they wish to show an inordinate increase

of imports since the departure of the garrison, they absurd-

ly contend that the increase of population and consumption

was not so great as to compensate for the loss of the garri-

son. To this subject however, I shall again recur, and

shall only remark that we have no grounds for supposing

that the habits and modes of life of the great body of the

people in the interior, have undergone any essential altera-

tion. The habits, customs, and modes of transacting busi-

ness among the country people continue much the same as

they were in 1806; and in all events, it would be difficult to

show any such material change as to create a demand in

the course of four years for an addition of 50 per cent. to a

currency universally acknowledged at the time to have far

exceeded the wants of circulation.

Before proceeding any farther, it maynot be improper to

state some particulars connected with the more recent

creations of paper Rix-dollars in 1810 and 14. A more

detailed statement will be found in another Section. In

1793 the colony sustained great inconvenience from the

want of a circulating medium, which at that time did not

exceed 200,000 Rix-dollars. With the view of relieving

thepublic distress, the Lombard Bank was instituted with

a capital of 680,000 Rix-dollars. At the same time it was

declared that one million was perfectly adequate for the

circulation. In 1795 the Rix-dollars in circulation, in-

cluding the capital of the bank, amounted to 1,291,276 Rix-

dollars, and after the capture of the colony in the same

year, the Rix-dollar was in such credit that General Craig

could not obtain a sum required for the extraordinaries of

the army, though he offered the Bills at par, that is, at 4

shillings per Rix-dollar, the value at which they passed in

circulation. He was therefore obliged to create 250,000

Rix-dollars in currency, as has elsewhere been stated. The

necessities of the Dutch Government compelled it to add

still further to the currency, and when the colony came into

our possession in January, 1806, the paper currency in cir-

culation amounted to no less than 2,083,376 Rix-dollars,

though only ten years before one-half of this sum had been

declared, by very competent judges, the Dutch Commissa-

ries (who would naturally feel disposed to extend its amount
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beyond the effective demand), to be perfectly adequate for

all the purposes of a circulating medium; and in the inter-

val no apparent increase of trade nor any sensible augmen-

tation to the population had taken place. However such

was the credit of the Rix-dollar for the three or four years

following the capture of the colony, that it continued to

pass current at nearly its declared value of 5 Rix-dollars

per Guinea and 14 Rix-dollar for a Spanish dollar. Be

tween the years of 1810 and 15, additional issue of paper

money were made, exceeding 1,000,000 Rix-dollars, making

a total of 3,168,580 Rds. in circulation. After this latter

period the exchange with England advanced rapidly from

20 to 30 per cent. to 80 and 100. During the four years

which preceded the first issue ofpaper money in 1810, the

exchange with England varied from 15 to 25 per cent.

During this period there appears to have been a very con-

siderable quantity of Spanish dollars in the colony, as is evi-

dent from advertisements offering paper Rix-dollars for sums

of Spanish dollars frequently exceeding 50,000. Specie to

a considerable amount was also imported from England for

the payment of the troops, and there is little reason to

doubt, that a considerable portion of the paper curency must

have become utterly useless for the purposes of circulation,

and from this circumstance alone it must have depreciated

in relation to its original value. In reference to this state-

ment the following remarks suggest themselves :

There can be no doubt that the creation of a papermoney,

with a forced circulation, similar to that which is stated by

Mr. Trotter to have existed in America, and which now

exists here, necessarily occasions the disappearance ofme-

tallic currency ; for as it is made to pass at par with the

paper, it naturally seeks a market where it can find its true

level of value. The paper money being thus left in the ex-

clusive possession of the business of circulation, the neces-

sity of possessing some agent, or medium of transfer, will

operate to maintain its value, so long as it does not exceed

the value of the gold and silver that would be necessary for

the purpose of circulation. On this subject, however, Mr.

Trotter differs from Adam Smith, and indeed seems to mis-

understand that illustrious writer. As far as my memory

serves me, Mr. Trotter thinks Adam Smith is wrong in

concluding that the quantity of paper money in circulation

can never exceed that of the precious metals, of which it

supplies the place. But Adam Smith does not speak of
:



quantity, but of value. He says, that " the whole paper

money of every kind that can circulate in any country, can

never exceed the value of the gold and silver, of which it

supplies the place." Adam Smith, in this instance, is quite
correct.

A certain value in gold and silver, suppose (1,000,000)

one million of Spanish dollars is requisite for the purpose

of circulation. Now, if the specie be withdrawn from the

circulation, and replaced by (1,000,000) one million Bank

notes, these will pass at the same value as the specie which

they substituted; but no increase of quantity can add to

their value. If 100,000 Bank notes be added, the value of

the whole will be diminished 1-10th, so that the 1,100,000

shall be of no more value than the 1,000,000 which supplied

the place of the specie. In short, nothing but additional

demand can give additional value to the circulating me-

dium. It appears then, that whatever number of Spanish

dollars be requisite for the purpose ofa circulating medium,

if these be withdrawn and replaced by an equal number of

Bank notes issued to represent Spanish dollars, they will

pass in circulation at the same value. But as soon as there

is any excess occasioned by an additional number of dollars

thrown into the circulation, the value of each will diminish,

but the aggregate value of the whole remain precisely the
same .

Mr. Trotter, it is true, quotes some facts from Dr.

Franklin, referring to the States of Pensylvania and New

York; but besides that, these facts may be explained on

other principles than those assumed by Mr. Trotter : all

that appears from Franklin is, that the balance of trade

drove the metallic currency out of the colonies, and re-

course was had to paper money, which exceeded in value

the metallic currency that had previously been in circula-

tion. This is not disputed, but we are told by the same

author, that the specie was never equal to the wants of the

circulation. Adam Smith means that the value ofthe paper

can never exceed the value of the specie which would be

sufficient under the same circumstances to perform the

business of circulation .

I do not think, however, that any discussion about the

state of the currency in New York, or elsewhere, can

throw much light onthe present state of the Colonial Cur-

rency, and if it could, the limits of this essay forbid any

léngthened speculative discussions, which, to say the least
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of them, cannot be considered conclusive one way or the

other, and on which men of varied and exalted talents differ

widely.

At the time the last issue of one million of paper Rix-

dollars took place, it is not disputed that the amount of

Rix-dollars in circulation was perfectly adequate to the

business of internal circulation. In this case, the amount

previously in circulation being two millions, (and at this

time the paper was depreciated 20 per cent.) the addition

of one million could not fail to overload the market. The

additional quantity thus forced into circulation, would not

remainuseless in the hands of those who possessed it, it

would circulate, and in making its way into circulation, it

would lose at least 1-3d of its value ; so that the three mil-

lions of dollars in the one case, was worth no more than two

millions in the former instance. In both cases, the value

of the currency will depend on the business which it has to

perform. The same principle applies to a metallic and

paper currency, and if either be multiplied beyond the de-

mands of trade, the excess will occasion a fall in value.

But there is this important advantage in a metallic cur-

rency, that the quantity in circulation can never greatly

exceed the quantity required for a circulating medium,-

when there is any excess, it will, like any other commodity,

find its way into foreign countries, and purchase the mate-

rials of production, and thus add to the wealth of the

colony; but with an inconvertible paper money, such as is

current in this Colony, there is no relieffrom the pernicious

effects of a forced issue to aid the necessities of the State.

It has no value beyond the limits of the colony, and cannot

be made a source of wealth. If the paper money were con-

vertible into specie, at the will of the holder, it could sustain

no depreciation in value, either from excess or discredit ;

because, in case of over-issue, the quantity in excess would

be returned for payment in specie. By limiting the quan-

tity in circulation, the government of it had the means, and

if it could exclude a metallic currency, might raise the value

of the paper Rix-dollar 100 or 200 per cent. inreference to

its existing value in exchange ; and on the other hand, if

such anemergency should arise as to render necessary an

additional issue of 1,000,000 dollars to the quantity already

in circulation, there cannot be a doubt that the currency

would be still more depreciated than it is ; and the effects

of this additional issue would, in THE FIRST INSTANCE, shew
B
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itself by ARISE in the PRICE of gold and silver, both in

bullionand coin, and a simultaneous rise in the Exchange

with England. In point of fact, there can be no good

grounds for withdrawing one million ofpaper from circula-

tion, except for the purpose of restoring its value. Ifwhen

the last additional issue of one million was made, this in-

creased quantity was absolutely necessary to meet an in-

creased trade, increased circulation, and increased number

ofexchanges, thenthe measure was perfectlyjustifiable and

proper. But it is evident, that the issue of currencywas

not made with any such view; it was made to meet the

urgent necessities of the Government. The paper thus

issued was exchanged for commodities, or inpayment of

thewages of labor, bythe Government; it thus formed an

addition to the mass of currencywhichhad no need of it.

The currency previously in circulation must have accom-

modated itself to the business it had to perform; or if the

demand for an augmentation ofthe circulating mediumhad

increased, the value of the quantity in circulation would

have increased in the same proportion. If the quantity of

exchangeable produce increases, while the quantity of cur-

rency remains unaltered, it is the same thing as ifthe quan-

tity of the circulating medium had been diminished, the

currency would then rise in exchangeable value; that is,

prices would fall, and a greater quantity of produce would

be exchanged for adiminished number of Rix-dollars. If

there be any increase in the rapidity of circulation, by

which I mean the number of purchases made in a given

time, the effects will be similar to an increase in the quan-

tity ofmoney; that is, the effects will be the same as if the

quantity of producehad diminished, and the quantity ofthe

currency remained unaltered.*-That the annual produce

ofthe colony since 1800 has been greatly augmented none

will dispute, but, on the other hand, it is equally certain

that the rapidity ofcirculation has been greatlyaugmented,

consequently the same increase in the quantity of the cur-

rency is not necessary to perform the business of circula-

tion.

By the issue of an additional million to meet the neces-

sities of the Government, it is obvious that more notes must

goto perform the same business that was done by the

currency before its augmentation. For on the former sup-

position, two millions ofcurrency was perfectly adequate for

all the business of circulation, for a produce valued atten

*Vide Mill on Paper Currency.
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(10) millions or five times the valueofthe circulating medium.

Now the amount of circulating products continuing the

same, there would be a currency of three (3) millions to

circulate the same quantity of goods that was previously

circulated by 2 millions ; for the same quantity ofproduce

thatwas formerly valued at five (5) times the value of the

circulatingmediumwouldnow(from the additional issue) be

worth 15millions. In other words, prices would rise,

and the produce formerly obtained for 10 dollars could not

beobtained now under 15. The currency thus increased

from 2 to 3millions, is not on this account of greater value,

the aggregate value ofa currency being fixed by the busi-

ness it has to perform; if there be no increase of business

there will be no increase of value, in which case an addition

being made to the notes in circulation each note falls pro-

portionably in value.

Mr. Buchannanjustly observes, that " the effects of an

excessive issue ofpaper is not to encumber the circulation ;

for though the number of notes be increased, the aggregate

value is still the same, and the only difference is that by

the excessive multiplication of notes the currency is now

divided into a great number of parts, each being of course

of less value than before. In this manner the depreciation

of the note is the only permanent inconvenience produced

by the excessive issue."

It appears that the paper currency ofthe colony in1789,
was so small as 100,000 dollars, and in 1795 it amounted

to nearly 1,300,000. It cannot be doubted, however, that

in the former period the metallic currency in different
European coins was by no means inconsiderable, and there

seems little reason to doubt that after the latter period the

silver and gold coin was driven out of the market, and that

the circulating medium consisted entirely of paper.

The necessities of the Dutch Colonial Government, and

the difficulties under which it laboured, in consequence of

the war with England, induced it to adopt every means,

however unprincipled, to supply its necessities ; and we are

fully justified in affiming, that it would not limit its issues

ofpaper to the extent of actual demand for a circulating

medium, but would rather force the currency to the utmost

practical extent consistent with its own safety, and to any

limit, short of absolute insolvency.

From these considerations, independent of the facts

which shall be stated in the sequel, there is no room to

doubt that in 1806 the paper currency in circulation was
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more than adequate to the business it had to perform and

the subsequent increase of trade and business resulting

from the connexion of the colony with Great Britain, would

only have restored the currency to its former value.
In speaking of the increase to the currency required in

order to meet the increased demand of trade and internal

circulation, it should be observed, that a demand for addi-

tional currency does not necessarily arise from an increased

foreign trade. If the state of society in the colony be such

as to prevent the subdivision of labour, and limit the va-

riety of individual consumption, the extension of the foreign

trade will by no means create a scarcity of circulating me-

dium, for " the utility ofmoney as a medium ofexchange or

of circulation, is intense in the compound ratio of the di-

vision oflabour and the variety of individual consump-

tion," and in an advanced stage of civilization, when in-

dividual wants have become various and numerous, and

productive operations very much subdivided, exchanges

become a matter of more urgent necessity, as also much

more frequent and complicated. A sugar colony (ob-

serves Mr. Prinsep) in the West Indies, though highly

productive, in proportion to its population, requires little

money to facilitate the transfer of the produce, because the

bulk of the population, the slaves and labourers, have very

little variety of consumption ;-they are fed and clothed in

the wholesale, and in the plainest andmostuniform manner."

These observations appear to apply very nearly to the cir-

cumstances of this colony. It is certain, that among the

residents in the interior, who compose four-fifths of the

population, there is but little variety of consumption ;

every farmer supplying food from his own farm for his

family and his slaves ; and he purchases clothing for them

in the wholesale. The machinery and implements of agri-

culture they use are very simple, and are often made on the

farm by the farmers themselves, or purchased in wholesale.

Under such circumstances it is obvious that but a small

quantity of money is required for the purpose of internal

circulation. The objects of exchange then,en, inin the interior,

were comparatively few, and the demand for a medium of

exchange or currency must have been proportionably
small.

That the circumstances of the colonial population, have

been very much improved since the transfer of the colony

to British sovereignty, is a fact which will hardly be ques-

tioned; and to men of sound judgment and observation,
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thegreat changes which have taken place among the agri-

cultural and labouring population, in respect to superior

comforts, and a greater command over the comforts and

necessaries, and even the luxuries of life, cannot but be

obvious. Nevertheless, a slight consideration of the exist-

ing habits of the people, will, I think, satisfy the reader

that no such changes have taken place, in the system of

interchange as to require any additional issue of currency

to meet an increased trade..

The author of " the State of the Cape in 1822," speak-

ing oftheway in which the boers transact their business,.

observes, that " to the internal commerce of the Cape there

aremany obstructions presented by nature, in consequence

ofwhich the whole trade amounts to little more thanwhat

the boers can bring in their horse-waggon, and which car-

ries themeans ofpurchasing clothing and such comforts, as

the sale of their cargo may enable them to obtain. The

boerhaving proceeded in his waggon and begun his busi-

ness in the Cape, adjourns to the vicinity of Hottentot-

square; from his agent there he gets iron for his waggon,

cloth, linen, tea, sugar, coffee, rice, &c. &c. sufficient for

himself, his family, and his slaves, until the next visit. His

demands are regulated according to the value of his grain,

wine, butter, soap, or tobacco, and an unproductive harvest

is no less a source of regret to the boers than to the

dealers." In such wholesale transactions it must be ob-

vious there can be but little demand for a medium of ex-

change, and the great mass of interchanges being effected

inthe same manner, and in Cape Town, there must, conse-

quently, be less necessity for an extensive and dispropor

tionate currency.

It must be evident then, that, notwithstanding the in-

crease in the trade and commerce of the colony, it was not

ofsuch a nature as to furnish any additional business for

anaugmentedcurrency. And from the way inwhich the

purchases have generally been made, as well as from the

improvements in the arts of exchange and transfer by cash

accounts between buyer and seller, thereby economizing

the use of the paper currency, there is little reason to doubt

that the currency as it stood in 1806, would have beenmore

than adequate for all the purposes of internal circulation.

Although therefore it be true, generally, that as countries

advance in wealth and riches, an additional currency be-

comes necessary, in order to meet thedemands ofincreased



14

internal trade, andto prevent a fall ofprices, the argument

obviously does not apply in the present instance, because,

besides the causes already mentioned arising from the pe-

culiar circumstances of the colony and the structure of so-

ciety, there are many other circumstances which tend to

counteract the demand for a circulating medium, arising

from improved modes and additional facilities of transact-

ing business .

Mostof the commercial business of the colony is trans-

acted in the metropolis, and the greater portion of the

purchases by persons in the interior, being in wholesale,

and in exchange for the produce which they carry to

market (and inagreat many instances the sales and pur-

chases are madeby the same individuals) there is obviously

less necessity for acirculating medium. In all events there

is no necessity for any increase proportionate to the in-

crease in the annual produce. Moreover, in proportion to

the increased traffic and increased number of exchanges,

there is an increased rapidity of circulation. Money cir-

culates more quickly, it passes more readily from hand to

hand, comes round again sooner to the same payer, and a

less quantity of currency is thus sufficient to carry on the

usual number of transactions .

Further, the progressive advance of the colony in wealth

and population, between the years 1810 and 1820, was so

obvious, that individuals of respectability had no difficulty

in making extensive purchases on credit, and thus " confi-

dence and credit became ubstitutes for currency," and

contributed in a considerable degree to lessen the demand

for circulating medium; and in the same manner book and

circulating credit conspired directly towards the
result.

same

Mr.Baring somewhere observes, that "the conscious-

ness of being able to procure money is equivalent often to

the actual possession ; and that upon this consciousness,

transactions of great magnitude are carried onwithout a

circulatingmedium, and thus anyman of fair character and

prospects is an equal competitor with the actual possessor

of money ; and that as they are generally more sanguine

in their dealings, andhave really less at stake, the competi-

tionthus engendered is often more intense, than if it lay

between an equal number of real capitalists."

This facility of obtaining credit without the intermediate

agent ofa circulating medium, must, probably, have super-
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seded its use to such an extent, that a million and a half

instead of3millions would have been perfectly sufficient for

all the purposes of circulation .

That the facility of obtaining credit without possessing

capital or assets ofanydescription, is one main cause ofthe

losses which the colony has sustained, and of the difficulties

under which it now labours, there can be but one opinion.

To suchan unstable system " there must necessarily have

been a limit, either in the re-call of that credit which had

not sufficient basis, or in the perpetration by law of that

reduced value ofmoney, which in its origin was optional,

and thusmaking the old proprietor of money suffer to up-

hold the sanguine speculations ofothers, in whose dealings

he had no share ."

Having thus enumerated some ofthe causes whichappear

tohave operated in a very conspicuous manner, to counter-

act the demand for an increased circulating medium, to meet

the purposes ofincreased trafficand wealth,I shall in the sub-

sequent sections exhibit a more detailed view, of the nature

andextent of this increase, and hope to prove that, even if

none of the circumstances already pointed out, tended to,

lessenthedemand for currency arising from an augmented

commerce, this augmentationwas by no means so great or

ofsuch anature as to demand an increase ofpaper money to

the extent of one million, an addition to the former cur-

rency of50per cent.

Indeed, one single fact may in the opinion of many indi-

viduals, be decisive of this question. The value of the

circulatingmedium always bears a certain proportion to the

value of the whole circulating produce.

In 1806-10, the Rix-dollars in circulation amounted to

2,100,000, at which period the Spanish dollar was equiva-

lent invalue to one and four-eighths Rix-dollan. The value

of the circulating medium,-of the instrument of exchange,

was therefore equal to the value of 1,400,000 Spanish dol-

lars. At present the Rix-dollars in circulation amount to

3,100,000; and on an average ofthe last 2 or 3 years, the

Spanish dollars equal in circulation to two and five-eighths

Rix-dollars, consequently the existing circulatingmedium,

is equivalent in value to no more than 1,100,000 Spanish

Dollars. From this result it appears, that, the demand for

circulating medium has actually diminished by more than

20per cent. This result satisfactorily proves, the accuracy

oftheprinciplesdevelopedinthis section, in regard to the
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many circumstanceswhich in anadvancing state of society,
tendto counteract the demand for an increase ofthe medium

ofexchange, originating in increased rapidity ofcirculation

and the various methods which are suggested by experience,

and always adopted in practice, to economize the uses of

the circulating medium.-However, if the amount of the

annual exchanges does not exceed nine million (9,000,000)

ofRix-dollars, or about 3,400,000 Spanish dollars, as has

been stated on the best authority, the value ofthe circulating

medium would be about one-third of the value of the circu-

-lating produce.

Further, ifwe suppose that the circulating produce ofthe

colony has increased one-third since 1806-10, (thepopulation

having increased nearly 50 per cent. since that period) then

3,400,000 Spanish dollars being the present value of these

products, we shall have (3,400,000 minus 1-4th) 2,550,000

Spanish dollars to indicate the value ofexchangeableproducts

in 1806-10. To circulate this value, according to the de-

ductions of the unbelievers indepreciation, a real value,

equivalent to 1,400,000 Spanish dollars, was absolutely ne-

cessary!! *

I shall hereafter state reasons for concluding thatprevious

to 1814, the realexchange was greatly infavorofthe colony,

while owing to the depreciation of the currency, it was no-

minally 60per cent. against the colony.

Before concluding this section it will not be amiss to

notice, briefly, some erroneous inferences, which have been

adduced, in reference to the advantages and superiority of a

paper over a metallic currency.

Theeconomy of using paper money inplace of gold and

silver, must appear evident when it is considered, that, gold

and silver are articles of merchandize, and that they can be

obtained only in exchange for some portion of the produce

andcapital ofthe colony.-The money received inexchange

for these commodities, is unproductive, and yields no annual

return. The produce with which themoney is bought, is the

price paid by the community for the use of a medium of

transfer. The public loses the interest of this capital, con-

sequently the cost of the commodity money, cannot possibly

enter into theprice of other commodities,-if itdid, the com-

munity could sustain no diminution of its real revenue. But

money makes no part of the real revenue of society. The

revenue ofsociety, consists of commodities and products,
*Readthe last sentence inpage 3.

:
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and not, in the wheel that circulates them. The real reve-

nue of the society is not equal to all the money plus all the

goodswhich circulate ; as would be the case if it were true

that, the cost of a metallic currency affected the relative

prices of commodities. If this indeed were the case, (and

Mr. Cohen has been quoted under a misapprehension to

prove it), it would require a greater nominal value ofpaper

money to substitute agiven value of metallic currency, and

consequently prices would rise.

Again, it is contended by the opponents of depreciation,

that the effect of introducing a paper currency into the

States of Pensylvania and New York, was highly beneficial,

that capital and population augmented rapidly, and the ex-

ports increased ten fold.

It is impossible to conceive how such prodigious effects

could have been produced by a paper currency. The pre-

cious metals are originally purchased with the produce of

the country, and in countries little advanced in civilization

and commercial intercourse, the value of the gold and silver

coinbears a very considerable proportion to the value of the

annual produce. When the coin required for circulation

amounts in value to 1-3d or 1-10th of the value of the

annual produce, the substitution ofa paper money could be

advantageous only so far as it withdrew the metallic medium

of exchange from that employment, and converted it into

the materials of production, that is into food for the labourer,

machinery, &c.

It is equally difficult to understand how " the augmented

trade 'which followed the introduction of paper money into

these States, subsequent to 1764, proves that increased de-

mandwas propagated, and that a larger amount of paper

did circulate than would have been the case, had the cur-

rency beenconfined to the precious metals." That a large

amount did circulate is not disputed, but if by amount is

meant value, the conclusion is erroneous, as Ihave already

shewn.

As has already been stated the only immediate advantage

resulting from a paper currency is, that it replaces a very

expensive instrument of commerce with one less costly.

Suppose the circulating money of a country to amount to

one million Spanish dollars, that sum being sufficient for

circulating the whole annual produce of its land and

labor. Ifthen bankers issued notes to the extent of one

*Adam Smith, vol. i. p. 435.

C
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million, reserving 200,000 dollars in their coffers to answer

occasional demands, there would remain in circulation

1,800,000 dollars of paper and money together : but one

million dollars is sufficient to circulate the annual produce

ofthe land and labor. The other 800,000 being the sum

over and above what can be employed in the circulation of

the country, will seek profitable employment abroad ; but

the paper cannot go abroad. Gold and silver, therefore,

to the amount of 800,000 dollars will be sent abroad, and

the channel of home circulation will remain filled with a

million of paper, instead of metal, which filled it before.

The quantity of money sent abroad will be exchanged for

foreign goods, to supply the consumption either of some

other foreigncountry or their own.

Inthe former case, whatever profit is made, will be an

addition to the neat revenue of their own country. If they

employ it in purchasing foreigngoods for home consumption,

they may either (1) purchase such goods as will be con-

sumed by idle people, who produce nothing; as foreign

wines, silks, &c.: or (2) they may purchase materials, pro-

visions, &c. to employ and maintain an additional number

of industrious people.*

Thuswhen paper is substituted in the room of gold and

silver, the quantity of materials, tools, and maintenance,

which a circulating capital can supply, may be increased

by the whole value ofthe gold and silver, which used to be

employed in purchasing them; and the value of the instru-

ment of circulation be added to the value ofthe goods..

But these advantages could only result, under the suppo-

sition that the paper currency had replaced a considerable

value in the precious metals. That this was not the case

with the States referred to, is sufficiently evident from the

admitted fact, that before the issue of paper money, there

was hardly any metallic currency to substitute, and the

paperwas issued not to substitute a metallic currency, but

to create a medium of internal circulation.

With reference to this Colony, the superior utility ofpaper

money is so great, that, when well regulated and limited to

the actual demand of circulation, there is little chance of its

being superseded by the metals. But it is impossible that

the enormous issue of paper money, in this Colony, could

have communicated any advantages whatsoever, as is insi-

nuated by those who attempt to trace an analogy between

* Wealth ofNations, book ii. chap. ii .
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the States of America and this Colony. Excepting 50 to

100,000 Spanish dollars, there was no currency to substitute ;

and as is stated elsewhere, in 1793 there was onlv 200,000

Rix-dollars in metallic currency in circulation. The expul-

sion of so small a sum from the circulation could not contri-

bute in any considerable degree to augment the capital of

the Colony. If the existing paper currency had replaced a

metallic currency of equal value, the result would have been

far different ; but as this was not the case, it is absurd to

conclude, that the creation (not substitution) of paper

money, added to the wealth of the Colony. But even

the substitution of paper moneydoes not always add tothe

capital of the Colony, the value of the metal which it re-

places. If the Government should withdraw (or rather

force, as the Dutch Government did) the metallic currency

into its own coffers, and substitute a paper of equivalent

value, the Colony could certainly gain nothing from such a

procedure. The consumption of governments being gene-

rally unproductive, therewould in this case be a loss of

capital equal to the value of the whole circulating medium

that might be withdrawn.

The present Section embraces many questions purely spe-

culative; but it is necessary at every step of the inquiry to

appeal to the established principles of Political Economy :

because, without constant reference to the principles which

regulate and determine the value and distribution ofa circu-

lating medium, it is impossible to have a clear and distinct

perception of the nature of the question at issue between the

opponents and advocates of depreciation. It is vain to

state facts or principles withoutshewing both the analogy of

the one and the applicability ofthe other. It would be still

more futile to buildquotation upon quotation, without shew-

ingany analogy ofcircumstances in the facts adduced We

have therefore avoided multiplying quotations from Authors

who have written on Finance ; but when it has been judged

proper to state the principles which we recognise, we have

generally adopted the language of suchAuthors, indiscrimi-

nately, without particular reference, Some men there are,

indeed, inveterately hostile to what they denominate theory.

These men have facts and practical knowledge constantly

in their mouths ; but they are of all others the most danger-

ous theorists ; and they are so completely gummed up, and

bewildered by a jumble of incongruous and unconnected

ideas, which they can neither comprehend themselves, nor
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render intelligible to others, that it would be folly to argue

with such persons. They have a holy horror against

" theory and principles," solely because they are either too

indolent to learn, or too stupid to comprehend them.

It is the more necessary to make these remarks, as there

are individuals who think that the value of a currency is

regulated by the state of the foreign trade :-who confound

depreciation with a real premium on Bills ofExchange ;

andwho cannot be made to understand, that the value of

the medium of circulation is regulated entirely by the busi-

ness of internal circulation, and that the abundance or

scarcity of bills has no influence whatever in diminishing

the business of circulation, and consequently cannot di-

minish the value of the material which performs that office.
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SECTION II .

IT is of importance at the outset of this discussion, to dis-

tinctly recognize the essential difference between a real

rise in the exchange, occasioned by a debt to a Foreign

Country, and a nominalrise above par, originating from a

currency depreciated below the standard value at which it

was originally issued. In the subsequent section this ques

tion will be discussed fully; but I think it proper to advert

to the subject thus early, as both Mr. Trotter, and some of

those with whom he is at issue, do not appear to have ad-

verted specifically to this distinction. The former, in par-

ticular, denies in toto all connexion between the Currency

and the state of the Foreign Exchanges, which, according to

his view ofthe subject, can have no influence on one another.

Imay, perhaps, on afuture occasion, examine more parti-

cularly into the justness and accuracy of Mr. Trotter's sen-

timents generally ; and in the mean time I beg to observe,

that a currency that is depreciated from whatever causes, or

fallen below the value it was issued to represent, though it

may have no direct and immediate influence on the real

course of exchange, does nevertheless, by its indirect opera-

tion on the circulation of the country, contribute in a most

powerful and conspicuous manner, to affect the course of

exchange with foreign countries. The authority of sucha

writer as Mr. Ricardo, must be decisive on this point,

though he does not enter into any explanatory details re-

specting the modus operandi by which the one influences

the other. His general observations on the subject, may,

however, be applied mutatis mutandis to the ColonialCur-

rency ; and I again repeat, that a currency continually

ascending in the scale ofdepreciation, and departing further

and further from the value it originally possessed, must

necessarily affect Foreign Exchanges, inasmuch as the ordi-

nary criterion ofwhat constitutes the limit of the demand.
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and supply of bills, is no longer ascertainable on the prin-

ciples which regulate an exchange determined by competi-

tion;-independent of the material and simultaneous effects

ofsuch uncertainties and fluctuations in increasing the prices

of commodities, in order to meet an enhanced premium, the

influence of which I shall hereafter more particularly ex-

plain.

Wherever the current ofmoney is prevented from settling

at its just level, there is no limit to the possible variations of

exchange. If the circulating medium in 1810 was inade-

quate to the purpose of circulating the exchangeable por-

tion of the annual produce, it wouldhave risen in value, and

performed with the same facility an increased number of

exchanges ; and that an additionhad not become necessary

to facilitate the internal commerce and exchanges, is suffi-

ciently evident from the fact, that between 1806 and 1810

the prices of all commodities, without exception, continued

at uniform averages. The issues ofpaper moneywere made

for the purpose of supplying the necessities of the Govern-

ment ;-and not the most remote allusion was made to the

wants and demands of trade, by the issuers ; and it was not

till 1810 that Lord Caledon ventured to hint that " the

growing commerce and augmented population of the Co-

lony, required an addition to the circulation to assist the

industry of the inhabitants. " Yet this Governor's succes-

sors declared, that " on the most mature consideration it

was imperatively necessary to withdraw the additional

creations from the circulation ;" they declared that " the

paper added to the circulation (in Mr. Trotter's opinion re-

quired for the increased demands of trade), ought to be

withdrawn from circulation as soon as possible, and that

to fulfil the intentions and resolutions of the former Go-

vernments who issued the money, and to observe with the

most scrupulousfaith all provisions respecting the paper

currency, all instalments should be destroyed until the

whole was expunged from circulation." It is clear then,

that " the demands of trade" could have formed none of

the real grounds originally assigned for adding to the

currency. If it was required for this purpose, that would

have been a good reason for continuing it in circulation,

and it would have been a clear gain to the Government, as

well as to the community. But so far from its being sup-

posed necessary to supply a deficient circulating medium,

the Government constantly evinced the utmost anxiety to
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withdraw it, a measure from which it is presumed necessity

only, and not choice, precluded them.

Mr. Trotter seems to think that ifthere was any depre-

ciation in 1806, and he does not absolutely deny that there

was, it probably originated from causes which existed an-

terior to the capture of the Colony. Now, admitting this

to have been the case, we should naturally conclude, that

the increased demand for a circulating medium, originating

from increased population and increased production, would

have restored the currency then in circulation to its original

value ; in which case, the increased demand for currency

would have been indicated by a fall of prices, or, which is

the same thing, by a rise in the exchangeable value of the

paper Rix-dollar.

There were, however, no circumstances of this nature,

indicative of an increased demand for a circulating medium ;

and as is elsewhere observed, this assertion is sufficiently

disproved by the fact, that of the 2,000,000 of Rix-dollars

then employed in the Colony, nearly one-half was engrossed

by the Bank.

The assumption, therefore, of an addition of 50 per Cent.

to the circulating medium of the country being required, to

meet the demands of the community, at a time when there

was no increase of internal commerce, to any considerable

extent, nor of the population, in any degree proportioned

to such an enormous issue, is altogether gratuitous, and

without foundation .

The increase of effective population did not commence

till 1816; and as has elsewhere been shewn, under the pe-

culiar circumstances of the Colony, the internal circulation

was not of such a nature as to require any such increase to

the circulating medium.

The truth is, that had the paper money been inadequate

to the purposes of circulation, it would have risen in value

so much, as not only to perform an increased number of

exchanges, but perhaps to encourage the influx of precious

metals . But being issued to an extent beyond the wants of

the Colony, and being then about half the value of the cir-

culating produce of the Colony, it necessarily drove the

little metallic currency there was out of the Colony, in the

shape of exports, either in the form of capital or of remit-

tances ; and by diminishing in value, compared to gold or

silver, it necessarily affected the premium on remittances.

For when a paper currency, not convertible at the will of
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the holder, into specie, is forced into circulation, it is neces-

sarily confined to the country where it is issued ; it cannot,

when too abundant, diffuse itself generally among other

countries. Hence under a paper currency balances may

for a time accrue, because it cannot be remitted inpayment,

andwhen in an excess beyond the wants of circulation, it

becomes the means of forcing an enhanced premium on

bills, inasmuch as it adds to the funds for purchasing, with-

out increasing the number of, bills in the market. But no

considerable or permanent balance can take place when the

currency is metallic, any more than if it were paper,-be-

cause it wouldrise in value as it became scarce, and a smaller

quantity of it would purchase bills. But when the level of

circulation is disturbed by aforced issue of paper money,

the exchange will inevitably be unfavourable, and so also

would be the effects of a metallic circulation, if by forcible

means, by internal regulations, money should be detained

in a country, when the stream of trade gives it an impetus

towards other countries . *

The assertion, indeed, that the currency in circulation in

1810 was insufficient for the purpose, is disproved by the

fact already noticed, that the Lombard Bank engrossed at

least one-half of it. If it had been inadequate to the wants

and demands of commerce, its consequent rise of value

would have liberated some portion of it; the Bank would

then have derived a profit from issuing such quantities of it

as might have been demanded, either for the wants of the

circulation, or to be employed as capital in the productive

departments of commerce and agriculture.

The whole paper money issued was in effect a value ab-

stracted from the pockets of the people. The labor and

property of the community was given in exchange for it,

without any equivalent whatever. It was not an absolute

loss to the Colony, it operated like a tax on property, and

it put into the pockets of afew what belonged to others. If

such an issue really added to the wealth of the Colony, as is

insinuated by the opponents of depreciation ; or even if it

did not injure some individuals, then there is no reason why

the experiment might not again be repeated.

To render paper money really useful, it should not ex-

ceed the real demands of the Colony for a medium of circu-

lation, and the issuers should always be ready to give value

for it, either in other mediums of circulation, or in the funds

* Ricardo on ForeignTrade, chap. vii.
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for which they were originally issued. But the paper

money issued in this Colony, wasforced upon the people ;

they were obliged to take it ; it was given for debts already,

or about to be, contracted, which the issuers had no other

mode of liquidating. It was not a simple contract between

two independent individuals : the community were not vo-

luntary creditors : the latter did not say, if you mortgage

certain buildings, we will consent to receive your promis-

sory notes in exchange, for our corn, our cloth, and other

funds, for the maintenance of labor, and for the payment of

the capital advanced for the buildings and other projects in

contemplation. As far as the Government is concerned, the

issue of paper to a certain extent is precisely the same in

effect as if the funds had been borrowed, with this impor-

tant difference, however, as respects the interests of the

public, that in the case of aloan, the capital advanced yields

the ordinary interest, and is not lost to the community.

The debt may be of real benefit to the country at large ;

but only in awealthy country, where there is abundance of

capital, for which it may be difficult to find profitable em-

ployment.

When a Government borrows capital to lay it out in im-

provements within the country, such as canals or public

buildings, such debt may be of great benefit, because the

value remains in it, and may add to its wealth and prospe-

rity in a double ratio. The lenders, moreover, receive in-

terest on the capital they have advanced, and the circulat-

ingmedium instead of being depressed by such a transac-

tion, is enhanced in value, while the increased rapidity of

circulation growing out of the impetus given to the active

employment of capital and labor, gives to it increased effi-

cacy as the medium ofexchange. These facts are so per-

fectly accordant with all the just and recognized principles
which constitute the basis of financial and commercial

science, that to enter into any detailed analysis in order to

exhibit them in the most forcible and demonstrative point of

view, seems altogether unnecessary ;-besides that it does

not enter into the scope of a limited essay like the present.

Governments destitute of funds, as was the case with the

Americans when they threw offthe English yoke, generally

have recourse to borrowing,-one mode of which has been

the issuing of paper money payable at some remote or dis-

tant period, which paper their subjects are compelled to

take in payment ofthe goods the Government may require.
D



26

In this case, the paper is not issued to supply the deficiency

of a circulating medium, but to supply the want of funds.
66

They do not study the need the people of the country

may have for a medium, but the need they themselves may

have of a substitute for money; and in proportion to that

need is paper money forced upon the country." When the

balance ofpayments is against acountry, the specie will be

exported, and when the quantity ofpaper issued is no more

than sufficient to supply the place of the coin, it will pass

at the full value it is issued for. As soon, however, as it

exceeds this quantity, it will fall in value, and continue to

depreciate according to its excess . So long as paper con-

tinues to pass in circulation for the same value at which it

was issued, it will be of as great value as the coin or bul-

lion in circulation. Hence, when the balance of payments

turns against a country, and consequently bills of exchange

become in demand, and increase in value, then resource is

had to bullion, which, when the paper is not depreciated,

will be had in exchange for paper at a premium in favor of

bullion, not greatly exceeding the cost of transit. But if

the paper be depreciated from over-issue, there is no limit

to its influence on the exchange, both directly and indirectly.

This will always be the case when those who issue the

paper do not retain an equivalent. Thoughthe Government

receive value for the paper they issue, it does not remain

with them ; it is " consumable value,” such as stores, build-

ings, clothing for their army, &c. &c. and but a very small

portion remains, and that only for a short time, and entirely

unproductive . The paper therefore will continue to exist,

without representing any real value ; it will be more or less

depreciated according to its excess and to the prospect

more near or more distant, of its being discharged by

some future funds to be appropriated to that purpose ;

or if there be any value such as BUILDINGS, LANDS, &c.

ORIGINALLY MORTGAGED FOR ITS REDEMPTION, it will be

more or less depreciated according to the probability of

these funds being disposed of for the redemption of the

notes, and the probability of the property thus mortgaged

being adequate to redeem the paper money, at its original
value.*

In comparing the circumstances of the Colony with those

of the American Colonies, Mr. Trotter appears to have been

entirely misled by the partial accounts of Dr. Franklin, in

* Principles ofPolitical Economy, by T. Smith, 1821, Page 40.
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regard to the nature of the paper money circulated in the

colonies . He will not allow that the paper money of the

States was depreciated, though he acknowledges that a dif-

ference soon arose between the paper and silver the latter

having a property which the former had not, namely,

that of its being fit for remittances. But in certain circum-

stances this is one main cause of depreciation. Suppose a

million of metallic currency to be withdrawn, and replaced

bya million of papermoney : if I wish to make a remittance,

Imay do it by a bill purchased at par, or by remitting the

amount in specie, and the premium will not exceed the cost

of transporting the bullion; but all the bullion being with-

drawn, I cannot remit the amount in that commodity. The

paper is useless as a remittance, nor will it purchase specie

at the value it originally represented : it will not answer the

purpose of the specie it replaced, and being depreciated, it

is clear that the exchange must rise to a very considerable

amount, while, if it had not been depreciated, it would

have purchased bullion for exportation, and would have been

of the same, or very nearly the same value as the specie it

represented.

Mr. Trotter conceives that the paper issued by the States

of New York, Pensylvania, &c. &c. was " not depreciated,"

though he elsewhere states, that " the Government was able

to reduce great part of the debt with one-tenth of the value

originally borrowed," a fact not very consistent with the

doctrine ofnon-depreciation ; and he further conceives, that

the premium on the exchange, was equivalent to a real de-

pression below par, arising from the adverse balance ofpay-

ments. The facts, however, are as follows : -

In the middle ofthe last century, the Settlers in America

having experienced that want of capital and circulating me-

dium, incident to all new colonies, the Governments of the

different States were induced to give them assistance by

loans. But, as these Governments had no specie to give,

they issued paper notes payable two, three, and sometimes

five years thereafter. These notes they gave to the Settlers

upon the security of their lands, houses, &c. binding the

receivers to pay the amount when the notes became due.

It was also the practice of these governments, to pay, in

many cases, the ordinary, and at all times the extraor

* When the first issue of500,000 Rix-dollars was made in 1810, it was then

qual in value to £83,330 Sterling, and it passed in circulation atthis value ; and

iftheyhad borrowed this amount by bills drawn on England, they could now pay

itwith bills to the amount of only £40,000.
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dinary expenses attending their establishments, by the

same mode of paper money payable at a distant period.

As long as these issues did not exceed the sum necessary

for the circulation of the Colony, these paper notes passed

at par, that is, for the sum they were issued to represent.

As they were not bounded, however, by the demand for a

circulating medium, but were extended to supply the want

ofGovernment funds, and of settlers' capitals, the quan-

tity floating soon became superabundant, and a deprecia-

tion ensued.

Had these governments continued to exist, the whole of
these issues would in time have been redeemed at the same

value they were issued for, and although individuals might

have suffered, the country would have been no loser. But

the revolution in that country completely put a stop to their

circulation, and was the cause of the production of an issue

of paper money, which might more literally and truly be
calledforced.

When the Congress began their operations, they found

a pressing want of funds to carry them on, and having no

means of immediately procuring these funds, they had re-

course to the issuing paper dollars, payable at the end of
the war. These they forced the people, from whom they

obtained the articles required, to take in payment, and with

these they paid their soldiers and sailors ; and they made an

arbitrary act, ordering them to pass and be taken at all

times, the same as silver dollars . Two circumstances tend-

ing to theirvery quick depreciation, being issued in large

quantities, to supply urgent necessities, the circulation was

completely overstocked ; and their payment in the end de-

pending entirely upon the ultimate success of Congress,

every person pressed to get quit of them, for fear of their

producing at last nothing at all. In consequence they fell

to almost nothing in value, and were passed in quires .

In adducing the case of Pensylvania, as analogous to the

existing state of the Colonial Currency, Mr. Trotter over-

looks one most important distinction, onwhich the whole

question hinges .

Dr. Franklin observes, " that it has been usual with the

adversaries of a paper currency, to call every rise of ex-

change with London a depreciation of the paper ; but this

notion appears to be by no means just ; for if the paper

purchased every thing but bills of exchange at the former

rate, and these bills are not above one-tenth ofwhat is em
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ployed in purchasing them, it may be more properly and

truly said, that the exchange has risen, than that the paper

has depreciated."

Now, in applying this observation to the Colonial Cur-

rency, Mr. Trotter has entirely lost sight of the principle

here noted in Italics. He has forgotten that " the prices

of all commodities have risen more than 100 per Cent.,"

and in nearly the same proportion as bilis . If indeed only

bills had risen in price, it would have been very difficult

to come to an opposite conclusion.

The objections just urged apply solely to forced paper.

Free paper money, on the contrary, is possessed of

several eminent advantages ; it is invariable, economical,

of superior utility, and never can be too abundant. The

great inconvenience of a metallic currrency is, that,

should circumstances occur to raise the value of the metal

of which it is made, it is taken out of the circulation. The

paper money is not subject to any such inconvenience. It

passes entirely in confidence, and while it commands that

confidence, it continues invariable; and it is perfectly in-

variable so long as it passes fairly at the value for which it

was issued. It possesses besides, the power of conforming

strictly to the actual demand for it .

When gold and silver coins form the circulating medium

of a country, a season of prosperity, an extended trade, and

aconsequent rise inprices, may cause a greater demand for

these coins, and an increase in their quantity may take

place, the bullion for which would be supplied by the ex-

changes with foreign countries being favorable. Should a

stagnation afterwards ensue, the same quantity of circu-

lating medium may not be required; but should the ex-

changes continue favorable (which is very possible) there

would be no immediate mode of withdrawing these coins

from circulation, or ofmaking them available in any other

-form without loss .

:

Free paper money, on the contrary, cannot possibly be,

subject to the same inconvenience ; for the moment it isnot

required in circulation, it is returned to the issuer and can-

celled. Here then is a wide difference between such paper,

and that in circulation at this Colony.

When Governments issue paper money direct, it is

generally forced, because they are seldom at sufficient

pains to provide a mode of securing its being retired from

circulationwhen necessary. Their issues being conform
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able to their own wants, not to the demand in the country,

for a circulating medium, it is very possible that an over-

issue may take place, and there being no means provided

of immediately remedying it, a depreciation in the value of

the notes ensues, which is known by their currently passing

for a less amount of the standard unit of the country, than

they are issued to represent. The only case in which this

can possibly occur with free paper money, is when Go-

vernments interfere with the issuing of it, either by taking

the management of it entirely into their own hands, or by

procuring from the parties issuing that paper, loans or ad-

vances for their own accommodation, in quantities beyond

what may be required for the circulation of the country.

In the first case, the paper can no longer be called free.

In the second, should the parties issuing it have no means

of withdrawing the excess from circulation, then a depreci-

ation must inevitably ensue.

Independently, therefore, of the conclusions which follow

from these premises, to prove the fact of a depreciation in

the value of the paper currency of the Colony, arising from

an addition to the currency of the enormous sum of

1,000,000. to that which previously existed, (amounting to

2,083,000.) the fact of depreciation is proved incontestibly,

by the rise in the prices of all colonial and foreign commo-

dities exceeding 100per cent. while the prices of the latter,

in sterling money, or in reference to the original sterling

value which the Rix-dollar represented, have fallen gene-

rally about 40 per cent.

66
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The opponents of the theory of depreciation speak of it

in a vague and indefinite manner. At one time they say,

papermoney may become of less value without being de-

preciated;" and at other times, they talk of currency

fallen in value, or depreciated,"-thus using both terms

synonimously, and in a different sense, as suits their own

views ofthe question. In my view of the subject, depreci-

ation means, that the symbols or tokens ofvalue, whether

coin or paper money, pass currently in the country where

they are issued, at a less value than they were originally

issued to represent.

Paper money has no intrinsic value, and therefore when

it passes for a less value than it was issued to represent, it

must be owing to an over-issue. As has already been

stated, this can only happen to forced paper money, and,

upon an historical examination, it will be found, that forced
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paper money alone, has ever really been depreciated.
Look at the American papermoney; the French assignats ;

the paper money issued by the Governments on the Conti-

nent ; the Spanish, Austrian, Prussian, Russian,-all have

beendepreciated : and the proof is, that they have passed,

and do pass, at a less value than they were originally

issued for by those Governments .

In regard to the question of depreciation of Bank of

England notes, subsequent to the Bank Restriction Act, it

appears not to be essentially connected by any analogy of

circumstances, or induction of facts, with the state ofthe

colonial currency. On a general view of the subject, it

does not appear that the circumstances and condition of

the British Empire can, on any just principle of reasoning,

be tortured into a comparison with the past or present con-

dition of the Cape. Whether Bank ofEngland notes were,

or were not, depreciated, is a fact on which the wisest

heads have been, and still are, at issue. That it was de-

preciated to a certain extent, though not so much as was

asserted by some individuals, seems now to be the more

general, and, probably, more correct opinion ; an opinion,

too, maintained by Mr. Trotter's most favorite authorities

the Quarterly Reviewers. But in acountry like England,

with such extensive commercial transactions, many causes

must obviously have been in activity, calculated to produce,

as well as to counteract, depreciation, which cannot possi-

bly, by any stretch of assumption, be predicated of this

colony. They who deny depreciation, of course deny any

general rise of prices from this cause, and ascribe it chiefly

to increased demand, increased taxation, and other causes ;

but, though such an effect might be produced partially by

these causes, they will not account satisfactorily for the whole

rise of price. Increased demand will, infallibly, create in-

creased supply, and unless the cost of production is en-

hanced, prices and profits will fall to the ordinary level.

But so far from any addition to the cost of production in

the general products and manufactures of the country, hav-

ing taken place, we know that the great and numerous im-

provements introduced into almost every employment,

where machinery could supplant labor, tended materially to

counteract the effects of increased taxation.-Demand in-

creases prices permanently, only when there is an actualin-

crease in the cost of production, because the payment of
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this cost is the condition of the supply. Moreover, the

demand for English commodities, is, at the present day,

more intense anduniversal than during the war, yet prices

have fallen 50 per cent. Prices also fell before the load of

taxation was entirely removed, or could have ceased to en-

ter into the cost of production. From these, and many

other causes of a similar nature, which the limits of this

Essay will not allow me to detail, there are good grounds

for believing that the rise of prices during the war was

owing, in a great degree, to over-issue of Bank notes. In

issuing paper money, there is, as Mr. Ricardo justly ob-

serves, no point more important than to be fully impressed

with the effects which follow from the principle of limitation

in quantity, and it will scarcely be believed fifty years

hence, that there were men, and very able men too, who

contended, that, the issue of notes by the Bank of England,

unchecked by any power in the holders of such notes, to

demand in exchange for them, specie or bullion, had not,

nor could have, any effect on the prices of commodities,

bullion, or foreign exchanges.

During the periods of depreciation, particularly 1809-10-

11, a commodity that sold in London, at a price of 27 shil-

lings, was paid for either with a Bank note and five shil-

lings, or with one golden guinea, or with from 16 to 17

silver shillings. If this be not depreciation of Bank paper,

what is depreciation ?

Mr. Trotter quotes at length the opinion of Lord Castle-

reagh, in regard to non-depreciation. But his Lordship's

opinion on this subject, possesses no higher claim to autho-

rity than his own. His Lordship never abandoned the

original plan of denying the depreciation of Bank notes

during the war. This opinion, too, was supported by the

voice and influence of the whole funded and monied interest,

the whole weight of administration and their adherents, in

and out of parliament. It was ahard and ungracious task

to convince some men that there could be any difference

between the value of a guinea in gold and a pound note

and a shilling. The opinions of a statesman far more pro-

found, and more deeply imbued with just principles in every

department of knowledge, may, however, be successfully

opposed to the opinions of Lord Castlereagh. These are

the more to be appreciated, as the gentleman to whom I

* Vide Malthus on Supply and Demand.
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allude, was at one period of his life, a decided opponent of

the " theory of depreciation." Mr. Peel is that minister

who had the candor to acknowledge, in his speech on the

subject ofthe restoration of the currency in May, 1819, the

errors which he had before entertained on this subject, viz,

that " the currency or paper money had not been depre-

ciated," and he says, that " he does it without pain or re-

morse, since he now sees that the paper money had been

depreciated, and silver having risen to 7s. 3d. an ounce,

and gold to 110s. perounce, at the close of the war, as paid

for in the paper money, was a clear and convincing proof

of that depreciation. "

The alteration in the current medium arose entirely out

of the Bank Restriction and subsequent enactments' for

preventing thedepreciated bank paper from being sold like

other commodities, at its market price, whereby it was

rendered essentially a legal tender, and aforced paper cur-

rency...

The necessary effect of these measures was, the exces-

sive multiplication of bank paper of various sorts, and the

total disappearance of gold coin from circulation, with a

proportionable rise in the price of gold, and of all other

commodities, or, whichis the same thing, an excessive fall

in the value of that symbol or commodity with which the

other commodities were measured or bought, so that the

twenty-shilling note, although still denominated a pound

sterling, was, in point of fact, nolongera pound sterling, but

only a pound currency, of the value of from twelve to

fifteen shillings ; having suffered both at home and abroad,

a depreciation equal to 33 per cent. on the average of its

nominal value, whether that value were estimated or

measured by a foreign bill of exchange, a light guinea, a

loaf of bread, ajoint of mutton, the wages of labor, orany

other commodity in commonuse-a pound note, or a pound

sterling, therefore, was the representation of only thirteen

shillings and four-pence, or thereabouts, of real unrestricted

metallic currency, being as easily acquired, at that period,

by any species of labor, profit, or industry, as thirteen shil-

lings andfour-pence was previous to the Bank Restriction,

(or is at the present moment), and of no greater worth or

efficacy for the ordinary purposes or affairs of life.

The capital error. Mr. Trotter has fallen into, is in as-

suming that the " disorders " of the currency and the em-

barrassed state of the mercantile interests, are chiefly owing
E
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to excessive importations and over-trading ; and also,

that there is a strong analogy in all the circumstances of

the case,betweenthe state of the English currency during
the war, and the past and present state of the colonial

currency.

It has been shown that both reason and argument,

grounded on a legitimate induction of facts, go to disprove

Mr. Trotter's views on the question of the depreciation of

Bank notes; and, as far as the analogy of circumstances

can be pointed out, a different conclusion would result.

From the preceding brief exposition of some of the dis-

tinguishing criteria of depreciation, the reader will find

no difficulty in tracing the strong analogy between the

facts above developed and the currency of this colony.

---The Rix-dollar originally represented a real metallic

value, corresponding to the Dutch coin of that denomina-

tion, and equal in Dutch currency to about 4 shillings and

two-pence sterling money. The difficulties in which the

Colonial Government was involved, compelled it to recall

the silver coin in circulation, and to substitute a paper cur-

rency of the same value. The paper thus issued was paid

off and destroyed. Financial embarrassments however,

again compelled the Government (not to substitute Bank

paper in lieu of specie, but) to create and issue paper

notes, at an equivalent value with the specie in circula-

tion. These issues being at first moderate, and being

received in payment of taxes, &c. the paper continued

generally at par; and in 1802 and 3, when the paper

in circulation did not exceed 1,300,000, it passed at the full

value it was issued to represent. By subsequent augmen-

tations , however, it exceeded 2,000,000, the amount in cir-

culation, whenthe colony came into our possession. Soon

after, a depreciation manifested itself, and though the Go-

vernment endeavoured by various Proclamations to keep

up its value, it nevertheless continued to pass at a discount

in favor ofspecie, commodities, and bills of from 15 to 30

percent. By the subsequent issues of paper it has fallen

64per cent. below the value it was issued to represent.-

The Rix-dollar is now merely anominal value-itno longer

represents its original value in currency, though the

mines are as productive, and commodities as abundant as

they were 20years ago, yet the Rix-dollar is no longer of

* The Amsterdam Rix-dollar banco, (agio 4per Cent.) was equivalent in

silver to 58 1-6th pence, or 4s. 10d.
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equal value in circulationwith the specie it represented.

The creditor and annuitant of 1806-10 are alike sufferers .

The debtor of 1810 can now pay off his debts with 2-5ths

ofthe value which that debt represented. He who owed in

1806 20,000 Rix-dollars, or 16,000 Spanish dollars, can

now pay it with less than 8,000 Spanish dollars .

Many individuals in this Colony, have a very imperfect

idea of the true nature ofdepreciation. The price of a bill

is no criterion of depreciation, unless when the balance of

payments is known with some degree of accuracy; but if

the prices of nearly all commodities rise in nearly the same

proportion as the average prices ofbills, then the exchange

is at par, and the nominal premium represents the exact

amount of depreciation. "InEngland," says Mr. Low in

his valuable publication on the Currency, (and he coincides

with Mr. M'Culloch,) "the unfavourable exchanges were

chiefly nominal, and in regard to foreign payments, the

Bank paper was depreciated to the extent denoted by the

course of exchange."

If labor and other commodities had not risen above the

prices of 1806 and 10, and yet bills had risen 80 per cent.

the exchange would thenhave borne a real premium, arising

from unfavorable balances, and the paper would not have

been depreciated.

The effect ofa continued depreciation of the circulating

medium, must necessarily be highly prejudicial to indivi-

duals, though not always equally injurious to the community

at large.

Individuals who have realized capital during periods

when the depreciation was less extensive, must now be con-

siderably abridged in respect to the means of retiring from

business. A capital of 100,000 rix-dollars realized ten

years ago, and then equal to 11,000l. sterling, willno longer

command the samevalue, or the same quantity oflabor and

commodities, their fortunes are vested in paper money,

or in unredeemable securities, and must fluctuate with

every fluctuation in the currency. But though the power

of individuals to command the same quantity of productive

capital, that was represented by the currency, at the

time it was realized, no longer exists, the Colony is not

necessarily a loser in the same sense, or to the same

extent. The real productive capital of the Colony con-

sists in raw produce, machinery, or fixed capital, and

commodities ; the quantity of these materials is not ne-
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cessarily affected by any increase or diminution of the

paper money, the aggregate of the latter is a mere re-

presentative of aportion ofthe former. Depreciation, there-

fore, only alters the proportion of real capital represented

by a portion of the circulating medium. It diminishes the

amount of real capital which individuals possessed ofmoney

can command, without diminishing the aggregate capital of

the Colony. It must therefore transfer some portion of real

capital to some other class of the community. If it be

transferred to the Government, the greater portion of it

must be consumed unproductively. If it had remained

in the hands of its original owners it would have been em-

ployéd productively. It has, however, been consumed

unproductively by Government. Capital employed in the

productive departments of commerce and agriculture, adds

to the stock of society ;-it not only replaces annually what

is annually consumed, but realizes a surplus in the shape

of profit. It is from the annual surplus, or saving, that

capital and the funds for the maintenance of labour accumu-

late; and it will be employed productively when left to its

own course ; but when consumed by Government it canyield

no return-no surplus, and consequently the accumulation

of capital is prematurely stopped. The wide distinction

between public and private expenditure has been too fre-

quently misapprehended, and involved in obscurity, by in-

judicious attempts at explanation, and by the zeal of parties

involved in political warfare.

'The depreciation of the currency, arising from the over-

issue made by Government, by which it possessed itself of

a portion of the capital of the Colony, had the effect, there-

fore, of'diminishing the annual profit or surplus destined

for re-production ; and by withdrawing it from those who

were formerly possessed of capital, it obviously deprived

them in a corresponding degree, of the fruits of their indus-

try and labor.

There can be no " diseased State of the Currency,"

except from over-issue. Either there was too little, or

there was too much currency in circulation ; if the former,

it would have risen in value, without adding to, or sub-

tracting from, the capital of individuals. If, instead of fall-

ing, the currency had been constantly rising in value, cre-

ditors wouldhave benefitted at the expense of debtors : as

the case is , the latter have benefitted at the expense of the
former.
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This is a subject of the utmost importance to all classes ;

and a right understanding of it will enable them to com-

prehend the extent of the evils which may result from an

injudicious attempt to force the circulation, and use of a

commodity, inordinately exceeding the demands of the

public. (The Reader is referred to Appendix, A.)
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SECTION III.

THE doctrines of Exchange and Currency are very inti-

mately connected with one another; and though it be easy

to state the principles of each, examined separately, yet

whenviewed conjointly it is very difficult to arrive at con-

clusions to which many forcible objections may not be

brought forward. It is proper, however, to state, in as

brief a manner as possible, the principles which regulate the

course ofexchange between two countries.

When it so happens that the amount for which bills are

drawn, is the same with that for which bills are wanted; in

other words, when the amount due to those who havemoney

to receive abroad, is equal to the amount due by those who

have money to pay, the amount of bills to be bought, and

the amount to be sold, will be exactly the same : for each

man, desirous to purchase a bill on England, there will be

another man, equally desirous to sell one: there will be

neither premium, therefore,on the one side, nor discount on

the other; the bills, or, inthe language of the merchants, the

exchange, will be at par.

When ithappens, however, that the debts and credits are

not equal; that the Cape Colony, for example, has more

money to pay than it has to receive; in other words, has

imported to a greater amount than it has exported, there are

more persons who want to purchase bills on England, than

there are persons to sell them. Those who cannot obtain

bills to discharge their debts in England, must send metals.

That, however, is an operation attended with a considerable

cost. There is therefore a competition for bills ; and the

merchants give for them rather more than they are worth .

Abill, for example, drawn on England, for 1,000l. (the

1,000l. being by supposition equal to 5,000 Rds.) will be

willingly purchased for some thing more than 5,000 Rds.

inthis case the exchange is said to be in favour ofEng-

land, and against the Colony. It is against the Colony, be
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cause whenbills are drawn upon England, there are fewer

peoplewhohave bills to sell, than people who have any oc-

casion to buy. There is a competition, therefore, among

the people who wish to buy, and the price rises. Abill on

England for 1,000l. instead of selling for 5,000 rix-dollars,

will sell for something more. This, it is evident, is an en-

couragement to the Colonial Merchant, who exports goods

to England, and also an encouragement to the English

Merchant, who imports goods from the Colony.

It is very easy to see what is the limit to this variation in

the price ofbills, called in the language of the Merchant, the

Exchange. The motive to the purchase ofa bill, is the obli-

gation ofpaying adebt. The Merchant,however, on whom

it is incumbent to pay adebt in England, can pay it without

a bill, by sending the metal. To send the metal is attended

with acertain cost; if he can obtain the bill without paying

beyond this cost, he will purchase the bill. This cost,

therefore, is the utmost amount of the premium which he

willpay for a bill, and the limit to the rise ofits price. As

the cost of sending the metal, which is agreat value, in a

small bulk, is never considerable, the exchange can never

vary from par to a considerable amount. These principles

govern the course of exchange between two countries pos-

sessing a metallic currency. There is, however, another
case, namely, that ofapaper money, not convertible into

the metallic. This requires to be consideredby itself.

Let us resume the former supposition, that the pound

sterling contains as much of the precious metal as is repre-

sented by 5 rix-dollars ; and let us suppose that a paper

money, not payable in the metals, is issued in England in

such quantity, that a pound in that money is reduced 20 per

cent. below the value of the metal contained in a pound

sterling : it is easy to see that a bill for 100%. sterling, in

this case, is of the same value exactly as a bill for 100%.

sterling when the currency was degraded by losing 20 per

cent. of its metal. Abill for 100l. in both cases, is equal

not to 100 times 5 rix-dollars, but 100 times 4 rix-dollars.

The reason is, that the bill will, in England, buy only as

much of the metal as is contained in 100 times 4 rix-dollars,

it will exchange, therefore, ofcourse, only for a bill of 400

rix-dollars .

The principal source of fluctuationin the nominal price

ofbills, is to be found, says an elaborate and judicious

writer, in the varying value of the paper currency of com
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mercial countries. The disorders which arose in rude ages

from the diminution of the quantity of bullion contained in

the coins of different countries, are now reproduced in an-

other form, and often to a still more ruinous extent in the

depreciation of their paper currency. Suppose that the

circulating medium at Amsterdam is composed entirely of

paper, of only half its nominal value, or which is depre-

ciated 100 per cent.-in that case the exchange between

London and Amsterdam (supposing the English pound as

currency to pass at its original sterling value) wouldbe at
realpar, when it was nominally cent. per cent. against

Amsterdam in favor of London. Double the amount of this

Amsterdam currency would be required to purchase a Bill

ofExchange in London, whenthe currency retained its

value, while half the former amount of English currency,

would now suffice to pay a bill in Amsterdam. The effects

of such a depreciation, would be precisely the same with

those which would follow from a similar reduction in the

value of metallic money. While paper money of Amster-

dam depreciated 100 per cent. constituted the legal cur-

rency, a five Rix-dollar note, insteadof being worth 20

shillings, would only be worth 10s. and the nominal or

numerical value of bills, between London and Amsterdam,

would be regulated accordingly. On the hypothesis that

the English currency is depreciated 20 per cent. and that

of Amsterdam 100 per cent. the nominal exchange would

be 80 per cent. against the latter, and so on. If the cur-

rency of both countries were equally depreciated below

their proper standards, then it is obvious there would be no

variation in the real par; but whenever the currency of

countries trading together is depreciated in an unequal de-

gree, the exchange will be nominally in favor of that

country whose currency is least depreciated, and nominally

against that whose currency is most depreciated.

The facts may be expressed in the form ofa general rule :

a bill drawn upon any country, is equal in value, when it

arrives in that country, to all the precious metal which the

money for which it is drawn can purchase in the market :

a bill for 100l. for example, is equal to all the metal which it

can purchase, whether it is the same quantity which would

be purchased by 100l. sterling, or less. To whatever

amount the portion which it can purchase is less than what

could be purchased by 100l. of the coins to that amount, the

paper money is degraded below what wouldbe the value of
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the coins, if they circulated in its stead. The exchange,

therefore, against any country, can neverexceed the amount

of two sums ; the difference between the value of the de-

graded and the undegraded currency, or the difference be-

tween the nominal amount of the currency and the quantity

of the precious metal which it can purchase, for the first

item; and the expence of sending the metal, when purchased,

as the second. It thus appears how perfectly unfounded is

the opinion of those (and some political economists of great

eminence are included in the number) who conceive that the

_real, notmerely the nominal, exchange, may exceed the ex-

pence of transmitting the precious metals. They say, that

when by some particular cause a great absorption of the

precious metals has takenplace, creating a scarcity, in con-

sequence ofwhich goods must be sent from the country

where it is scarce, to bring it back from the countries where

it abounds, bills drawn upon that country may be at a dis-

count, to the amount not singly ofthe cost of sending the

precious metal, but of the cost of sending goods to pur-

chase the precious metal, that ofbringing home the precious

metal, and that of sending the metal in payment of the bill,

united. Two things are to be remarked upon this argu-

ment:-In the first place, it overlooks this circumstance,

that a certain number of pounds, in the paper money, can

always purchase the precious metal at the market price. To

whatever degree the quantity which would have been con-

tained in the same number of pounds in full undegraded

coins, to that degree the currency is degraded. The ex-

change is then affected nominally, according to the use of an

ill-contrived language; but, really, not in the smallestde-

gree. The quantity of the precious metal which the bill

will purchase, is its value as compared with a bill expressed

in rix-dollars containing a certain quantity of the metal.

The whole of the additional cost is the expense of sending

the metal. The expense, therefore, ofsending the metal, is

the measure of the real exchange. All the rest is nominal,

and affects nothing but the language.
An objection, however, is urged against this conclusion.

Somepersons affirm, that the amount of an unfavorable ex-

change, may extendfar beyond the cost of sending bullion,

and the depreciation of the currency, the two circumstances

by which we have said that it must always be limited.

The argument in favor of this affirmation is, that in case

ofgreat foreign payments, either on account ofGovernment,
F

1
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or unusual importations ; as ofcorn in a time of scarcity,

there may be a great difficulty in procuring metal to pay

the balance. Itmay be necessary to bring it from a foreign

country, and of course to send goods in order to pay for it.

In that case, the importer of the bullion has to incur the

whole expense of sending abroad the goods, in addition

to the expense of transporting the metal. For a bill of

exchange, therefore, he will give a premium, equal.not only

to the cost of remitting the gold, but to the additional and

much greater cost of sending the goods which are to pur-

chase the gold.

The mistake which is involved in this argument may be

easily shewn.

If there is a paper money not convertible into metallic,

and ifmuch gold has been taken out of the country, it fol-

lows, there being a demand for it, that gold willrise in price.

When it rises in price, the meaning is, that it costs a com-

paratively large amount of paper. Paper, however, will.

still buy it ; and the difference between what the paper will

buy, and the quantity which would be contained in an equal

amount of metallic money, is the depreciation of the paper.

It may be said, it is the gold which has risen, not the

paper which has fallen .

That is another question. It is still true that the paper

is of less value than the coins would have been. It is de-

preciated, therefore, as relates to the coins. That is what

is here meant by depreciation. *

How then stand the facts ? A Colonial Merchant owes a

certain sum of money, that is, a certain weight of gold, to

England. He can send gold, or he can send a bill. If he

sends gold, he must buy it with his paper, and incur the

cost of sending. He will, however, buy a bill, if he can

get it, for less paper than the cost of the gold and the ex-

pense of sending united ; and not otherwise. But the gold

costs him as much paper as the paper would be worth, if it

were not depreciated, and as much more as the depreciation

amounts to . The cost of the bill, therefore, never can ex-

ceed the quantity of paper which includes the two, together

with the cost of sending the gold ; in other words, the pre-

mium upon it never can exceed the amount of the deprecia-

tion, and the cost of remitting the bullion, together.

If we suppose that the money of Poland, call it a rix-

dollar, is such that it is equal to one-fifth of a pound ster-

* Mill on Exchange.
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ling, it will be easy to trace all the possible cases of the ex-

change. If the quantity of corn bought in Poland, for

England, cost one million of rix-dollars, and if the cloth,

which in like manner is bought in England for Poland, costs

200,0001. bills drawn uponon Poland for the said 200,0001.

will exactly pay for the one million of dollars, and the ex-

change will be at par, being in no degree affected by the

cost of carriage, either of the corn or the cloth. If the

value of the cloth imported by Poland were less than

200,000l. England, no doubt, wouldhave a balance to pay,

and bills on Poland would bear a premium. They could

not, however, bear a premium beyond the charge of sending

bullion ; because, at this additional cost, the English im-

porter would discharge his debt without the medium of a

bill. It thus appears, that, in constituting an unfavorable

exchange, the cost of carrying the bullion from the country

which owes the balance, is the only circumstance to which

any effect is to be allowed.

This balance may have accrued at a time when there has

been a great drain of gold from England, when it is not

easy to be procured; in other words, when England has a

great demand for gold from abroad, and is obliged to send

an unusual quantity of her goods to procure it. This will

have no effect upon the exchange. Whatever may be the

expense, in goods, which England must incur in order to

procure the bullion she demands, so long as her currency is

not depreciated, so long as her pound sterling isis equal to

5 rix-dollars, so long will she pay a balance of5 rix-dollars

by one pound sterling, adding the cost of sending that

pound.

If, indeed, her pound becomes depreciated, and is no

longer equal to 5 rix-dollars, that is to say, will not buy as

much bullion as 5 rix-dollars, the exchange may be unfa-

vorable to the amount of both the depreciation and the cost

of sending the bullion. In this, however, all that is pro-

duced by depreciation is nominal merely. That alone

which is produced by the cost of sending, is real ; and this,

it is evident, is all that ever can be included in an unfavor-

able exchange. We may now state some of the general

principles which are more particularly applicable to the ex-

isting state of the currency and foreign exchanges.
1st. " As has already been stated, in the year 1806, the

paper rix-dollar passed in common currency for about three

shillings and four pence, sterling, the standard unit being
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four shillings . Now, in myview of the nature ofdeprecía-

tion, when the symbol or rix-dollar passes in common circu-

lation, for a less proportion of the standard unit than it was

originally issued to represent, it is depreciated. For in-

stance, when the rix-dollar passes for one shilling and six-

pence halfpenny (1s . 6d.), the value it was issued to repre-

senthaving been four shillings, it is really and truly depre-

ciated, though, perhaps, not to the extent implied by the

difference, because silver itself varies in value. If a Mer-

chant at the Cape draw a bill on London for 100l. he will

not take as payment 500 of these rix-dollars, that pass cur-

rently at 1s. 6d.; because 500 of these would be equivalent

only to 461. 3s. But, if when rix-dollars are passing cur-

rently at four shillings, 1300 were demanded for a bill on

London, the real exchange would in that case be exactly

160 per cent. against the Colony."

2nd. " The distinction is obvious : when the symbol or

rix-dollar passes at an under-value, in respect to the unit it

was issued to represent, in the purchase of commodities,

and is taken for bills at the same under-rate, then these

tokens, or paper rix-dollars, are without doubt depre-
ciated*."

3d. If on the other hand, symbols or tokens pass

readily in all cases, at thefull proportion of the standard

unit they were issued for, and at the same time will not pur-

chase a bill of exchange according to that proportion, then

it may be concluded, with certainty, that the exchange is in

favor ofthe foreign country. This last principle obviously

does not apply to this Colony, because the rix-dollar does

not pass at the full proportion of the standard unit ; and

therefore, we cannot deduce from it alone the real course of

exchange.

4th. When the medium is part coin and part paper

money, it may occur that these coins become of such value,

as to bear a premium, and are taken at a higher proportion

of the standard than they are issued to represent. Where

this happens, and the coins are thus taken to be sent out of

the Colony, as a remittance; and if at the same time, the

paper money passes within the Colony at the exact rate it

was issued to represent, then it may be concluded, that the

balance of payments is heavily against the Colony; that the

coins are raised in value in consequence of being in demand

for remittances, inwhich case the paper would not be de

* T. Smith on the Principles of Political Economy.
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preciated. Neither does this last principle apply to the

circumstances of the Colony, for the paper rix-dollar does

not pass at the rate it was originally issued to represent,

therefore the converse of the proposition holds true, that,

as the paper rix-dollar does not pass at its original standard

value, the notes must therefore be depreciated, though the

extent of this depreciation must of course be determined

upon other principles. For, let us suppose an apparent de-

preciation of 30 per cent. then the course of exchange might

in reality be above or below par; but the state of the foreign

exchanges could not be accurately known, unless the limit

of depreciation also was known, and there might be a very

great depreciation when the course of exchange was exactly

at par. When the real exchange, therefore, is at par, and

the nominal depression is 120 per cent. then this last quan-

tity indicates the exact limit of depreciation.

The principles just stated, as applying to the question of

depreciation, are drawn from the writings of the most able

economists of the present age, and appear to be so irre-

fragable, that it is unnecessary to extend this essay, with

copious extracts from the writers alluded to. That the

paper rix-dollar does not now pass in currency at the origi-

nal value it was issued to represent, is not disputed; and

while almost every person in the Colony admits the fact of

a very great depreciation, the onus probandi certainly rests

with those who contend, that the rix-dollar is not depreci-

ated, but that the balance of payments has always been

against the Colony, accumulating from year to year since

1806, till at last the debt against the Colony is so great, as

to raise the real exchange in favor of England more than

170 per cent. It is evident, however, that such a result is

altogether contrary to, and inconsistent with, the principles

unfolded under the second and third heads of the preceding

argument. If there was a real rise in the exchange, to the

extent indicated by the nominal premium, the paper rix-

dollar ought still to pass at four shillings, in all the internal

transactions ofcommerce. In this case, that is, if the rix-

dollar passed readily in exchange for commodities at its

original value of four shillings, then if bills for sterling

money bore apremium of 170 per cent. on the current value

of the rix-dollar (4s.), it might with certainty be concluded,

that the real exchange was in favor of the foreign countries

to this amount. But we know that the rix-dollar does not

pass in exchange for the mass ofcommodities at its original
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value ; in short, we know that, in no sense whatever does

the rix-dollar pass at its original value of four shillings, or

14 to the Spanish dollar. If it did, and the premium still

continued at 175 per cent. it cannot be doubted, that this

amount would be a correct exponent of the balance of pay-

ments. From these principles, and in reference to the facts

above stated, the following corrollaries are deduced :-

First, When the token, or Rix-dollar, does not pass

readily in all cases, at the original value it was issued to

represent, and will not purchase a bill of exchange accord-

ing to that proportion, then the rix-dollar is depreciated ;

and when the real course of exchange is at par, the nominal

rise above par is the real amount of depreciation.

Secondly, When the real course of exchange is below

or above par, then the nominal discount exceeds or falls

short of the true depreciation, by the quantity indicatedby

the real rate of exchange, below or above par. That is, if

the apparent premium on the exchange be 100 per cent.,

and the real course of exchange 10 per cent. against the

Colony, then the depreciation ofthe Rix-dollar is 90 per cent.

and if the exchange be 10 per cent. in favour of the Colony,

while at the same time it is nominally 100per cent. against

it, the real depreciation of the paper is 110 per cent.*

In regard to the immediate effects of a sudden addition of

from 25 to 50 per cent. to the currency of the country, on

the real course of exchange, political economists are by no

means unanimous. The question is one of a very abstract

nature ; and to form any thing like a correct opinion, it

would be necessary to enter into researches too detailed for

the limits of this Essay.

That a sudden influx of currency will enhance the pre-

mium on the exchange in favour of sterling money, seems

sufficiently certain from what has already been said, and

from other circumstances to which I shall advert in the

sequel ; but its influence must necessarily be very transient.

After the lapse oftwo or three years, the prices of circu-

lating commodities of every description accommodate them-

selves to the altered value of the currency ; and after a cer-

tain time, the currency can have no effect on the real course

of exchange, nor the rate of exchange on the currency. The

rate of exchange, therefore, can never be really against the

Colony, unless the balance of payments be against it. But

*T. Smith's Principles of Political Economy,- vide Section on Exchange.

Supplementto the Encyclopædia Brittannica, Art. " Exchange."
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the balance of payments can never be permanently, or even

for several years, against a country. Were this the case a

country would soon cease to import. No man will continue

to lend money from year to year to an individual, to whom

every additional sumthat is lent only renders payment more

impracticable. No merchant in England will, for a series

of years, export goods to this Colony at an annual loss ;

and no merchant here will, for a series ofyears, continue to

sell goods at a less price than they cost him, and thus pay

the balance out of his own capital. Unforseen circumstances

may compel him for a year or two to sell at a loss, or at

least without an adequate profit ; but he will rather relin-

quish the business than encroach on his own capital, in order
to accommodate his customers with commodities at a lower

price than he paid for them. On every principle of reason

and argument then, the assumption of a large balance of

payment against the Colony,commencing with 1806, is pre-

posterous, even were it not disproved by indubitable facts;

and were not the fact of depreciation not already sufficiently

substantiated.

In stating that the real course of exchange cannot be

permanently affected by the state of the currency, this is to be

understood only of a currency that has reached its greatest

limit of depreciation ; but where the limit is uncertain, or

where, from an injudicious system ofbank issues, the value

of the paper fluctuates, as the caprice or necessities of indi-

viduals may suggest, without any reference to the actual

demands of commerce, it is clear there can be no certain

limit to the rise or fall of the depreciation ; * and if the cur-

rency be at any time more loaded with bank notes than at

another, for which there is no immediate employment, the

surplus must obviously operate to raise the real exchange,

because those who possess the surplus will enter the mar-

ket for bills, and offer a greater premium than those who

possess less of the means of purchase. In short, an injudi-

cious and ill-regulated system of bank issues, has precisely

the same effect as a forced issue of paper money ; since, as

is justly observed by a writer frequently quoted, " it gives

*Mr. Pinsep, in his Notes on Mr. Say's Work on Political Economy, observes,

with respect to currency, " that nothing more is requisite than steadiness ofvalue

in the home market, for the better calculationof international dealings. But it is

quite immaterial to the nation whether its currency be permanently high or per-

manently low in foreign estimation, so that its value be permanent, and does not,

by its repeated vibration, discourageforeign ventures, by the uncertainty of the
returns."
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immediatemeans to more purchasers, without adding to the

number of bills on sale ; and thus, competition, originating

not from a balance of payments, but from a redundant

issue, raises the premium against the Rix-dollar, far above

the ordinary limit of depreciation. In this manner the ex-

changemay be affected by a forced issue of paper money,
long before the excess shows itself in a permanent rise in

the prices of commodities ; and thus, undoubtedly, indivi-

duals may and have sustained losses, by being obliged to

give a higher premium on bills than that to which prices had

been previously adjusted. It is thus that every successive

rise of premium, originating in the issues of currency not

called for by demands of commerce, necessarily acts to the

loss and disadvantage of the Merchant. His remittances

being made in payment of commodities, his prices are of

course adjusted to the premium of a preceding period; if,

therefore, after these commodities are disposed of, the

premium rises from 10 to 20 per cent. he must not only

forfeit his acquired profits, but probably some part of his

own capital, or he must be in arrears to the home ex-

porter.

Hence it is evident, that a vitiated state of the currency

arising from over issue, or from circumstances not con-

nected with the demands of commerce, may not only affect

the nominal, but also the real, course of exchange, by the

losses to which individuals are subjected, and the conse-

quent balances which, among agreat number of individuals,

may accumulate from these causes.

It is clear, however, that losses from this circumstance to

such an extent as to affect materially, or for any length of

time, the balance of payments cannot occur. The losses

thus sustained must either be paid by the Merchant out

of his capital, or he must cease to import, or, finally, he

must raise the price ofhis goods so as to meet any pro-

bable extra premium. He cannot and will not continue

to trade at a loss. If he does not pay punctually, he will

not obtain credit. If an English Merchant in London,

sends goods to the colony on his own account, by which he

loses, he will not persist in trading at a loss ; and if a

Merchant at the Cape commission goods, he must pay

for them in some way or another. But if the premium de-

pend in a considerable degree, on the scarcity of bills-if

the bills in the market, and the value of the produce ex-

ported, amount to no more than 100,000l. while imports
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exceed 150,000l. it is evident that no rise of premium can

enable the merchant to obtain bills for 150,000l. There is

no means of buying 50,000l. except by the export of bullion .

But how is the bullion to be obtained but by the export of

produce ? Hence imports can be paid only by exports of

produce. There is no buying without selling, and ifEng-

land will not take produce, the Colony must cease toimport.

The merchants in London must either lose the whole dif-

ference between the value of the exports and the value of

the imports, or they must cease to import their goods into

this Colony. If the London Merchants export goods, they

must do so, under the certainty that they are to lose 50 per

cent. annually. This they must hitherto have done if the

exports have fallen so far short of the imports, as is

asserted by those who contend, that there is no deprecia-

tion, nor over-issue of currency. That a commercial in-

tercourse should have subsisted under such conditions, for

a period of 16 years, is a supposition, not warranted by ex-

perience or reason. On this subject Mr. M'Culloch justly

observes, that " a real premium, when originating from a

scarcity ofbills, can never exceed the expense of sending

specie, or bullion, from the debtor to the creditor country ;-

and that the real exchange cannot continue for any con-

siderable time unfavorable :-that it has atendency to correct

itself, and cannot vary from par greatly above the cost of

freight, insurance, and commission, in sending bullion.

The assumption, therefore, ofa constant balance of pay-

ments accumulating in a compound ratio, from year to

year, is not only groundless, but perfectly absurd. For

three or four years together, there may be a balance ofpay-

ments against the Colony, but not for sixteen or twenty

years; and in all events such a balance could not operate

onthe exchange, because, as elsewhere stated, there would

be an inability to pay it, and there wouldbe no funds where-

with to offer a premium to discharge it .

Theywho contend, that the paper is not depreciated, but
that the high premium in favour of sterling money and bills,

is owing to a heavy balance of payments, appear entirely to

misunderstand the nature of a real premium on the ex-

change. A one pound English note, where it passes in

currency for 20 silver shillings, and where its value in pur-

chasing commodities is of equal efficacy with20 shillings, is

not depreciated. In this case, if to pay a debt of 1007.

* This subject will be resumed in another Section.

G
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sterling in a foreign country, 110l. were given for a bill, the

additional 10%. would evidently be a real premium on the

exchange, in favor of the foreign country.

On the other hand, ifa one pound Bank note passed in

circulation at a less value than it was issued to represent ;

if, for instance, it would not purchase more commodities

than could be obtained for 18 silver shillings, it would evi-

dently be depreciated 10 per cent. In this case, as in the

former, if to pay a debt of 100l. sterling to a foreign coun-

try, 110l. in Bank notes should be required for a bill of

exchange, the exchange would evidently be at par; since

the 110l. in the latter case is equal to no more than 100l.

sterling currency. The additional 107. it is clear, is the

effect of depreciation, and supposing the course ofexchange

against England to be 10 per cent. it would require 121 of

the depreciated notes to purchase a bill to pay 100l. ster-

ling in the currency of the country inwhose favor the bill

is drawn (10 per cent. on 1107. depreciated Bank notes

being equal to 1211.) The exchange, therefore, though

only 10 per cent. against England, would be nominally 21

per cent. against that country.

On the same principle, ifthe rix-dollar note was equiva-

lent in circulation, i.e. in the purchase of commodities, to

the value it was issued to represent (1) being equal to a

Spanish dollar), or about four sterling shillings, it would

not be depreciated; and if 500 of these notes purchased a

bill in England for 100%. sterling *, the exchange would be

at par ; but ifwhile the rix-dollar passedfor four shillings,
a bill for 100l. could not be obtained for less than 625 rix-

dollars, the course of exchange would be then precisely

25 per cent. against the Colony. On the other hand, if

the rix-dollar was so depreciated in circulation as to pass

for only three shillings, or to purchase no more commodi-

ties than could be obtained for three silver shillings, there

would obviously be a depreciation of 25 per cent. in which

case, if a bill for 100l. cost no more than 625 dollars, the

exchange would be at par, because, in this case, 625 de-

preciated rix-dollars would be no more than an equivalent

to 500 rix-dollars at their full value in circulation.

The observations just made will serve to shew the impor-

tance of carefully attending to the distinction between a

real and a nominal premium ; and this being the most ab

*Bypounds sterling, I meanpounds of the standard unit of Great Britain,-a

pound sterling in silver, or its equivalent ingold.
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stract part of commercial science, a correct apprehension

ofit will enable every individualtojudge for himself.

In another section it will be satisfactorily shewn, that the

assumption of a balance of payments, is groundless, and

that the exports have been at all times adequate to pay the

imports.

It has been shewn, on general principles, that an accu-

mulating balance of payments, is incompatible with the

existence ofcontinued commercial intercourse. Proceeding

on the same general principles, I affirm that even in the

absence of any other criterion for determining whether the

currency is or is not depreciated, the rate of exchange will

be a true criterion of its value.

This doctrine is very ably illustrated inan article on the

" State of the Currency," contained in the 52d No. of the

Quarterly Review, and the principle unfolded in that essay

is so perfectly accordant withjust and rational views of the

subject, that applying the same principle of reasoning to

the state of the currency in this Colony, there cannot, I

think be a doubt that the nominal premium on the exchange

is ascribable in a considerable degree to the depreciated

value of the paper currency, arising from over-issue. The

Reviewers observe, thatin order to make exchange serve as

an index of this value, we must pre-suppose the balance of

payments to be accurately known, just as we must pre-

suppose the intrinsic value ofthe currency to be accurately

knowu, in order to serve as an index of the balance ofpay-

ments : one of these points must be fixed in order to mark

the variations of the other. If both are in motion, and that

motion irregular, we cannot determine precisely the state

of the one by a reference to the other. Still adopting the

language of the Reviewer, I observe, that we are not with-

out the means of approximating to the latter. " When the

commerce of a country is in a high degree ofprosperity,

when there is a continued increase of population, wealth,

and trade, and increased internal consumption and produc-

tion (as was the case in this Colony between the years 1810

and 1820), we know that the balance of payments must be

infavor ofthat country, and this balance is indicated in

the regular state of the currency by a rise in the exchange."

Now, it is undeniable, that during the greater part, if not

the whole of the period extending from the capture of the

Colony to 1820, the trade of the Colony was in a state of

unexampled prosperity. From various causes which Imay
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:

hereafter have occasion to notice, the productive energies

of this Colony were called into action to the greatest extent

ofwhich they were susceptible ; not only had the colonial

population increased in number within that period, by

about 50 per cent. but their circumstances had been im-

proved in adegree which can be appreciated only by those

whoknew the state of the Colony previous to its falling

into our possession. In short, no fact, no circumstances

canbepointed out which do not clearly prove the rapid

advancement of the Colony in wealth and riches, arising

from the stimulus given to the productive powers of the

soil, by the increased foreign demand for its produce, toge-

ther with the extensive consumption occasioned by the gar-

rison and the shipping belonging to, and touching at the

Cape for supplies. Yet, during the whole of this period,

the exchanges were nominally unfavorable. In 1810,

before the first issue of paper money to the amount of

500,000 rix-dollars, the exchange with England averaged

25 per cent. In 1814, before the second issue of an addi-

tional 500,000, it averaged 65.

Rates ofExchange with England,from 1805 to 1824,

1806Premium per Cent. 26 Sept. 10, Premium pr Ct. 91

1807 30 Νον. 14, 101
............

1808
........ 20 Dec. 13, 114

............

1809 18.

1810 24
................ 1817,

1811 .. ............. 45 Jan. 13, 112.....

1812 ..

....

60 April 28, 117.... .......

1813 ..

65 May 22,
121

............

1814 ..

80 July 11,
130

............

1815, Aug. 29,
137

............

Sept. 27, 80 Oct. 24, 131.....

Oct. 26, ...... 80 Nov. 15, 124............

Nov. 29, 82.....

Dec. 29, 84.. ......... 1818,

1816, Feb. 28,

Jan. 23,

Feb. 23,

March27,

April 25,

June 27,

Aug. 7,

29,

82 March27, ...

.. ......... 87 May 2, ............

............

86 June 30, ....

............ 88 Aug. 24,

....

..........

............ 98 Oct. 8, .... .....

98

.......

25,

.....

...

........ 90 Dec. 19, ............

130...

135

130

131

133

130

122

116
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1819, 1822,

Jan. 22,

....

....

106 Jan. 24,

March6, ..... 106 March 14, ..

........

25,

May22,

............

............

104 April 24, ............

114 May22, ......

June 18, ............ 118 June 20,

July 26,, ............ 123 Aug. 6, ............

Sept. 2, .. ...

122 Sept. 10, .....

24, ...

.... 118 Oct. 3, ...

Oct. 19, .....

....

119 Νον. 8, ....

Nov. 25, ..... ..... 121 Dec. 16,

171...

177

185

193

............ 194

159

...... 180

180
......

161

148

.....

......... ..

Dec. 9, 120

1820, 1823,

Feb. 3,

March 2,

... ....... 124 Jan. 15, ........

......... 124 Feb. 6,

22,

May 17,

July 7,

Aug. 17,

Sept. 14,

Oct. 26,

Nov. 23,

Dec. 7,

...
........ 121 March 20,

............

..........

... ....

122 May 5,

.....

127
............ 31, ....

.....

..... 135 July 5,

... ......

131 Aug. 9,
..... ...

130 Sept. 6, ....

......

... 131 Oct. 18,

131 Dec. 6,

..

....

... 139

132

139

...... 159

...... 173

............ 166

............ 167

.... 173

... 175

... 160....

1821,

Feb. 8,

March 1 ,

20, ....

May 10,

June14, .....

July 19,

Sept. 6,

Nov. 14,

Dec. 19, .....

..

..

134

132
1824,

..... 131 Jan. 16, 135.......

............ 131 Feb. 20, ..... ...... 145

..... 134 April 2, 169............

.... .....

140 July,
195... ...

151 Oct.......... 180

161 Dec. ........ 180

164

The six years ending with 1819-20, was perhaps the

most prosperous period the Colony had ever experienced.

In these years, the greatest possible impulse was given to

production of every description. The demand for supplies

to St. Helena during these years, partly compensated for

the loss of the Garrison. The exports valued at 556,703

dollars, and the payment being made in Spanish dollars, or

in bills on England, must necessarily have gone a great

way to render the balance of payments favorable to the Co-

lony, or at all events, if the balance of payments was

against the Colony, it was very trifling, and could not

have exceeded the cost of transmitting bullion, i.e. from

3 to 12per cent. It is a notorious fact, however, that from
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1810 to 1820, the Colony had been advancing in wealth

and prosperity, and the fact is itself demonstrative, that

the balance of payments during that period could not

have been against the Colony, and this too was most cer-

tainly the case at the time the exchange was nominally

so unfavorable, as to have averaged 120, so far depressed

as to indicate a loss of 120 per cent.

If there had been no depreciation of the currency, it is

perfectly obvious, that the state of the exchange would have

indicated accurately the amount balance of payments in fa-

vor of, or against the Colony; whereas, if we argue, that

there was no depreciation of the currency, the Colony must

have been ruined before the second issue of 500,000 Rds. in

1814. For a real premium on the exchange, for a series of

years, indicates a constant efflux of the wealth and produce

ofthe Colony, without any corresponding return of value,

which is utterly impossible, and altogether contrary to

established facts.

It will readily be admitted, that the period most favorable

to production and to commercial and agricultural industry,

was that, extending from the peace in 1814, to the death

ofBuonaparte in 1820. We may form some idea of the

encreasing property of the Colony, during the period just

mentioned, by referring to the tonnage ofvessels arriving

in Table Bay and Simon's Bay, during the year 1821,

which, exclusive of Men of War, amounted to 71,719

tons; but the tonnage of 1820, we are told, exceeded this

amount. During the same year, the exports of produce, in-

cluding 10per cent for profit on sale, amounted to 2,213,337

Rds. and by bills, to 2,707,855, making a total of 4,921,192

Rds.

The value of the imports, it is said, on very uncertain

data, exceeded this amount, by about a million and a half

of dollars ; but this was the first year after the demand for

the supply of St. Helena had ceased, and when the demand

in the Home market for the Colonial Wines began to fall

off: accordingly the exchange rose in 1821, from 114 to

* TABLE BAY.

British and Foreign Vessels, for refreshments only,.

For the purpose of landing part cargo,.

For landing extra cargo,...

For refreshments,.

SIMON'S BAY.

Tons.

25,585

15,826

15,039

15,272

71,719
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128, and in 1822, to 145; in 1823, to 160 ; and in 1824,

to 180. It is to be observed, that these are the average ex-

changes during each year. In some months the exchange

was so low as 120, 130; and at other times, it exceeded

200. In short, it does not admit of a doubt, that, till the

beginning of 1820, the trade and commerce of the Colony

was profitable to individuals, and conducive to the general

interests of the Colony ; and we know, on very good au-

thority, that in the years 1818 and 1819, the Colonial wines

sold at such a price in the Homemarket, as must "have

reimbursed any balance of payments which may have been

due by the Colony to England." It is absurd to suppose,

that during the whole period adverted to, the balance of

payments was against the Colony; if this had been the case,

instead of advancing in wealth and improvement, the

Colony must have been ruined by the constant efflux of

capital, and the continued drain of its products.

If there was no depreciation, then the value of the Rix-

dollar was always four Shillings, and for every four Shillings

worth of produce, received from, or due to England, the

Colony (when the premium was 150,) had to remit produce

worth ten shillings. This is the real meaning of a constant

premium. For, when the balance of payments is against

England, for instance, say 10per cent, and the currency

not depreciated, then for every 100l. due to a foreign

country, the English merchant must pay for it, either with

produce, which costs in England 1101. or he must pay 110/.

sterling for a bill. It is certain, that if he could pay the

debt of 1001. sterling by produce, which would cost him only

105l. he would not pay 110/. for a bill. If, therefore, the

premium was 150 per cent against England, a merchant

must pay a debt to aforeign country, of 100l. sterling, by

purchasing a bill, for which he would have to pay 2501.

sterling, or he must pay it with produce which would cost

the same price. If he could pay the debt, by buying pro-

duce worth 2001. and sending it to the foreign country, he

would not pay 250l. for a bill. But such a state ofthings, it

is obvious, could not exist, and a country so circumstanced

would soon be drained of all its wealth and capital.

It is evident, that when the exchange is at par, 100l.

sterling will purchase a bill in payment of a debt in a

foreign country, equivalent in the currency of that country

to 1001. sterling, or to the quantity ofgold and silver it re-

presents. If the exchange be 10per cent against England,
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it will require 110%. sterling to pay to a foreign country a

debt equivalent in the currency of that country, to 100l. ster-

ling, or tothe quantity ofgold and silver representedby 100%.

sterling. One hundred pounds worth of commodities, evi-

dently, will not in this case pay a debt of 100l. if it did, no

man would pay 110l. for a bill. He would buy produce

worth 100l. or 1051. to pay it, and thus save five per cent.

but this cannot be done as bills, on the supposition, do sell

at 110l.

Suppose that an English merchant owes a debt of 400

Spanish dollars to a Spanish merchant, and that in England

4 Spanish dollars are of the same value in circulation, as

one pound sterling or 20 sterling shillings. If the exchange

be at par, 100/. sterling will purchase a bill, to discharge

the debt of400 Spanishdollars. If the exchange be against

England 25 per cent., it is evident that a bill will cost 1251.

sterling, or 500 Spanish dollars, to pay in Spain a debt of

100l. or 400 Spanish dollars. If the debt could be paid

with English produce, worth only 100l. or 400 Spanish

dollars, no man would pay 125l. for a bill : but the pre-

mium on bills is 25 per cent. It is evident, that such a

trade would be a losing one to England ; and if continued

for any length of time, would drain the country of its

wealth ; but such a trade evidently could not continue.

No individual will continue to export goods worth 1251.

sterling, to pay a debt of 100l. sterling : but the assump-

tion, that merchants had continued, from year to year, to

incur debts, for every 100l. of which, they had to send pro-

duce or bills which cost 250 or 300l. carries with it its own

refutation ; yet if the rix-dollar is not depreciated, as Mr.

Trotter contends, and the premium of 200 per cent. is a

real premium, for every 100l. of debt, 200 or 300 must be

paid for bills to discharge it, it is the same thing, whether

the person who owes the debt of 100l. or 400 Spanish dol-

lars finds produce to pay it, or buys a bill at a premium of

125l. The person who sells the bill must have credit in

Spain for 100l. or 400 Spanish dollars, for which he remit-

ted produce which cost him, including his profits, 1251.:

for if the produce cost less (say 110/.) the person who

owed the debt would send produce, and thus save 15l.; but

this is not the case,-as on the supposition, the premium

on bills is 25 per cent. againstEngland.

It is evident, then, that ifthe balance ofpayments against

the Colony, was the sole cause of a premium reaching some-
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times to 200 per cent. as is asserted in some quarters: if

the rix-dollar was not depreciated, but retained the same

value as it formerly did, then, for every 100%. due to Eng-

land, the Colony must have sent Colonial produce, which

cost in the Colony 3001. Taking four Spanish dollars to be

ofequal value in England with one pound sterling, then, for

every400 Spanish dollars, due toEngland, the Colony must

have sent produce, which cost 1,200 Spanish dollars, (which

in point of fact is notoriously false.) Such a drain would

evidently have long since ruined the Colony.

It is essentially necessary, that, in perusing this statement,

the reader should particularly remember what is meant by

a real premium on the exchange. " The exchange is ascer-

tained by estimating the value of the currency of one country

in the currency of another. Suppose the rix-dollar and

Spanish dollar to have been of equal value, and that five

Spanish dollars were equivalent inEngland to one pound

sterling currency, then, ifthe premium on remittances be

20per cent. a bill for 100% sterling would cost 600 Spanish

dollars, or its equivalent value 600 rix-dollars. Ifproduce

could be purchased by the debtor for 500 or 550 dollars ,

sufficient to pay the debt of 500 dollars in England, no

person would give 600 for a bill. Hence it is clear, that,

when abill for 1007. sells for 600 dollars, each worth four

shillings in currency, produce of nearly an equal value must

be sent out of the Colony, and thus, when there is a real

premium of 200 per cent, produce worth 1,500 Spanish

dollars must be sent to England, to pay a debt of 500

Spanish dollars, which no man of common sense will be-

lieve. In fact, no commercial intercourse can continue

between any two countries, if the realpremium continues

20 or even 10 per cent. against one of them.†

* Ricardo on Foreign Trade.

+This is to be understood as a general principle, with one or two exceptions ;

as in the trade between India and Great Britain, which is purely a remittance

trade. The excess of exports from, above the imports into, India, from Great

Britain, averages annually about 3,500,0007. I have not been able to discover

howacountry benefits from the efflux ofcapital, without any return. Happily,

thefact ofthe benefits which India derives from her connexion withEngland,

through the Company's Government, does not rest on a principle so utterly absurd

and ridiculous. Yet there are men, who think that the more produce that is ex-
ported from India(without any returns), the more rich and happy the peoplehappy

must become. OurGovernment of India is to be defended on principles far more

creditable. A perfect Government never existed, and the Indian Government

does not profess to be impeccable or immaculate. It is only to be regretted, that

some ofthose writers, whodeprecate and exaggerate the evils and disadvantages

incident toBritish supremacy, argue as if these evils originated solely from the

Government of the East India Company. The question more properly is, would

H
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If the balance ofpayments had been uniformly so unfa-

vorable during the period specified, the commerce of the

Colony could not have been very prosperous ; and instead

of an increase of capital arising from a prosperous trade,

the Colony would have been many years ago in a most de-

plorable condition. We have no reason to doubt, that

during the period mentioned, the commerce of the Colony

was uniformly prosperous, and that the balance ofpayments

was upon the whole in its favor. They who contend that

there was no depreciation, will readily allow, that during a

the country be better governed through any other medium than that ofthe Com-

pany? by being placed on the same footing as the West India Colonies ? Does

the past history of our Colonies justify any such conclusion ? No man ofjudgment

and experience can hold such an opinion. Whatever be the defects ofthe Indian

Government (I speak of the Bengal Government, and as a Servant of that Go-

vernment, I have had many opportunities of knowing its practical merits, ) I

should say that there is nothing good in the system of Colonial policy, which that

Government has not adopted; while in the system ofour Indian administration,

there is much which our Colonial Governments would do well to imitate. There

are few individuals placed in such situations, as to take an impartial and correct

view ofthe excellencies and real defects ofthe internal system ofadministration

in India. It is easy to conjure up fancied and imaginary abuses ; but I maintain,

that " the abuses," if such they can be called, incident to the system, are less

numerous and less injurious, than those which would probably exist, if the Go-

vernment of India, through the East India Company, were abolished.

"Objectionable as the monopoly ofthe East India Company may be in a com-

mercial point of view," (and as regards our Indian Territories these objections do

not apply) " and highly desirable as a reform of many things in the Government

of our Indian Empire may be, it is impossible to contemplate any change

which would put it under the Home Government, without the most lively ap-

prehensions." This is the language of a writer not friendly to the East India

Company. And whatever opinions people may entertain as to the expediency of

abolishing the commercial fanctions of that body, no man who is conversant with

the character and history of our Indian Government, as administered through the

Directors of the East IndiaCompany, can suppose it probable that the country

would be better governed under any other system. Querulous and discon-

tented men, would cavil against an administration of Angels,-the Di-

rectors are fallible like other men, and I do not wish to become their apologist

" in all things; " but where do we find in any Government, or in any part

of the globe, a Controling Board possessed of so much talent, and efficiency,

and who have so uniformly opposed themselves to Mis-Government. As to

the proposal of governing India, in the same manner as the Colonies are

governed, it is surprising that any man of common sense should harbour

such a wish. The Company may be bad enough, but surely there can be

only one opinion as to the inefficiency and vicious tendency of our Colonial

Policy, whether viewed in the abstract, or in its practical effects. I would not

be understood to allude to persons but to principles, to the system itself. In

short, there can be no comparison, between the merits of our Anglo-Indian and

Anglo-Colonial System of Administration. With all its defects, the former is

eminently calculated to conciliate and secure the affection of the great mass of

our Indian subjects. The latter, even in those instances where it is most perfect,

is essentially hostile to the principles of justice and humanity, and incompatible

with the existence of liberal institutions. As respects the merits of our Indian

Governments, the only debatable question is, that of a free Press. But, surely,

every man ofcandor andcommon sense, must allow, that a perfectly free Press

in India, is, tosay the least ofit, a very dangerous instrument in the hands of a

factious demagogue.
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portion of the period alluded to, the balance must have been

in favor of the Colony. Now, granting for a moment that

this was really the case, andthat the currency was not de-

preciated, but retained its original value, we would naturally

seek to find an index in the rate of exchange, to point out

the particular period or year in which this balance was rea-

lized. Now, the real exchange with foreign countries is al-

ways a true criterion of the balance ofpayments, when the

currency is not depreciated. If the value of the exports,

including bills, from the Colony to England, exceed the

value of the goods exported from England to the Colony,

the course of exchange must necessarily be in favour of the

Colony, and the rate of exchange will, when the currency

is not depreciated, be an accurate index of the balance of

payments. It will scarcely be denied, that there has been

some period between 1810 and 1820, when this was the

case ; but on the supposition that, during the period in ques-

tion, the currency was not depreciated, where or when do

we find the exchange nominally at par ? From 1815 to

1819, both yeyears included, there cannot be a doubt that the

commerce and circumstances of the Colony, generally, were

in a state of the highest prosperity, and that the exports did

not fall greatly short of the imports in value. It is suffi-

cient, however, for the prosecution of the argument, to ad-

mit that the value ofthe exports in produce,bills, and other

means of remittance, was just sufficient to pay the imports

into the Colony. This being the case then, we should natu-

rally find the exchange at par, supposing that the currency

was not depreciated ; but again I ask, whendo we find that

this was the case ? In fact, ever since the first issue of rix-

dollars in 1810, but more especially since the second issue

in 1814, there has been a rapid and accelerated fall in the

exchange with England, not excepting any one year. In

1817-18-19, the Colony witnessed its greatest prosperity, in

spite of existing discouragements, and when every circum-

stance argued a prosperous commerce and a rapid augmen-

tation of capital, originating from the foreign demand for

colonial produce, and the consequent favorable state of the

trade, we find notwithstanding these well established facts,

that the exchange varied from 107 to 128.

Here then we have a demonstrative proof, that the extra-

ordinary, but only apparent depression of the exchage was

not owing to the balance of trade being against the Colony,

butsolely owing to depreciation, originating in a redundant

currency.
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They who contend that there is no depreciation in the

currency, must be reduced to the necessity of proving, that

ever since the Colony came into our possession, every year,

without any exception, there has been a rapid efflux ofwealth

and capital from the Colony ; that ever since 1806, it has

been advancing at an extraordinary rate to Bankruptcy and

Impoverishment. If, indeed, such had been the state of

matters, the population must have been reduced to starva-

tion andmisery. Wealth, capital, and improvement must

long since have ceased to exist; and instead of beholding,

as we have done, the effects of an extended and prosper-

ous commerce, in augmenting the population, and in stimu-

lating the productive powers ofthe Colony; in doubling the

annual produce and consumption ofthe Colony (effects alto-

gether incompatible with the assumed fact of a constant and

accelerating balance against the Colony) we should see no-

thing butmisery and poverty, the natural concomitants ofa

system, which had it ever been in operation, must have drain-

ed the Colony of every thing it possessed, and doomed it to

ruin.

No country in the world, circumstanced as the Cape is,

and with such limited resources, could have stood the

heavy drain on its capital and produce for a period of 16

years, indicated by an exchange varying from 20 to 200

per cent. against the Colony.

Wefind from the valuable work already quoted, that the

debts which press so severely on the trade and interests of

the Colony, were contracted chiefly in 1820-21 . These

debts may at the utmost be estimated at 4 millions ofdol-

lars, or about 325,000l. However, assuming that in

1820-21-22, the debt incurred by the Colony, or in other

words, the balance ofpayments due to England, amounted

to 5,000,000 Rix-dollars, we accordingly find this debt in-

dicated by a further rise in the exchange of about 60 per

cent.; that is, the exchange in 1820, when the Colony was

free from debt, was only 128 above par, while in 1822-23,

it rose to 190. Here, then, we have nearly an accurate in-

dex to the nature and extent of the rise in the exchange,

arising from a balance ofpayments amounting to 5 millions.

It is evident, that as no debt, or onlya very inconsiderable

debt, was due by the Colony at the close of 1819, the

exchange, though apparently against the Colony to the ex-

tent of 130 per cent. was in reality at par ; and the sub-

sequent increase of 60 per cent. is a correct exponent of
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the debt incurred in 1820-21-22. Now if it be contended,

that there was no depreciation of the currency in any ofthe

years preceding 1820, it must be concluded, that the de-

pression of the exchange was occasioned by a constantly

increasing debt on the part of the Colony, and using the

exponent above-mentioned, that is a fall of 60 per cent. to

express a balance of 5 million, there must, on this hypo-

thesis, have been a debt due by the Colony at the close of

1819, amounting to nearly 12,000,000 rix-dollars .

It is only upon one of these two principles, that the great

depression of the exchange can be accounted for ; but Ihave

already shewn, that the assumption of a constantly en-

creasing balance against the Colony, commencing from the

period of capture, is utterly groundless, contrary to esta-

blished facts, and stiil more irreconcilable with the single

fact, that until the close of 1819, the Colony had continued

to advance in capital, population, and commercial prospe-

rity. I need not quote the authority of all the most emi-

nent writers on political economy, in support of a doctrine

so well established as this, and which must be known to

every individual of ordinary acquirements, it being an

ascertained fact, confirmed by the testimony of the author

already quoted, as well as from the commercial prosperity of

the Colony, until the end of 1819, that the debt (if any) due

at the close of that year, was very inconsiderable ; and it

is impossible the exchange could have been much above

par, because there were no payments to be made in favor

of England to any considerable amount. The exchange,

therefore, at this period, though nominally 130 per cent.

below par, must in point offact have been nearly at

par; and in 1816, when the exchange averaged 95 per

cent. below par, or was nominally 95 per cent. against the

Colony, it was probably 5 or 10 per cent. in its favor.* In

regard to the items ofwhich the existing nominal premium

is composed, (should the real exchange be unfavorable,)

it must consist of two sums, both the amount of deprecia-

tion, and the real premium or cost of transporting specie or

bullion. The expense of transmitting money from one place

to another, forms the natural limit to fluctuations in the real

exchange. If 10%. suffice to cover the expense and risk

attending the transmission of 1007. from the Cape to Lon-

don, it would be indifferent to a Cape merchant, whether he

paid 101. per cent. premium for a bill of exchange on Lon

* This result is substantiated on other data in Section V.
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don, or whether he remitted money direct to that city. If

the premium were less than 10l. per cent. it would be clearly

his interest to make his payments by means of bills of ex-

change, rather than by remittances ; and that it could not

exceed 10 per cent. is obvious, for every individual would

rather directly remit money than incur unnecessary expense,

by purchasing a bill on London at a greater premium, than

would be sufficient to cover the expense attending a money

remittance. If owing to the dangers of the seas, or to any

other cause, the expense of remitting money from the Cape

to London, should be increased,-the difference in the rate

of exchange between these two cities, might also be pro-

portionably increased. But in every case the extent to

which this difference could attain, would necessarily be

limited by, and could not for any considerable period ex-

ceed the cost of making remittances in cash.*

If, as in the examplejust given, the Colony owes London

100,000l while London only owes the Colony 90,000l. a

reciprocal transfer of debts may be made to the extent of

90,000l.: but the Cape merchants cannot discharge the

additional 10,000 by means of bills drawn on London,-for

by the supposition London only owes them 90,000l. and

they have already drawn for its amount. The balance,

therefore, must either be discharged by an actual money

payment, or by the delivery of some species of commodi-

ties, or by bills drawn on some third party who may be in-

debted to the Colony ; or finally, if there be no means of

payment, in either way, the imports must diminish, so as

not to exceed the means ofpayment.+

The price of foreign bills of exchange, then, depends en-

tirely on two circumstances ; first, on the value ofthe cur-

rency at the place where they are made payable compared

with the value of the currency at the place where they are

drawn ; and secondly, on the relation which the supply of

bills in the market bears to the demand.

If the real and nominal value ofthe currencies ofthe dif-

ferent nations having an intercourse together remained inva-

riable, such fluctuations in the price of bills of exchange,

as arise from thefirst of these circumstances, would be alto-

gether unknown. But as the comparative value of the

pound sterling, dollar, &c. is subject to perpetual varia-

tion, the price ofbills of exchange must vary accordingly.

Such variations, however, as proceed from this cause, af-

*Article Exchange. Suppl. Encycl. Britt. +Ibid.
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fect merely their nominal or rather numerical value. It is

those only which arise from variations in the supply and

demand for bills ; or, which is the same thing, in the pay-

ments a country has to make, compared with those it has to

receive, that can be considered as real, and hence the dis-

tinctions of nominal, real and computed exchange. The

first depends on alterations in the relative value of the cur-

rencies to be compared together, the second depends on

the supply of bills in the market, compared with the de-

mand; and the third or computed exchange, depends on

the combined effects of the other two.

With respect to the effects of fluctuations in the nominal

exchange, on the export and import trade of the country, it

may be observed that, when the exchange is at par, the

operations of the Cape merchant are regulated entirely by

the difference between foreign prices and colonial prices.

He imports those commodities which can be sold at the

Cape, for so much more than their prices in England, as

will, after indemnifying him for the expense of freight, in-

surance, &c. yield an adequate remuneration for his trou-

ble, and for the capital employed in importing them ; and

he exports those, whose price abroad is so much greater

than at the Cape, as will suffice to cover all expenses, and

to afford a similar profit. But when, because of a fall in

the value of its currency, the nominal exchange becomes

unfavorable to a particular country, the premium which its

merchants receive on the sale of foreign bills, has been sup-

posed capable of enabling them to export with profit, in

cases there the difference between the price of the exported

commodities at the Cape and abroad, might not be such as

wouldhave permitted their exportation, had the exchange

been at par. Thus if the nominal exchange was 20 per

cent. against this Colony, a merchant who had consigned

wine to his agent in England, would receive a premium of

20 per cent. on the sale of the bill; and if we suppose

freight, insurance, mercantile profit, &c. to amount to 12 or

15 per cent. it would at first sight appear as if our mer-

chants might, in such circumstances, export commodities,

although their price at the Cape should be 5 or 8 per cent.

higher than in England; ifon the other hand, theenominal

exchange was in our favor ; or if bills on this Colony sold

at a premium, it would appear as if foreigners would then

be enabled to consign goods to our merchants, or the Cape

merchants to order goods from abroad, when the difference
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ofreal prices was not such as would of itself have led to an

importation.

But a very little consideration will convince us, that

fluctuations in the nominal exchange can have no such

effect. The same fall in the value of the currency, which

renders the exchange unfavorable, and causes foreign

bills to sell at a premium, must equally increase the

price ofall commodities. And hence, whatever might be

the amount of the premium, which the exporter gained by

the sale of the bill, drawn on his correspondent abroad, it

would do no more than indemnify him for the enhanced

price of the goods exported.

Mercantile operations are in such cases conducted pre-

cisely as they wouldbe, ifthe exchange was really at par ;

that is, by a comparison of the real prices of commodities

at the Cape and abroad,-meaning by real prices, the pri-

ces at which they would be sold, provided there was no de-

preciation of the currency. If those prices are such as to

admit of exportation, or importation with a profit, the cir-

cumstance of the nominal exchange being favorable or un-

favorable, will make no difference whatever in the transac-

tion.

Again, " suppose for instance the currencies ofthe Cape

and London being in their due proportions, and therefore

the nominal exchange at par, that broad cloth which can

be bought in London for 50%. will sell here at 100l. or 500

rix-dollars. The importer immediately orders his corres-

pondent abroad to send the cloth, for the payment ofwhich

he purchases for 501. or 250 rix-dollars, aforeign bill in the

Cape market ; and on the sale of the consignment for 1001.

or 500 rix-dollars, he will derive a profit amounting to the

difference between 50l. or 250 Rds. and the expense attend-

ing the import.

"Now, suppose the same transaction to take place with-

out any alteration in the scarcity or abundance of cloth at

the Cape and London; but that the currency of the Cape

has been so augmented, as to be depreciated to half its

value, the nominal exchange will then be 100 per cent.

against the Cape, and the importer willnot be able to pur-

chase a 501. foreign bill for less than 500 rix-dollars. But

as the prices of commodities here, will have risen in the

same proportion as the money has been depreciated, he will

sell his cloth to the Cape customers for 2001. or 1000 Rds .

and will as before derive a profit, amounting to the differ-
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ence between 500 Rds. depreciated, or 250 Rds . estimated

in undepreciated money, and the expenses attending the

import.*

The same instances might be put in the case of a favor-

able exchange; and it would be seen in the same manner,

that nominal prices and the nominal exchange being alike

dependant on the depreciation ofcurrency, whatever ap-

parent advantage might be derived from the former, would

be counterbalanced by a loss on the latter, and vice versa.

It appears, therefore, that fluctuations in the nominal ex-

change have no effect on export or import trade. A fall in

the nominal exchange obliges the country to which it is un-

favorable to expend a larger nominal sum in discharging a

foreign debt, than would otherwise be necessary : but it

does not oblige it to expend a greater real value. The

depression of the nominal exchange can neither exceed nor

fall short of the comparative depreciation of the currency.

If the depreciation of Cape currency amounted to 100 or

1000 per cent. the nominal exchange would be 100 or 1000

per cent. against the Colony; and we should be compelled

in all our transactions with foreigners to give them 20 Rds.

or 100 Rds. for what might otherwise have been procured

for 10Rds. But as neither 20 Rds. nor 100 Rds. of paper

depreciated to the extent of 100 or 1000 per cent. wouldbe

more valuable than10 Rds. of undepreciated paper, payment

ofa foreign debt might, it is evident, be just as easily made

in the one currency as in the other ; and mercantile transac-

tions would, in such circumstances, be conducted exactly as

theywouldhave been, had the currency been undepreciated,

and the nominal exchange at par.*

If the nominal exchange were to become unfavorable to a

country which had entirely discarded the precious metals

from its circulation, the fall of the exchange could have no

effect on the export and import of bullion, more than of any

other commodity. In this case, the price of all sorts of com-

modities, and of bullion among the rest, would be increased

precisely according to the depreciation of the currency;

and the merchants who should, in such circumstances, at-

tempt to export bullion, would find that its increased price

in the Cape market would be exactly equivalent to what-

ever premium they might gain by the sale ofthe bills drawn

on their agents abroad for its price +

In fine, I consider it to be an incontrovertible fact, that un-

*M-Culloch on the Exchange.

I

+Ibid.



66

til 1820, when there was a nominal rise in the exchange of

from 120 to 130 per cent. above par, the balance of pay-

ments was generally in favor of the Colony ; and that the

discount or apparent depression of the exchange, arose from

the excess of the Colonial currency, and its consequent de-

preciation. But although I consider the real depreciation

of the currency, at the period in question, to have been

about 130 per cent. it is not to be inferred, that this was

always the measure of depreciation : a variety of causes

combined to produce extreme fluctuations in the exchange,

independent of a balance of payments, or depreciation ofthe

currency ; but these fluctuations during the year, are chiefly

owing to the competition for bills being greater at one period

of the year than another ; to an injudicious system ofbank-

ing; and to other causes, some of which have been already

explained. It is evident, too, that injudicious competition

for bills, may arise, even though the supply should be co-

extensive with the demand. Those who have money to send,

and those who have money to receive, know not how much

the one has to pay, or the other has to receive, nor do they

always know how to find one another. There are no Bill-

brokers or Exchange-brokers to perform the function of

bringing them together, or rather to act as the medium be-

tween them. Were the Merchants to nominate one mem-

ber of their ownbody to act as their General Bill-broker,

and neither to purchase or sell bills, but through his agency,

-there would be no fluctuation similar to those witnessed,

every year-the premium on the exchange would seldom
exceed the amount of depreciation by above 10 per cent.-

in other words, taking the depreciation at 130, the pre-

mium would seldom or never exceed 140.

From these considerations, and on the general principles

above enumerated-the assumption of a constant and ac-

cumulating balance of payments against the Colony, and

by consequence, an accelerating premium on the real

course of exchange to the extent of 200 per cent. appears

to be destitute of even a shadow of truth or possibility.*

*That the course of exchange with other countries is not determined on the

principle of free competition, nor with reference to the ordinary principles which

ought to regulate the commercial dealings of one country with another, is evident

from the notorious fact, that the exchange with India is regulated, in most in-

stances, on the principle of a monopoly. The Colony incurs an annual debt to

India of about 1,000,000 of Rix-dollars, which must be paid with bills, either on

England or on India. Now the bills drawn by the Indian gentlemen residing at

this place, are the only direct media of payment. These bills may amount, per-

haps, one year with another, to 500,000 Rix-dollars; and it is evident, that under
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How far the principles above developed accord with the

recognised doctrines of Exchange, as enunciated by the

most esteemed writers, may be ascertained by a reference to

the article " Exchange," in the Supplement to the Ency-

clopædia Britannica, of which I believe Mr. M Culloch is

the author:-" Fluctuations," he observes, " in the nomi-

nal exchange, have no effect on foreign trade. When the

currency is depreciated, the premium which the exporter of

commodities derives from the sale ofthe bill drawn on his

correspondent abroad, is only equivalent to the increase in

the price of the goods exported, occasioned by this depre-

ciation. But when the premium on a foreign bill is a con-

sequence not ofa fall in the value ofmoney, but of a defi-

ciency in the supply of bills, there is no rise ofprices ; and

in these circumstances, the unfavorable exchange undoubt-

edly operates as a stimulus to exportation. And hence an
unfavorablerable rereal exchange has an effect exactly the same

with what would be produced by granting a bounty on ex-

portation equal to the premium on foreign bills .
" But for the same reason that an unfavorable real ex-

change increases exportation, it must proportionably di-

minish importation. When the exchange is really unfa

all circumstances, the exchange ought, if determined on equitable principles, to

be in favor of India. Yet such is the effect of monopoly and of combination,

that the exchange with Calcutta, is often from 20 to 40 per cent above par. The

slightest reflection must satisfy the reader, that but for the advantage which the

agents possess through the medium ofthe Indian community,(who neverthink till

too late of bringing with them bills on England,) they would have to pay their

debts to India, with bills on England. Thus, when in Calcutta, the exchange

withEngland is 1-11, or about 10 and a half Rupees to the pound sterling, and

in the Cape, 15 Dollars per Pound sterling, Indian gentlemen cannot obtain

more than 105 Rix-dollars for a bill on Calcutta, for 100 Sicca Rupees. On

everyprinciple of equity, the exchange with England, should regulate that with

Calcutta. It is not very generous to take advantage of the Indian gentlemen,

because, in most instances, they are obliged to draw on India.

Accordingto the presentexchange with England, (November), 1450 Rix-dollars

is equal to £100 sterling. In Calcutta, 1060 Rupees will buy a bill for £100.

It is evident, therefore, the exchange with Calcutta, should not exceed the dif-

ference of interest and commission chargeable in negociating bills, first in this

Colony, and afterwards in Calcutta; allowing three months from this Colony to

Calcutta, and six months from Calcutta to London, with bills payable at three

months after sight--in all, twelve months, with six per cent. commission, and four

percent interest, there should be a difference of only 10 per cent in the price of

bills on England and India respectively. Accordingly, when the exchange

with England is per £100, 1450 Rix-dollars, equal in Calcutta, to 1060 Rupees,

theexchange with Calcutta ought to be 1060 Rupees plus 10 per cent, or a bill

for 1166 Rupees, ought to sell in this Colony, for 1450 Rix-dollars, which is

equivalent to 125 Rix-dollars for 100 Sicca Rupees. I would, therefore, warn

Indiangentlemen, whomay come here, either to bring with them bills on Eng-

land, or to have authority to draw bills on the London Houses, connected with

their agents in India-by which the drawer will save, at least, 1000 Rix-dollars

for every 6000 that he expends.
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vorable, the price ofcommodities imported from abroad must

be so much lower than their price at home, as not merely to

afford, exclusive ofexpenses, the ordinary profit ofstock on

their sale, but also to compensate for the premium which

the importer must pay for a foreign bill, ifhe remits one to

his correspondent, or for the discount, added to the invoice

price, if his correspondent draws upon him. A much less

quantity of foreign goods will therefore suit our market,

when the real exchange is unfavorable, and fewer payments

having to be made abroad, the competition for Foreignbills

will be diminished, and the real exchange rendered propor-

tionably favorable. In the same way, it is easy to see, that

a favorable real exchange must operate as a duty on expor-

tation, and as a bounty on importation.

" It is thus that fluctuations in the realexchange have a

necessary tendency to correct themselves . They can

NEVER, for any considerable period, EXCEED the expense

of transmitting bullion from the debtor to the creditor

country ; but the exchange cannot continue either perma-

nently favorable or unfavorable to this extent. When

favorable it corrects itself, by restricting exportation and

facilitating importation ; and, when unfavorable, it pro-

duces the same effect, by giving an unusual stimulus to

exportation, and by throwing obstacles in the way of im-

portation. The true PAR forms the centre of these oscilla-

tions ; and although the thousand circumstances which are

daily and hourly affecting the state of debt and credit, pre-

vent the ordinary course of exchange from being almost

ever precisely at par, its fluctuations, whether on the one

side or the other, are confined within certain limits, and

have a constant tendency to disappear. " *

* I cannot allow the opportunity to pass, of expressing my surprise, that the

Merchants and Agents, who are in the habit ofremitting bills to England, drawn

by the Commissariat, or by any department connected with the Government,

should ever have made it a practice to deposit their disposable funds in the Dis-

countBank. It is impossible, that the drawers should not thereby become ac-

quainted with the amount of the funds available, and likely to come into the

market, for the purchase of Commissariat Bills, and regulate their acceptances

accordingly. The Merchants ought, surely, to guard against a practice so injudi-

cious, and soprejudicial to their own interests. In all that they do, there seems

to be a culpable disregard to ordinary precautions. They ought to act with

more concert, and unanimity, I would strongly recommend, that they should

never deposit more than 2 or 3,000 Rix-dollars in the Bank, and not even to that

amount, ifthey can conveniently effect mutual transfers and payments, without

the agency of the Bank. Let this plan be persevered in for a twelve-month,

and they will reap the benefit.
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1

SECTION IV.

MANY errors prevail, from the assumption of a large debt

due by the Colony to the Mother Country ; and the oppo-

nents of depreciation attribute the present premium on the

exchange, almost entirely to this circumstance ; but no

assumption can be more illusory and ill founded. I have

ascertained from the most intelligent Merchants in the Co-

lony, who have large transactions with England, that the

debt, if any, is by no means so large as is represented by the

Author of the " State of the Cape of Good Hope," and that

there is not the least foundation for concluding, as has been

done, in avague and indefinite manner, (by individuals who

cannot point out asingle instance in proof of these asser-

tions) that the Merchants at the Cape are deeply involved

in debt to their constituents in England.,

When so important a fact as the depreciation, or non-

depreciation of the currency was involved, the assumption

ofa constantly accumulating debt against the Colony, ought

to have rested on something more than a vague and gratui-

tous assumption of the fact to be proved. It is asserted,

that there has been great over-trading in the Colony, be-

cause the revenue from the imports in the year subsequent

to 1814, exceed that of the previous years ; whence, with--

out any reference whatever to the different rate of duties

levied at the two periods, it is most erroneously contended,

that the imports have far exceeded both what they formerly

were, and also the amount of exports in bills and produce.

In point of fact, the principle on which the import trade

withEngland is conducted, must preclude any increase or

accumulation of debt. One-half of the goods are sent out

on commission, at the risk of the Merchant in England who

exports them. The Consignees receive from 5 to 10 per

cent. and sometimes a fixed salary proportioned to the pro-

ceeds . The balance is remitted to England.
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Now it is obvious, that whether there be a profit or a

loss, the gain accrues to the Merchant in England ; but if

there be a loss, it is a loss to him, and not a debt against

the Colony. As we observe, for a series of nine years, that

the goods imported continue at nearly their former average

amount, we have goodgrounds for concluding, that had the

goods sold at a loss, or if on the average of one year with

another, an actual loss to any extent had resulted, the im-

portation wouldhave ceased till the supply was so limited as

to command prices sufficient to cover the prime cost and

charges . We do not, however, perceive any falling off in

this respect, and hence it is perfectly reasonable to con-

clude, that on the whole, the remittances were such as to

yield the ordinary profits of trade at all events, whatever

losses might have accrued, must necessarily have fallen on

the home exporters, and not become a debt against the

Colony.

Whatever then may have been the result, it is evident

that no debt could have accumulated against the Colony ;

and that the means of remittance have at all times been fully

adequate to effect the payments, I shall hereafter shew :

and indeed this is a necessary corollary from the preceding

fact; for if the real depression of the exchange had been so

unfavorable as is indicated by the depreciation of the cur-

rency, the Merchants in England must have been annual

losers, a fact incompatible with a continued importation.

For no mercantile house will continue year after year to sell

its goods for a less price than it paid for them. A man

may burn his fingers once by accident or experiment, but
hewillnot repeat it a second time.

The foregoing facts relate to the argument as connected

with goods not imported on commission, and as they are in-

dubitable, and the result of personal inquiry, the deductions

seem to be equally unquestionable. In regard to commodi-

ties commissioned by the Merchants in the Colony, on their

own account and risk, the same results evidently follow .

Many of the Merchants too (and many now retired) have

acquired competent fortunes, realized during that pe-

riod in which it is asserted so much debt accrued inEngland

against the Merchants of the Colony. These facts appear

to mymind quite irreconcilable with one another. All have

not made fortunes, it is true ; but it is notorious that many

of those who imported goods on their own account, have

made considerable fortunes, which could not have been the
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case if they had been in debt to England, or if English

goods sold below their prime cost, or if there had not been

the means of remittance to the full extent required. Others

again, who did not apparently realize fortunes, continue

still to import and obtain credit, which would not be the

case if debt had annually been accumulated against them.

In short, independently of the absence of any ascertained

data, on which to ground the hypothesis of an enormous

debt, accumulating annually against the Merchants of the

Colony, since the year 1806, all the facts here presented to

the reader, tend to a very different, if not an opposite, con-
clusion.

There is, apparently, a still more important error which

prevails. It is said that the absolute amount ofdebt against

the Colony, would determine the degree of depression to

which the exchange should in general be liable. In other

words, the greater the debt, the greater the premium in

favour of sterling money. No conclusion, however, can be

more erroneous. According to the true and established

principles of commercial exchange, it is not the absolute

debt of one country to another that determines the rate of

exchange ; but the actual average demand for bills at the

time, compared with the actual or existing average supply :

by demand I mean the power as well as the will to purchase

bills.

The debt, for a length of time, may be very great ; but

unless there exist the means ofpaying that debt, by pur-

chasing bills on the creditor country, it is obvious that the

rate of exchange cannot be materially or permanently af-

fected. Let us admit, for a moment, that alarge balance

is due by the Colony to England and foreign countries,-

what then ? Unless the debtors have the means at com-

mand ofpaying these debts, as well as the desire to dispose

of the funds accumulated and unemployed in their hands, the

exchange cannot be affected in any degree by sucha ba-

lance. But the supposition of their having these means at

command, is incompatible with the fact of an annually ac-

cumulating debt, and annually accumulating rate ofexchange

against the Colony; for on the principles already developed,

the exchange would rise only from having the means of

making average remittances, in excess of the average annual

debits. Upon this principle, as the exchange has always

been rising, we must suppose the debt due by the Colony to

have existed from 1806, and to be constantly decreasing, in
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consequence of the demand for remittances to be made in

excess of that due for the annual imports, which is a con-

tradiction in terms, and involves an absurdity. I have never

heard any well-informed person, or any person who could

know much in detail on the subject, assert that the Colony

has at any time been deeply in debt to England, and they

who assert it, on being interrogated closely, can give no

satisfactory grounds for advancing such an assertion. These

assertions are in general founded on vague and indefinite

rumour ; and they can scarcely point out one individual, or

one mercantile house, deeply involved in debt to English

creditors . The mercantile houses, and community in gene-

ral, are notoriously in circumstances which argue strongly

against the existence of a debt on their part to any consider-

able amount. One or two houses, indeed, who entered too

much into speculation, have failed ; but their failure would

rather cancel than establish a debt against the Colony.-

People often talk of the debt of the Colony, without attach-

ing any precise or determinate meaning to the term. If

there be any debt, it must be on the part of the mercantile

community ; it must be due by one or more individuals ex-

tensively concerned in the import trade; but I have already

shewn how improbable it is, if not impossible, that such a

state of things should exist ; and if it does, it must arise from

total inability to fulfil engagements, that is, from no funds

being in existence sufficient to defray this debt, consequent-

ly thère canbe no increased demand for bills wherewith to

discharge it, aconclusion at which we arrived from another

process of induction. The truth is, that almost all the

mercantile houses in the Colony are branches of more ex-

tensive mercantile establishments in London, and other

parts of England, and the resident members in each coun-

try are co-partners and co-sharers in the profits of the im-

port and export trade. The home-resident partner selects

investments to be disposed of by his partner in the Colonial

market. The Colonial Wine Merchant conducts his busi-

ness in the same manner. Instead of the absurd and ruin-

ous practice of remitting his wines to a broker, as is some-

times done, he consigns them to his partner in business,

whose interest it is to find the most advantageous markets .

Avery great, if not the principal, source of the errors

into whichpractical merchants, and the majority of writers

*on the subject of exchange have been betrayed, appears to

have originated in their confoundingtogether the sum which
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imported commodoties are worth in the home market, with

the sum which they cost in the foreign market. It is ob-

viously, however, by the amount of the latter only, that

the balance of payments, and consequently the real ex-

change, is influenced. "Acargo of iron, for example,

which had been bought in Gottenburg for 1,000l. , might be

worth 1,400l. or 1,5002. when imported into England: but

the Foreign merchant would not be entitled to draw a bill

on London for more than its original cost, or 1,000l. It is

clear, therefore, even on the slightest consideration, that

the circumstance of the value of the imports, exceeding the

value of the exports, does not authorise the conclusion,

that the balance of payments is unfavorable. A favorable,

or unfavorable balance depends entirely on thefact, whether

the sum due to foreigners for commodities imported from

abroad, is less, or more than the sum due by them for com-

modities imported from abroad-is less, or more than the

sum due by them for the commodities they have pur-

chased ; but it has nothing to do with the prices which may

eventually be obtained for the imported or exported commo-

dities."

The great object of the mercantile system of commercial

policy, a system which still continues to preserve the as-

cendency, in this, and in every other country in Europe,

is, to create a favorable balance of payments, and, conse-

quently a favorable real exchange, by facilitating exporta-

tion, and restricting importation. It is foreign to the object

of this article, to enter into any examination of the prin-

ciples of this system, except, in so far as they are connected

with the subject of exchange ; but we hope to be able to

shew, in opposition to the commonly received opinions on

the subject, that in eveevery country carrying on an advan-

tageous commerce, the value of the imports must always

exceed the value of the exports : and that this excess of

importation has not, in ordinary cases, the least tendency

to render the real exchange unfavorable.

It is clear, that there could be no motive to export any

commodity, unless the commodity which it was designed to

import in its stead, was of greater value. When an Eng-

lish merchant commissions 100 pipes of Wine, he calculates

on its selling for so much more than its price in the Cape,

as will be sufficient to pay the expense of freight, insurance,

&c.; and to yield, besides, the common and ordinary rate

of profit on the capital employed in making the transfer. If
K



74

the Wine did not sell for this sum, its importation would

obviously occasion a loss to the importer. No merchant

ever did, or ever will export, but with a view of im-

porting a greater value in return. And so far from an

excess of exports over imports, being any criterion of an

advantageous commerce, it is quite the reverse ; and the

truth is, notwithstanding all that has been said and written

to the contrary, that unless the value of the imports exceed-

ed the value of the exports, trade could not be carried on.

Were this is not the case-were the value of the exports

always greater than the value of the imports, merchants

would lose on every transaction with foreigners, and the

trade with them would either have no existence at all, or if

begun, would have to be speedily relinquished.

In England, the rates atwhich exports and imports are

valued, were fixed so far back as 1696. But the very great

alteration that has since taken place, not only in the value

of money, but also in the real price of most part of the

commodities produced in this, and other countries, has

rendered this official valuation of no use whatever as a cri-

terion of the true value of the exports and imports. In

order to remedy this defect, an account of the real, or de-

clared value of the exports, is annually prepared and laid

before parliament; but even this is very far from accurate.

If perfectly accurate accounts could be obtained of the

value of the exports and imports of a commercial country,

there can be no manner of doubt, that in ordinary years,

there would be always an excess of imports over exports.

The value of an exported commodity, is estimated at the

moment of its being sent abroad, and before its value is

increased by the expense incurred in transporting it to the

place of its destination ; but the value of the commodity

imported in its stead, after it has arrived at its destination,

and, conseqnently, after its value has been enhanced by the

costs of freight, insurance, importer's profit, &c.

" Thus it appears, that the excess of exports over imports,

instead of being any proof of an advantageous commerce,

is distinctly and completely the reverse ;-that a commercial

country may, and almost always does, import commodities

of a greater value than its exports, without rendering itself

indebted to foreigners. "

In the preceding Section, I endeavoured to trace the

effects, which variations in the value of the currencies of

countries maintaining an intercourse together, have on the
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exchange-I have there stated, that, " the exchange of the

transfer of bullion from one country to another, constitutes

the limit, within which, the rise and fall of the real exchange

between them must be confined. "*

Hence, even admitting that the value of the imports ex-

ceeded the value of the exports, the unfavorable premium

could not possibly exceed this limit. European importation

could not possibly diminish the value of the currency, nor

could it raise the price of bullion greatly above the limits

of a real premium.-This is a well established doctrine ;+

for whatever may be the expense of sending bullion, the

real premium can never exceed it for any length of time.

In whatever proportion the nominal exchange may exceed

this premium, if the real cost of transmitting bullion,

including freight, insurance, and all other charges, be 10

per cent. then, if while the exchange is against the Colony,

and the nominal premium is 100 per cent. the currency is

assuredly depreciated 90 per cent.-Onthe other hand, if the

exchange be in favor of the Colony, and the nominal pre-

mium be 100 per cent. it is equally certain, that the paper

is depreciated 110 per cent." It should ever be remem-

bered, that scarcity implies intensity of demand compared

with the supply. If bullionwere in demand, i. e. if a real

high price were offered for it, it would soon find its way

into the Colony, and be used as a remittance, if necessary ;

but " it is impossible," as is justly observed by Mr.

M'Culloch, " that any country should be able for any

length of time, to possess more or less bullion-or to im-

port or export a greater quantity of bullion than would be

necessary to preserve the value of bullion (in this Colony)

in its proper relation to the value of bullion in other

countries, or, which is the same thing, to have the real

exchange either highly favorable or unfavorable." In

short, bullion cannot be of more value here, than in other

countries ; to assert that it has risen in real price 200 per

cent. is a contradiction in terms .

They who contend for the fact of a heavy debt against

the Colony, commencing with 1806, have most unaccount-

ably lost sight altogether of these most important consider-

ations. The revenue derived from the imports since 1814,

exceeds that realized during the preceding years ; and

hence it has been concluded, that the imports also must

have doubled, and taking this fact to be proved, it is

+ Ibid. also Ricardo, Mill, &c.*M'Culloch, on Exchange.
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assumed, as a consequence, that there has been great over-

trading :-hence the losses, hence the debt. In advancing

so inconsiderate an assertion, it has been entirely forgotten,

that the duties in the latter period are just doubled, since

1814. The annexed table exhibits the Custom-house re-

venue returns, from 1806, to 1822. They are not much

to be depended upon; yet it is on suchdata, that the oppo-

nents of depreciation found their strongest arguments for a

continued balance of payments. It is a matter of surprise,

that men conversant with commercial details, should have

been led away by so erroneous a standard. Custom-house

returns are altogether unfit, to represent the balance of

the mercantile payments from one country to another ;

but they are "good authorities for ascertaining the compa-

rative extent of business, from year to year. ”

Statement of the annual revenue, derived from commodi-

ties imported into the Colony, beginning with 1806, and

ending with 1822.

Revenue. Premium Pounds
Years.

Rix-dollars . on the Exchange. Sterling.
1806. 137,170. 25. 21,947.

1807. 81,447. 30. 12,530.

1808. 64,138. 25. 12,827 .

1809. 39,283. 20. 6,547.

1810. 84,937. 25. 13,590.

1811 . 77,797. 45. 10,730.

1812. 92,661 . 60. 11,582:

1813 . 153,719. 65. 18,632 .

1814. 265,466. 80. 29,496.

1815. 277,056. 80. 30,784.

1816. 93. 27,100.

1817. 283,365. 125. 25,630.

1818 . 302,918. 130. 26,340.

1819. 263,135. 115. 24,477.

1820. 275,070. 125, 24,451 .

1821 . 313,198. 145.
25,507.

1822. 336,940. 175. 25,504.

But though the above statement cannot be supposed to

afford accurate data, on which to ground certain conclu-

sions, it is sufficiently correct to show, that the charge of

over-trading, since 1814, is groundless. If there has been

over-trading since that year, there must have been over-

trading every year since the capture of the Colony.
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The following statements of the exports and imports, for

the 18 years ending with 1824, render superfluous all de-

ductions grounded on the above statement.

" It would be important," says a writer in the South

African Chronicle of the 2 Feb. 1825, " to notice further the

financial arrangements during this short occupation of the

Dutch ; but it is desirable to remark, that after the second

capture by the English, in January, 1806, although the

paper currency of 2,166,000 was in comparison with the

trade, commerce, and population ofthe colony on that day

much greater, than 3,166,000 now in circulation, are to the

trade, commerce, and population of the present moment ;

yet such is the paramount and irresistable effect of an

equality of export and import acting on exchange ; such the

inefficacy of all fortuitous circumstances resulting from ex-

cess of rix-dollars, want of another bank, &c. &c. that in

the four following years 1807, 8, 9, 10, the exports having

nearly equalized the imports. The imports being 1,673,664

and the exports 1,408,412, the exchange fell to 22 and a

quarter, being 2 and 3 quarters per cent. less than the

ratio of the late Dutch Government. Now, Mr. Editor,

mark what follows, and then deny the conclusions.

" In 1811 to 1814 inclusive, by the confluence and rivalry

of so many enterprising British subjects, the imports

rose to 6,393,018 Rds. and the exports 3,695,062, making

an excess of imports, of 2,697,956. The average exchange

marching pari passu, rose in favor of England to 80 per

cent.

" In the next quadrennial period 1815 to 1818, the imports

amounted to 17,065,387 Rds. and the exports to 9,983,070

Rds. leaving an excess of imports to 7,081,417, and the

exchange risen to 110 per cent.

" In the four following years, 1819 to 1822, the imports

were 16,457,313 Rds. exports 9,630,197, being a surplus

import of 6,827,116, and the exchange at 140 per cent.

" The two remaining years, 1823 and 1824, will give an

import of 7,986,228 Rds. and export of 5,300,633, leaving

a surplus import of 2,685,596, and an exchange of 150 per

cent. at which rate it may possibly remain, for even gold

has a value beyond which it becomes unmarketable. During

this last average period of two years, the circumstance of

an extra £30,000 sterling drawn by the Governor on the

treasury, had the temporary effect of lowering the exchange

to 120 per cent. shewing that an abundant export in what-

ever shape it maycome, regulates the exchange onEngland.
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Dull, tedious, and uninteresting as these details must prove

to a lively reader, it is imperative on the writer to explain

the data on which he forms his opinions, nor has any thing

he has heard or read been of force sufficient to shake his

belief; that after all the theories about paper circulation,

sterling payments, &c. &c. have vanished into air, the

state of exchange will be found mainly, if not wholly, to be

directed by import and export. In stating the exchange in

the period in which the year 1814 is included, no reference

was had to the issue of 500,000 additional rix-dollars by

Lord Caledon. That this creation made with a view to

assist a supposed insufficiency of curreney for the internal
trade of the colony, was a mistaken method of relief cannot

be denied and pro tanto acted unfavourably. A second

similar issue in 1814 aggravated the evil, and thus 1,000,000

Rds . were added to the existing currency ; but this last

500,000 Rds. were ordered to be destroyed on its repay-

ment, and thus gradually reduce the circulation to a sum

exceeding only by 500,000 Rds. that considered to be

necessary by the Dutch, at a period when Spanish dollars

to a large amount, and gold and silver coin,were ingeneral

use by a population not exceeding 75,000."

The fallacious results deduced from the above data may

be shown by the following analysis.

In the four years ending with 1810, the imports are

stated at 1,673,664 Rds. equal (at 6Rds. per pound,) to

278,944, or annually to 69,7361. Mr. Milburne in his

"Oriental Commerce," states the imports in 1806-9 inclu-

sive, at 880,000l. or annually 220,000%. It is difficult to

reconcile these two statements, and though it may be

granted that the returns to parliament, whence Mr. Milburne

derived his information, were, as all such documents neces-

sarily are, inaccurate and defective, yet it seems incredible

that the estimates laid before parliament, should be so

grossly incorrect; indeed there is every reason to believe

that the import of British and foreign manufactures, be-

tween 1806 and 1811 were as great as between 1811 and

1814. I cannot come to any other conclusion than that the

anonymous writer just alluded to, has either been deceived,

or has given an estimate founded on partial or garbled

documents. The statement we know to be an official one ;

but there is reason to believe, that there are no records of

the imports prior to 1810-11 ; since that period they are to

be depended upon, as we may trust to the punctuality and

accuracy of the Custom-house Officers. If however we
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adopt the statement givenus by the anonymous writer, the

result would be still more unfavourable to the view which

he has taken of the subject, since the excess of exports

above imports would be greater, than if grounded on Mr.

Milburn's statement. However, I shall adopt the latter,

because it appears more consistent with facts.

£ANNUALLY. £

Imports 1806-10 in 5 years, Rds. 1,310,844, a 6 per £, 218,474 .... 1,092,370

1811-14 4

1815-18

1,598,254, 8 per £, 199,781 799,124

1819-22

4
4 4,266,346 10 per £, 426,346 .... 1,705,384

4,114,328, 11 per £, 374,029 .... 1,496,116

1823-24 2 3,993,114, 12 per£, 332,759 .... 665,518

Total Imports in 19 years, 5,758,512

EXPORTS in PRODUCE.--ANNUALLY.

Exports 1806-10 in 5 years, Rds. 352,103, a 6 per £, 58,684 ...

1811-14 4

1815-18 4

1819-22 4

1823-24 2

923,765, 8 per £, 115,471 ....

2,495,992, 10 per £, 249,599

2,407,549, 11 per £, 218,868

£293,420

461,884

998,396

875,472

2,650,316, 12 per£, 220,933 .... 441,866

Total Produce exported in 19 years £3,071,038

The anonymous writer who gives us the above data, does

not state whether the amount ofthe imports includes freight,

insurance, and all other charges, or only the invoice prices.

We ought not to add to the debit of the colony * profit to

be remitted," because, if the goods are shipped to order,

the profit falls to the Cape Merchant; if they are shipped

forsale on commission, the prices put on the goods include

the profit to be remitted. To the amount of imports at the

debit of the colony, we have, therefore, to add freight, in-

surance, and all other charges, say, during the war, 15 per

cent. and, subsequent to the war, 10 per cent. The ac-

count will then stand as follows :

Imports in9years, ending with 1814 ...........

Add 15 per cent. for charges .......

Total imports at the debit of the colony, between 1806-15,

or 9years .

Importsin10years, ending with 1824,.

Add10 per cent. for charges ........

Total imports between 1814-1825 (10 years) .

1,891,494

283,725

3,175,219

3,866,018

386,601

4,252,619

£6,427,838

Total imports at the debit of the colony, from 1806 to 1824,

inclusive ..

" There are grounds for concluding," says a writer in

the South African Chronicle, who opposes the anonymous

writer above quoted, " that our author has under-rated the

imports of 1807-11, and the exports of 1815-24. The cus-

tom-house returns are mere estimates, and afford no certain

criteria of the true value of imports. The export of wine

averaged 8000 pipes annually, and the prices averaged
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about 251. making a total export of wine, alone, amounting

to nearly 200,000l. besides other produce amounting to

about 80,000l. Subsequent to 1814, the commissariat bills

averaged about 120,000l.; those drawn by Indian residents,

by passengers, and on account of shipping, insurances, &c.

could not have fallen short of 100,000/. making a total re-

mittance by bills of about 250,000l. , and of produce valua-

ble at the lowest estimate of 250,000l., being a total export

of 500,000l. while the imports did not average more than
400,000l. Further it is to be considered, therethere has been

considerable influx of capital into the colony, being the

private fortunes of individuals whohave purchased property

in the colony. This capital must of course have been rea-

lized through the medium of the imports, and is not to be

placed to the debit of the colony. There is reason to con-

clude, however, that the capital thus accruing to the colony

was counterbalanced by the remittance of the fortunes of

individuals, realized in the puplic service and the mercantile

employ. Their fortunes must of course have been remitted

through the exports to England, and probably equal the

amount of capital brought into the colony by individuals.

Again, the exports of produce amount annually to 160,000l.

but as a considerable proportion of the exports goes to the

credit of the home co-partners in the trade, this amount

must of course go to the debit of the colony :-in other

words, it is sent not in payment of the imports, but as the

profit of the colonial trade. Of the whole produce exported,

we may perhaps safely allow 25 per cent. to be deducted

from the value of the produce thus exported at the credit of

the colony. " The account will then stand thus :-

Exports in Produce, 1806-1814... 755,304

Deduct 25 per cent. for share of profits of the colo-

nial trade falling to the home co-partners .... 188,826

Total exports at the credit ofthe colony at the end

of 1814, exclusive of bills ....... 566,478

Total export in 1815-1824........... 2,315,734

Deduct25 per cent.. 578,933

Total export at the credit ofthe colony 1815--1824,

exclusive ofbills .. 1,736,801

Total export in produce at the credit of the colony,

exclusive of bills, in 1806-1824 ... 2,303,279

Balance to be remitted by bills ...... 4,124,618

Add prize-money remitted in 1808-11 ....... 230,000

Total to be remitted by bills 4,374,618

Ditto, ditto, Annually... ..... £230,230
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Now, during the first 11 years, ending with 1816,

it appears from the Cape Gazette, that the bills

drawn by the Commissariat, Ordnance, Vic-

tualling, Naval, Prisoner of War, Transport,

and other departments, were as follows :-

Total in 11 years .......

In the subsequent 8 years, the Commissariat Bills

have averaged about 120l. per annum ..

1806 £360,000

1807 350,000

1808 435,000

1809 336,700

1810 272,500

1811 228,500

1812 233,000

1813 289,000

1814 323,900

1815 275,000

1816 190,000

3,287,200

960,000

Total public bills in 19years .......... 4,247,200

Before 1815, the private bills in the market of every

description, cannot be estimated at less than 60,000l. per

annum. Those subsequent to 1814, including bills drawn

by the servants of the East India Company on England

and India, amounting to about 40,000l.; also those drawn

by the Missionaries, Shipping, and through other private

channels, the exact amount of which cannotbe ascertained,

but which we may estimate at not less than 60,000l. make

a total annual export of private bills amounting to 100,0001.

Hence-

Total amount public bills remitted in 19 years, ....

Ditto, ditto, private, 1806-14 9

Ditto 1815-24 10...

Total amount of remittances by bills ...

4,247,200

540,000

1,000,000

£5.787,200

If we adopt the statement given by the anonymous

writer, the exchange would amount to 2,360,000г.

Amount of remittancesby bills £5,787,200

To whichmaybe added the specieimported to pay the troops,

and re-exported by the merchant. 250,000

Amount of exports in bills and specie in 19years .

Excess of imports to be paid by bills ..

6,037,200

4,374,618

1,662,582Excess of exports over imports*

From this statement, it appears that there has been an

annual excess of export, above what was required to dis-

charge all claims, including 25 per cent. profit on colonial

trade at the credit of Great Britain, amounting to 87,0001.

per annum. How this sum has been realized, andby whom,

it might be curious to enquire ; but it demonstrates a fact

not often admitted, that the colony adds to the wealth of

Great Britain, that is to the riches of her population,--for

* According to the statement of the anonymous writer referred to, the

annual imports in 1807-10, did not exceed 70,000, being less in 5years than

that given by Mr. Milburn, by about 700,0001.

L
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the whole difference between the gross value of the exports

and imports, accrues to individuals who carry it out of the

colony with them, or remit it at the credit of others. It

must appear evident, then, that the premium on exchange

is not caused by over-trading, that is by importations in

excess of the means of payment. The following abstract

requires no explanation :

Excess ofImports

tobe remittedby

Bills annually.

1806-10 ... £ 159,790

1811-14 84,310....

1815-18 176,747

1819-22 155,161

....

...

Bills

inthe

SurplusBills

annually.

Market.

399,000 ....

279,000

220,000 ...

102,253

64,893

239,210 fixed premium 25 perCent.

327,000 242,690 Rate ofExchange 80 perCt

1823-24 111,826 220,000 .... 108,173....
....

.. 110

140

180

Thus it appears, that the exchange has been continually

rising, notwithstanding that the supply of bills has been

always in excess of the demand, for the payment of the

balance of imports. From this fact alone, it seems suffici-

ently certain, that the Government could have had no good

reasons for abandoning the original system, of selling the

public bills at a fixed premium of25 per cent. on the ground

of a scarcity of bills, by which the Government bills were

re-sold at a profit of from 10 to 20 per cent. But more on

this subject in the concluding Section.

The population of the colony in 1810, amounted to

81,122. In 1814, to only 84,069, whilst in the subsequent

eight years, ending with 1822, it had increased to 122,000,

being an increase of44 per cent. The garrison, during the

war, may be estimated at 9,000 men, one year with another,

of which 6,000 men were withdrawn : subsequently, there

was an increase of 38,000 souls. Further, the increase in

the value of the Imports does not exhibit the absolute in-

crease in quantity, because since the peace there has been a

great fall in the sterling prices of allBritish commodities.-

In the produce of the soil it is above 70, and in several

branches of manufacture above 50per cent. But the busi-

ness of the Statistical Inquirer is with the average, which is

doubtless from 30 to 40 per cent. on all payments deter-

mined by free competition; in other words, in all articles

brought in open market. But the quantity of goods im-

ported, was not more than sufficient to supplythe increased

demand of an augmented population.

Between 1814 and 1821, the slave population had in-

creased from 31,128 to 34,329 souls.-The increase of free

inhabitants, including Dutch, English, and foreigners, all of

them consumers of British commodities, exceeded within
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the same period, 20,000.-The Hottentot population had,

within the same period, increased from 22 to 28,000.-The

absolute increase of population, all classes included, was

38,000 souls. As the Hottentot population are not con-

sumers of British goods, to any considerable extent, we

may exclude them in the following estimate of individual

consumption.

As has already been stated, the population in 1814 was

84,000 souls , from which deduct 22,000 Hottentots, and

there remain 62,000 souls, consuming annually Imports

valued at £200,000, thus giving an average consumption

for each individual, equal to about three pounds four shil-

lings, (31. 4s.)

In 1822-4, the population was 125,000, from which de-

duct 28,000 Hottentots, and there remain 97,000 souls,

consuming, annually, imports valued at about £350,000,

giving an average consumption for each individual of not

more than three pounds twelve shillings, (3l. 12s.) ; but

this difference does not indicate the exact increase in quan-

tity of individual consumption, because sterling prices

have fallen at least 40 per cent. The real increase of indi-

vidual consumption is, therefore, (as 72 to 64, plus 40 per

cent.) 52 per cent. in quantity, and only 12 per cent. in

cost, in reference to sterling value ; but in reference to

paper money, the cost has increased 150 per cent. If the

rix-dollar had continued to pass in circulation, at the same

value as in 1806-10, one and a quarter to a Spanish dollar,

or five and a quarter to one guinea, the fall in the prices of

English and East India, would have been distinctly percep-

tible ; but the prices of British goods in colonial currency,

has risen about 150 per cent.

In 1806, goods which cost in pounds sterling ...£500.

Or, at 20 per cent. premium, ... Rds . 3,000.

Now cost (1824), 300l. or at 180 per cent. 4,200.

But had the currency retained its original value, these

goods would have cost only 1800 Rds. Prices should have

fallen 40 per cent. instead of which they have risen in the

ratio of 18 to 42, or 133 per cent. to which if be added 20

per cent. the depreciation in 1806-7, we shall have a fall
in the value of the rix-dollar in reference to British commo-

dities, exceeding 150 per cent. It is further to be observed,

that the opponents of depreciation, in contending for a con-

stant increase ofdebt against the Colony,have lost sight of

one very important fact. The depreciation of paper in the

purchase ofbills, ofbullion, of Spanish dollars, and British

commodities, was apparent in 1806-8, before any debt could
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possibly have beencontracted. Itis certain, that bills were

drawn in thatyear by the Commissariat alone, on the English

Treasury, to a very considerable amount, certainly not fall-

ing short of 360,0001. as appears from the Cape Gazette for

1806. The exports, though trifling, compared to their ex-

isting value, were by no means inconsiderable. Now, if the

debt had been accumulating each year successively, from

1806 to 1811, we should naturally expect to see a gradual

rise in the exchange during these years. No such thing, the

average exchange continued at 25 per cent. That the en-

hancedpremium on bills did not originate with the loss of

theGarrison in the end of 1814, and the consequent dimi-

nished supply of bills in the market, is evident, from the fact,

that the enhanced premium originated after the first issue of

paper money in 1810, four years before the departure of

the Garrison. Yet, in these four latter years, during which

period the supply of bills was even greater than in the pre-

ceding period, and the average imports had not increased,

the nominal premium in favour of bills rose from 25 to 70

and 90 per cent. This rise too was nearly simultaneous

with the issue of paper money. The order for the issue

of 500,000 paper rix-dollars was promulgated in May 1810 ;

but the first issue does not appear to have been made till

the beginning of May 1811, when the premium rose above

40per cent.

Concluding Abstract ofExports and Imports.

1806-11 (according to anonymous writer)

1806-11 Mr. Milburn .

1811-14

1815-18

1819-22

1823-24

ExportsinBills

andProduce,

including Specie.

Imports.

69,736

218,474 ...... 469,524

199,781 442,321

426,346 475,599

374,029 438,868

332,759 440,933

The result appears to be, that the exports in produce

and bills, during the nineteen years ending with 1824, have

exceeded the Imports within the same period, by a value

amounting to the enormous sum of 2,430,3417.; or, taking

the Imports during 1807-10, at 70,000l. instead of 220,0001.

to 3,180,3411. *

According to Mr. Milburn, the Imports into the Colony

in the four years ending with 1802, amounted to 2,747,835

Rix-dollars, being short of the amount stated by Mr. Bar-

row, by 3,229,597 Rix-dollars. For,

*Anotable discovery has recently been made, ofa method for diminishing the

consumption of British goods, and, consequently, the balance of payments, by

the imposition of an advalorem duty on imports ! Such improvements are highly

creditable to the ingenuity of the discoverers.
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According to Mr. Barrow :-

British Goods, on British bottoms ,

India Goods, on do.

......

Rds. 2,268,105

do........... 1,062,084

Rds. 3,330,189

ForeignGoods, on Foreignbottoms , 448,581

India Goods, do. do. 192,939

European Prize Goods , 700,633 1

India do.

........

........

641,520

406,085 1,106,718

Value of Produce, Imports , 1799—1802,

Prize Slaves , ...

..

...

5,078,427

899,005

Rds. 5,977,432

or, £1,195,486

Mr. Barrow then gives a statement of the exports in bills

and produce, which he estimates at 1,310,1851. The ex-

penditure of the Army, he states, at only 180,000l. per

annum, which, is evidently under estimated; for even now

with a garrison, less by 2-3ds. than that of 1800, the bills

drawn by the Commissariat, on account of the army, exceed

120,000l. and on Mr. Barrow's own shewing elsewhere, it

appears that the expenditure on account of the army alone,

exceeded 250,000l.; assuming then 230,000l. instead of

180,000l. we shall have the value of the exports to England

and other parts, 1799-1802.

Value of Imports,

....£1,510,185

1,195,486

Balance in favor of the Colony, ...... 314,699

£78,675Annual balance, ..

Mr. Barrow then adverts to a high premium on bills-

having fallen inadvertently into the error of confounding to-

gether premium and depreciation.---Under the circumstance

of a large balance in favor of the Colony, it is almost im-

possible there could have been a real premium. Elsewhere,

indeed, Mr. Barrow adverts to the depreciation of the

currency in reference to specie ; and considering the dis-

tinguished abilities of Mr. Barrow, his talents for research,

and his intimate acquaintance with the principles of politi-

cal economy, it cannot be supposed Mr. Barrow spoke of

real premium, arising from excessive importations, and

the consequent deficiency of bills compared with the de-

mand, a fact indeed disproved by his own statements.
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SECTION V.

ON PRICES AND THE EFFECT OF DEPRECIATION ON

COMMODITIES AND FIXED PROPERTY.

MR. TROTTER has not given any details respecting prices

during the last 20 years ; and indeed I believe such data

are not easily to be obtained. In general he evades the

subject; but the following abstract of some of the state-

ments contained in his essay, will satisfy the reader that he

occasionally admitted an "universal rise of all commo-

dities."

Speaking of the impolicy of a power being vested in the

Government to augment the currency, he observes, that

he " cannot admit that the currency is depreciated or fallen

below its former level, or in fact changed its value, as com-

pared with other commodities ; still he will allow that it

does not retain the same degree of efficacy it possessed

formerly ;" and elsewhere, that " the system of the Bank was

calculated to depreciate the value of the currency, to en-

hance permanently and universally, the prices of foreign

and colonial produce, and to augment the public expen-

diture;" and " the exchanges will improve with the in-

creased efficacy (evidently meaning increased value,) of the

currency. Mr. Trotter adverts to " the very great unequal-

ness with which prices have of late years pressed on the

community,-by the disordered state of the currency and

exchanges, as well as the different measures (standard of

valuation,) in which salaries are paid, part of the civil ser-

vants being paid in sterling money, and part in rix-dollars.

The efficiency of the latter decrease as prices increase ;" and

" in the purchase of every article of wearing apparel,-nay,

in many of the commodities of both consumption and do-

mestic use, prices have advanced 100 per cent. since 1806,

and the evil equally affects the higher order of society ;"

and he observes, that " the civil servants cannot reap any

real advantage from a depreciated currency, since it pro-

duces a total subversion of property. The depreciation

of gold and silver ultimately raises the prices or nominal
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value of the produce of the land, and of all other produce.

But, in the present case, the currency, in which he (the

civil servant) receives his salary, is depreciated in reference

to gold and silver, and every other commodity." Else-

where, Mr. Trotter quotes Mr. Thornton to prove what no

one disputes, that " the channel of circulation can never

be too full, because it finds an employment in an advanced

price of goods." Mr. Trotter elsewhere states some cir-

cumstances, which, he thinks, may account for the " rise of

prices ;" and then adds, " the currency has not sustained

any real depreciation since 1806, so far as refers to a fall

below its then level, compared with the prices of all

commodities ." It seems at first sight difficult to reconcile

statements apparently so contradictory; for a rise ofmoney

prices, is only but another term for " diminished effica-

cy" in the circulating medium, and the depreciation is

used only in reference to a rise inthe nominal price of com-

modities .

The truth is, that the rise of nominal prices originating

with the issue of 1,000,000 Rds. is universal, except, where

this effect has been counteracted by other causes .

Before 1806, the best meat was procurable for 2 Stivers

per lb.-subsequent to the capture of the Colony, owing to

the increased demand of the numerous garrison, it rose

considerably above its natural level ; but now good meat

cannot be sold for less than 6 Stivers per lb. In 1806,

there were 2,100,000 Rds. or a value equal to 340,000l. in

circulation ; at this period, therefore, we may estimate the

depreciation at 20 per cent.-25 being the maximum pre-

mium on bills of exchange, and 15 on the purchase of specie

or bullion.

We see then, that up to 1811, the rix-dollar continued at

nearly its original value. During this period too, the price

ofwheat (excepting in periods of failure or scarcity) aver-

aged from 40 to 45 rix-dollars per load of ten muids. In

the early part of 1806, in consequence of the influx of a nu-

merousgarrison, and the consequent scarcity ofgrain, wheat

rose to 80 dollars per load, or 8 dollars per muid; but after

the harvest of that year, it fell to its ordinary price.

The Farmers themselves, in the latter end of 1806, re-

presented to Government, that the lowest price at which

they could afford to supply the Colony, was 40 rix-dollars,

as appears from a Proclamation issued by the Governor,

in which this fact is distinctly recorded; and we may rest
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assured, that they did not under-rate the limit of price.

They represented, that if a price of 40 rix-dollars per load,

or 4 rix-dollars per muid, ofwheat, was guaranteed, they

should be able to supply grain in such quantities at this

price, as would in all probability preclude a scarcity, and

prevent the necessity ofhaving recourse to foreign markets

for any portion of the supplies required for the use of the

inhabitants and His Majesty's troops. Accordingly, a

Granary was constructed, and it was enacted, that when

, the market price ofcorn should fall below 40 rix-dollars, the

Grain Committee should purchase the excess at that price,

which should be resold when the market price exceeded a

certain limit, and the profits applied to defray the annual

expences of the Grain Committee, and to the redemption of

the paper money originally advanced to the Colonial

Granary.

This important fact is a decisive proof, that, when the

rix-dollar compared to silver and gold, or to the value it

was originally issued for, was depreciated 20 per cent. corn

could be sold for 4 rix-dollars per muid, or 13 shillings and

4 pence sterling. It is a well known fact, which will not be

disputed by any person whose opinion is ofany value, that

corn (wheat) cannot now be grown at a less price than (100

rix-dollars per load, or) 10 rix-dollars per muid, or 15 shil-

lings, taking the pound sterling at about 13. The actual

fall in the value of the currency, or rise in the paper price

ofcorn, in the standard unit which the paper currencywas

issued to represent, is no more now than 12 per cent.; or

the difference between the sterling prices at the two periods.

It appears too, that this nominal rise has occurred at a time

when the real prices offood, clothing, and all the implements

ofproduction, imported into the Colony, have fallen at least

40per cent. in sterling valuation, since the termination of

the war. On this supposition, therefore, if since 1814, re-

course had not beenhad to inferior soils, and the real wages

of labor had not been greatly enhanced, it is clear that as

sterling money has risen in value in relation to all home

commodities, the price ofwheat instead of rising 13 per

cent., or from 134 to 15, ought to have fallen very consider-

ably. We find, however, that it is 15 shillings, being an

actual and real rise in the price of corn since 1807, of 52

percent. in sterling money, while the apparent rise (10 rix-

dollars being the lowest price at which wheat can now be

sold) is 150 per cent. making the depreciation of the paper
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since that period, at 98 per cent, to which, add20 per cent.

depreciation in these years, gives at the present period, a

depreciation of 118 per cent. This result may be more

clearly stated, thus :-

The rise in the price of corn in paper currency since

1807, is 150 per cent. or as 100 to 40 ; in sterling money,

the rise is only 13 per cent. or, as 13s. 4d. to 15s. per

muid. But sterling money has risen invalue in relation to

all other commodities about 40 per cent. the real rise of

price, therefore, in relation to sterling money, is 53 per

cent; but the rise in paper currency is 150. Hence the dif-

ference 98 per cent. is the depreciation since 1807, which

added to 20 per cent, is 118per cent. the real depreciation.

Imay be in error, however, in assuming so great a rise

in the value of money, or fall in prices as 40 per cent. *

The war produced half its effects in prices towards the year

1806, the use in prices taken in the most comprehensive

sense, was in that year full 30 per cent. above the prices

in1792.

From 1806 to 1813, the rise was very rapid, partly from

the effect of anon-convertible paper currency, so that in

1813 and 1814, the enhancement was not short of 30 per

cent. on the prices of 1806. At present, prices are consi-

dered to be 40 per cent. below those of 1813. This is of

course to be understood of prices collectively; but as

British commodities do not constitute all the elements of

the cost of producing corn in this Colony; and as the

prices of these commodities directly affect the cost of pro-

ducing corn, only, in so far as they enter into the materials

of production, and the expenditure of the agricultural clas-

ses, that is, the clothing of the labourer, and the imple-

ments of agriculture, I may be allowed to limit the in-

fluence of this fall of prices to 30 per cent. on the amount

of cost in 1807, in which case, there will be a real rise in

the price of corn, of only 43 per cent. in sterling money,

or in referenceto gold and silver. The rise of prices in pa-

per currency being 150 per cent, we thus find the depre-

ciation since 1807, to be 150-43, equal to 107 per cent.

which added to 20 per cent. gives the absolute depreciation

in 1822, 1823, and 1824, of 127 per cent. How far the

rise in the cost of production may be owing to a rise in the

* Vide Low on the present state of England, a work replete with most valua-

ble information on every subject connected with commerce, finance, and statis-

tics.

M
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real wages of labor, and to diminished powers of produc-

tion in the soils last cultivated, is a question onwhich I may

offer some observations in the sequel.

This result seems decisive of the fact of depreciation ; it

may perhaps be more, or it may be less, according to the

extent to which British commodities enter into the capital

and expenditure of the Agriculturist ; and if it be supposed,

that a permanent fall in the prices of British commodities,

which enter into the capital and expenditure of the Agricul-

turist to the extent of 40 per cent. wouldnot affect the cost

of production in this Colony, more than 20 per cent. the

depreciation will then be 138 per cent. I have stated, that

the lowest price at which the farmer can in favorable sea-

sons afford to grow corn, is Rds. 100 per load. In the

opinion of some gentlemen, indeed, corn cannot hence-

forward be sold for less than 120; and the price varies from

120 to 150 Rds.; but the facts already stated, are, it is

presumed, sufficient to show, that the Rix-dollar is depre-

ciated, that it will not purchase the same quantity of corn

it did in 1806 and 1807, while at the same time, the Spanish

dollar (formerly equal to 14 Rix-dollars), will purchase now

nearly the same quantity it did in that period.*

I am not aware of any objections to the principle on

which the foregoing calculation is founded, and the actual

depreciation of the Rix-dollar being 128 or 138 per cent.

while the average premium onthe exchange, is 150 per

cent. above par, the difference is the true premium or

average rate of exchange against the Colony,-supposing

that the balance of payments is against the Colony.

The annually increasing population of the Colony, com-

mencing with 1810, kept up the high price of corn, which

succeeded to the capture ofthe Colony. Before that period,

that is, between the years 1802 and 1807, wheat averaged

from 40 to 50 Rds per load, or 71. to 81. sterling. When

the British Forces took possession of the Colony, the want

of grain to supply the British troops, as well those of the

enemywho had capitulated, was sensibly felt ; and with a

view to ascertain , whether a high price would not ensure

an adequate supply, Government offered 80 Rds per load :

the consequence was, that an abundant supply was ob-

tained every grain of wheat produced in the country was

brought to market, and the high price thus obtained, gave

a powerful stimulus to the extension of corn cultivation,

* If wheat cannot now be grown for less than 120 Rds. per load, the deprecia-

tion of the paper must exceed 150 per cent.
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and enabled the farmer to improve his lands, and augment

his farming capital. The annual supplies which were for-

merly brought into Cape Town, averaged not more than

30,000 muids, or about 12,000 quarters. Between 1807

and 1812, the supply averaged 41,000 muids, or about

16,500 quarters. The rapidly increasing population of

the Colony, and the consequently augmented demand for

corn, naturally forced up prices in a greater degree than

would have been the case had the population been sta-

tionary. Every increase of population was not met by

an immediate addition to the supply, and the demand

always exceeding in this manner the average supply, the

consumption was necessarily stinted. The effects resulting

from these causes, added to occasional scarcities, neces-

sarily operated to keep up prices, far beyond what in or-

dinary circumstances would have been requisite to main-

tain a stationary population. In 1815 and 1816, prices

seemed to have remained pretty uniform, varying from 70

to 80 Rds., or from 7 to 87. per load. The subsequent in-

flux of Colonists, and the great increase of population sub-

sequent to 1815, and the occasional failures in the crops,

operated to raise prices enormously. In 1820, prices again

found their level, and averaged from80 to 90 Rds. per load,

between 7 and 81. But in the subsequent years of failure,

they rose so high as 250Rds. They have since come down

to 120-and it is generally known that the farmer cannot

growcorn in ordinary seasons, for less than 100 Rds. per

load of 10 muids. Between 1st January, 1816,* and June

1817, wheat averaged 70 Rds. per load, and for a period of

18, or even 24 months, prices did not vary much from this

medium. The seasons too were rather favorable than other-

wise, andwe are fully justified in assuming, that in 1816,

the lowest average price at which the farmers could con-

tinue to supply corn, was about 70 Rds.; at this period,
*1816. Wheat perLoad.Wheatper Load. 1817.

January, Rds. 79 January, Rds. 72

February,
71 February, 66

March, 70 March, 73

April,
62 April, 67

May,
69 May, 80

June,
71 June, 85

July, 80

August,
75 443 74

September,
65

October, 58

November, 63

December, 78

841 70
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the exchange averaged 90 percent. or 91 Rds. were equal

in currency to 17. sterling, either in specie or bank-notes.

Hence, the sterling price per muid was 14s. 7d., being a

rise since 1806 and 1810, of 10 per cent. In 1816, money

had not risen much in value. Prices began to fall in 1815 ;

but the fall could have had no influence within so short a

period, on the cost of production in the Colony ; the real

rise in the cost of producing corn, was, therefore, 10 per

cent.; but the apparent rise in paper, was nearly as 70 to

40, or 75per cent. from which deducting 10 per cent. we

have 65 per cent, the increase of depreciation since 1806,

which added to 25per cent, gives the absolute depreciation

of the paper at 90 per cent. in 1816. The nominal ex-

change being at this time 90-the real exchange withEng-

landmust have been about par. This result is so perfectly

and completely accordant with that deduced for 1822 and

1823, and the facts are so well ascertained, that there can

hardly be adoubt as to the question of depreciation. From

the preceding facts, it would also appear, that the great

rise in the real cost of producing corn of about 30 per

cent. took place between the years 1816 and 1822, andwe

tind accordingly, that between these years, there was an

increase of population exceeding 34,000 souls, being an

augmentation of about 40 per cent. to the preceding num-

bers. The consequent demand for food, must necessarily

have raised the real price of corn, and thus enabled the

farmer to cultivate inferior soils at a profit. In favorable

seasons, therefore, it may be presumed, that a price of

about 110 Rds. per load, will be sufficient to keep up the

cultivation, provided the demandfor corn does not increase.

However, that the population is rapidly increasing there

can be no doubt, and, therefore, recourse must be had to

soils less productive. The demand for corn will, in the

first instance, exceed the supply, and the price will rise so

as to yield the ordinary rate of profits on inferior soils.

This high price of corn is thenecessary condition of the

supply, and the period probably is not far distant, when

the price of corn must rise permanently to 150 Rds. or 101,

in order to insure asupply in favorable seasons, unless a

change of measures in respect to the corn laws takes place.

Restrictions on exportation cannot prevent this consequence,

while they are attended with inevitable evils when there

happens to be a scarcity.
FromJune 1817, to November 1819, was a period of

great scarcity, the price of a load of grain being in some
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instances upwards of 300 Rds. The harvest of 1819 was

a favorable one, and the following are the average prices

after the harvest for each month :--

1819. November, .. Rds. 108 May, ........Rds .85

100.... June, 95........

80 July, 93
...........

83
.... August, 82......

82 September, 86....

80 October, 90.....

December,

1820. January, ......

February,

March,

April,

The medium is 85 Rds., equal to 8½ Rds. per muid, or

14s. 10d. sterling, the same price as in 1823, being a

rise on that of 1816, of 12 per cent.; but commodities had

fallen in price about 40 per cent. and had influenced

the cost of production to the extent, say, of 20 per cent.

the real rise of price was therefore 32per cent. but the ap-

parent rise is 85 to 40, or 112 per cent. from which deduct

32pr. cent. there remains 80 pr. cent. depreciation since 1806,

to which add 25 equal to 105 per cent. From this result, it

follows, that in 1820, the exchange must have been against

the Colony. Howfar injudicious competition, and the scar-

city of bills may have contributed to this result, is a matter

of conjecture.

Suppose each Boer or Grazier to sell annually :-

1800 .

15 Head of Cattle,

220 Sheep, ......

AWaggon load ofSoap

andButter, 1,200lbs .

a 12 Rds . 180

2 440a

..

..

a25

a 3

1824.

....

..

375

770

a 3 .... 600

}
a 1 Sk . 300 ..

Income, 920 1,745

Outgoings.

2 Waggons, 1,600 Rds. Interest 48
96

..........

Clothing for 8 Persons , a 15Rds . 120
300..........

Tea, Sugar, &c. &c.
150

......

375

Powder and Shot, 20

..........

.......... 50.. ..

Rent to Government and Stamp, 25
30..........

Parochial Assessments, 8 20........ ....... ..

tots&c......

....

Outgoings, ..

Contingencies to the Hotten-

..

AnnualSavings, ......
469

..........

£. 94 a 150 pr Ct. £ 60

In the above statement, the ParochialAssessments are

greatly under-rated. The price of Cattle too is kept down

by restrictive enactments.

}
80 150

Rds. 451

..........

... .. 1,021

724
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1,800

800 .. .. 1,600

1,000

500

.. ..

.. ..

...

..

12,730

763

90

150

2,000

1,200

31,820

.. .. 1,909

.. ..

....

..
100

170

150 ..

..

...

..

..

300

300

225

380

250 न
ा
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Comparative View of the Out goings belonging

FromMr. Barrow.

1800.

Price of the opstal or

in his Loan Farm,

50 Oxen,

Outgoings .
Rds.

buildings 7,000

........
...

.. ..

..

..

.. ..

1824.

18,000

1,500

800

720

6,000

..

..

750

400

480

..

..

50Cows, a

a 15

8
.....

12Horses , a 40 ..............

6 Slaves , a300

..

..
........

..

2Waggons,
....

Furniture, ..

Implements of Husbandry,
....

Interest at 6 per cent. ,

Clothing perSlave, ............

Ditto for Family,

..

:

..........

Tea, Sugar, &c. &c.

Duty on

..........

...

Contingencies, Wear and Tare,

1,423 3,364

It is to be noticed, however, that all the direct and in-

goings for 1824, and further, that, though in very favor-

general, perhaps the produce does not average more than

will be able to judge of the pressure of taxation, and the

GROWTH OF WINE.

The great increase of production since 1814 will be evi-

dent from the following statements. The results here ex-

hibited are incompatible with the assumption of a constant

lance against the Colony. A nation gains not by what it

real premium on the foreign exchanges, an increasing ba-

exports, but bywhat it imports ; but if the capital consumed

in realising produce for exportation was not replaced by the

value of the imports, it is clear that such a trade must soon

have terminated; but a continued premium in the exchange

implies, that a greater value is exchanged for a less produc-

tive value.
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to the Cultivation of Corn in 1800 and 1824.

Returns.

1800.

300 Muids Wheat, a 4Rds .

100 Ditto Barley, a 3

6 Loads of Chaff, a 32

1,000lbs . Butter

.. ..

a 12 Sk . .. 250 .. 3 ..

5 Horses sold annually,

..

..

Rds .

1,200

300

1824.

.... 12 3,600

5 .. 500

..

Returns ,

Outgoings, ........

Profit ,

................ 2,142 .. ..

1,423 .. ..

...

........

Rds. 719

£.144

.. ..

.. ..

..

192 45

200 60..

..

..

..

270

500

300

5,170

3,364

1,806

145

..

..

..

Or 50 per cent. ,

Outgoings.

1800. £.284 12.

1824. 295

..

..

..

..

Returns.

1824. 144..

.. 145

direct taxes are not included in the above estimate of out-

able seasons, 300 muids of Corn may be raised, yet, in

200 muids, From the above data, however, the reader

effect of depreciation.

Statement exhibiting the number of Wine Stocks, and

the quantity of Wine produced annually since 1814 :-

Number of Wine Stocks. Leaguers of Wine*.

........ 7,707

........ 12,583

14,090

.. 9,228

......... 10,511

........ 11,761

........ 13,475

........ 14,765

..

13,372

1814-17,579,023

1815-19,004,154

1816-20,070,797

1817-20,044,215 ..

1818-21,543,345

1819-23,068,854

1820-23,415,527

1821-24,490,615

1822-25,527,365

........

19,2301823-25,771,576

*ALeaguer of Wine is equal to 152 Gallons, or 1 and 1-3 Pipe.
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Number of Muids of Grain brought into Cape Town,

since 1804.

1804 to 1806-per annum.-Wheat 32,000 -Oats 4,100

1806 to 1814 ditto ditto 42,000-ditto 7,200

1814 to 1821 - ditto ditto 43,000- do. 15,000

-

-

The quantity of Wine brought into Cape Town during

the eight years, ending with 1822, amounted to 104,300

pipes, averaging annually, about 13,000 pipes : during the

nine years, ending with 1823, there were exported 69,000

pipes, or annually, 7,666 pipes, which, at 261. per pipe,

gives, about 200,0001. annually.

Statement exhibiting the number of Wine Farms in the

Cape and Stellenbosh Districts, and their value in Colo-

nial Currency, 1823 ; also an estimate of the capital

employed in the WineTrade.

Growth. Rix-dollars.

376 Wine Farms, according to official valuation, .. 5,647,575

5,930 Slaves employed thereon, ...... 1,000 .... 5,930,000

11,766 Oxen, 25 .... 294,150

2657 Horses , 40 .... 122,850

233Mules, 150 .... 42,450

Waggons and Farming Implements , 400,000

Fustage for 19,193 Leaguers of Wine

........

and Brandy,
671,755

a. 35 per Leaguer,

GrazingLandfor 11,766 Oxen, a. 4Rds .

perhead per annum, is 470,064Rds .

estimated as Rent, paying 10 per

cent. gain on Capital,

........ 470,064

Amount capital employed on 376 Wine

Farms, containing 23,758,843 Wine

Stocks,

Addproportion forCapitalemployed in
Lands, not exclusively Wine Farms

containing 2,012,734 Stocks,

From the foregoing statement, the following important

conclusion is deducible. Assuming 10 per cent. on the

whole capital embarked in the growth of Wine, we have

an annual outlay on the part of the Farmers, of 1,483,144.

The Farmers realize 20,317 leaguers of Wine and Brandy,

which in order to meet all the outgoings and expenses be-

longing to the growth and manufacture of Wine, must be

...... 13,578,844

......

1,252,596

14,831,440
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sold for 73 Rds. per leaguer, exclusive of duties. Valuing

the Brandy at 140 Rds. per leaguer, we have :-

1087 Leaguers Brandy,

19,230 ditto Wine,

a. 140 Rds.

a. 694

....

......

152,180

1,331,680

1,483,860

This result accords with the information obtained from

other quarters, that the Farmers sustain a loss when the

Wine does not bring them 80 Rds. per leaguer. Itis

to be observed, that the Farmer pays on every Leaguer of

Wine, a duty of nearly 10 Rds., and the cost of produc-

tion being about 70 Rds., he must obtain 80 to repay the

labor and capital consumed in the growth and manufacture.

There is no probability of obtaining during the present

season, more than 50 Rds. per Leaguer, and there can be ne

doubt, that the Wine Farmers will be losers to the amount

of at least, 50 per cent. on every Leaguer of Wine.

If, instead of 10 per cent. we assume 8 per cent. to be

an adequate return on stock, we shall have the annual out-

lay in the growth of Wine and Brandy, equal to 1,187,088

Rds. , and the lowest price at which a Leaguer ofWine can

be sold by the Farmer without aloss, will be 54 Rds.

This sum of 1,187,088 Rds. is, however, only the an-

nual outlay of the capital, and 54 Rds. would merely re-

place this capital without any profit to the grower ; but in

order that the grower should realize a profit of 8 per cent.

on the capital annually employed, we must add 8 per cent .

to 1,187,088, whence we obtain 1,284,055 ; and the lowest

price at which the Farmer can afford to sell Wine, exclusive

of duties, is 58 Rds. per Leaguer, and Brandy 140.

4,840

=

In regard to the extent of surface occupied by vineyards,

we can form only an approximate estimate. The number

of Wine stocks is 26 millions, and allowing 2 feet inter-

val, or 61 sq.ft. or nearly 7-10 sq. rds. for each Wine

stock, we shall have 26,000,000×7 3,760 acres ; and taking

the annual expenditure in the growth of Wine, at Rds .

1,500,000, we shall have the cost of production, including

rent, profit, &c. , about 400 Rds. per acre-the produce,

6 Leaguers of Wine-and each farm averaging 10 acres

under vines.

With respect to Corn cultivation, takingthe whole annual

produce of the Colony to be 400,000 muids, we shall have

N
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400,000

10×4 160,000 quarters ; and as an acre averages about

24 qrs. per acre, we shall have 64,000 acres of land in

Corncultivation.

Ihave estimated the growth of Wheat at only 200,000

muids. This is probably under-rated, though the author of

the " State of the Cape ofGood Hope" would have us believe

that the Colony cannot produce so great a quantity, even

in good seasons. During the period of its first occupation

by the British, when the population did not amount to half

of its present extent, the quantity of Wheat grown, was

138,000 muids-and Barley, 67,000 muids. It is impos-

sible that the cultivation of Wheat should not have been.

greatly extended since that period, and if Mr. Barrow's

estimate be correct, the returns presented for 1818, must

be incorrect.

WINE TRADE.

13,372 Leaguers old Wine onhand of the Vintage

of1822, .. ... at80

Tengallons of French Brandy per leaguer.

Rix-dollars.

1,069,760

880 is 133,720 gallons,
.............. at2 334,300

14,252 Stores and fustage to contain

14,252, ........

at 75A 1,068,900

7,700 Pipes for the annual shipment, at 35B 245,000

19,230 Leaguers new Wine,
at 50

..

.. 961,500

1,265 192,300 Gallons French Brandy, .... at 2½ 480,750

1,088 Leaguers Cape Brandy,

..........

at140 152,320

Stores and fustage to contain

19,230 Leaguers newWine,

1,088 Cape Brandy,

1,265 French ditto.

21,583 •

260 Slaves employed on 32,602 Leaguers

old and new Wine, computing 8 Slaves

to each 1000 Leaguers,

.... ...

at 75D 1,618,725

at 2000F 520,000

50,000

.Η 100,000

6,601,255

..

Waggons withhorses and drivers, ........G

Contingencies, ...................

Total Capital employed in the Wine Trade,

The above estimate exhibits the whole amounts of fixed

and circulating or floating Capital, employed in the Wine

*Barrow's Travels, vol. 2. p. 83.
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Trade. But it is only the interest of the fixed capital that

is annually consumed, and which enters into the cost. In

addition to the items A, B, &c. which compose the fixed

capital vested in the trade, it is also to be noticed, that there

is acertain quantity of old wine always on hand. We shall

therefore make an allowance for the interest of its value ;

though it is not to be doubted that the loss of interest in-

curred on old wine, is amply repaid by increased price ; a

pipe of wine 10years old will certainly fetch amuch higher

price than when only one year in the cellars; allowing,

however, 10,000 leaguers in store, at 80 Rds. per leaguer,

and 10 per cent. interest, there will be (P) 80,000 Rds. to

be added to the annual outlay, equivalent to a fixed capital

of 800,000 . Hence we have fixed capital,

B

A-1,068,900

245,000

D-1,618,725

-

F- 520,000

G 50,000

Η- 100,000

Fixed Capital, .... 3,602,625, at 10 per cent. 360,262

Floating Capital, .. 2,998,630

P 80,000

Leakage and accidental losses and 1-3d. per cent .

on 2,998,630, is

89,958

20,040

..

3,548,850

... 425,860

3,974,710

Expenses incident to Sales and Shipments on

20,000 Leaguers, a 1 Rdr. per Leaguer.....

Total, Capital annually expended,

Profit, 12 per cent.,

Total Cost to the Wine Merchant, of 36,870

Leaguers of Wine and Brandy, ..........

Reducing the leaguer to pipes, by adding 1-3d, we have

(35,870+11,957 is) 47,827 pipes of Wine and Brandy,

which, including a profit of 10 per cent. prime cost, and

the interest of the fixed capital embarked in the trade, cost

to the merchant no more than 80 Rds. per pipe. So much

for the profits of the Wine merchants ; for I doubt whether

any Wine is sold for less than 130 Rds. per pipe, while a

moiety of it, at least, sells for 200 Rds. per pipe. On an

average, the Wine does not sell for less than 150 Rds. per

pipe, so that the profits of the Wine merchants must often

exceed 100 per cent. on the outlay.
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There can be no material error in the foregoing state-

ment. No. 1 is a copy of the original, with the exception

of some trivial alterations. But for obvious reasons, it is

only the interest of the fixed capital, which enters into the

annual expenditure, and not the whole capital. The higher

the premium on bills, the more favorable is the trade of the

Wine merchant. Thus the quantity of Wine annually ex-

ported, is 7,800 pipes, which, including all charges and

profits, do not cost more than 85, or 663,000 Rds. The

Wine sells on an average, for at least 20/. per pipe, from

which, deduct 31. 10s. per pipe, for freight and insurance,

there remains at the exporter's credit, 16/. 10s. per pipe,

equal to 128,700l. a 140 premium, is 1,544,400 Rds .

Latterly, the average prices to the shipper, probably,

do not average more than 20 or 247. per pipe ; but be-

tween 1814, and 1825, a pipe averaged 301. The profits

of the trade, must, in general, have been equally great ;

though sometimes the farmers obtained from 150 to 200 Rds.

per Leaguer. There is no prospect, whatever, of Wine

again commanding so high a price. The great demand for

Wine in 1815, and 1817, induced the farmers to form

vineyards on soils of inferior fertility, and not at all adapted

to produce grapes to yield a luscious Wine. The conse-

quence is, that no improvement in the manufacture can

compensate, in many instances, for the bad qualities of the

grape. To produce better Wine, either more capital must

be laid out in manuring and fertilizing the soil ; or the

Wine must be made only from the best grapes, and not

from an indiscriminate mixture of good and bad. But it

seems impossible to convince the farmers that quantity can

never compensate for quality. When one-half of them be-

come bankrupts, the other half will learn wisdom.

The following comparative view of the Out-goings of the

Wine Farmers may be useful :-

Out-goings.

1800. " From Mr. Barrow."

The first cost of the Estate, .. ..

15 Slaves , a 300 Rds . .. .. ..

80 Wine Leaguers, a 12 Rds.

Implements for Pressing,

Distillery, &c. ..

3 Team of Oxen,

..

..

..

..

..

.. .. .. ..

2Waggons
.. .. .. ..

Rds.

15,000

4,500

960

500

500.

800

..

..

..

..

..

1824.

35,000

15,000

3,200

1,500

1,200

.. 1,600
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900

2,000

25,160

1,509

Horse Waggon andTeam,

Furniture, Utensils , &c.

.. ..

.. ..

.. ..Amount, 1800,

Interest a 6 per Cent. ..

1,600

.. 4,000

63,100

3,786

3 Sheep perweek, for Family use,

Clothingfor 15 Slaves, a 15

Corn , for Bread, 36 muids , a 3

390 780..

225 550.. ..

108 360..

Tea, Coffee, and Sugar,
150 350.. .. ..

Clothing for Family, &c .
350 800.. ..

Duties, Wine and Brandy, on

120 Leaguers , a 3

Wear and Tear, 100 × 20

360.. .. .. a10 1,200

120 300..

Amount of Outgoings , .. Rds . 3,212 .. 8,128

Returns. 1824

100 Leaguers of Wine, a30 .. 3,000 60 6,000

20 Ditto of Brandy, a 50 .. 1,000 120 2,400

Returns ,

Out-goings,

.. .. .. .. 4,000 8,400

.. .. .. 3,212 8,128

Hence it appears, that a price of 60 Rds. per Lea

guer of Wine, and of 120 Rds. per Leaguer of Brandy,

is barely sufficient to cover the out-goings ; and that to

place the Wine Farmer in the same circumstances as in

1806, and 1810, he must sell his Wine for about 70 Rds.

per Leaguer, free of duty.

It hasbeen asserted, that the unpleasant taste, or race-

ness peculiar to the Cape Wines, arises from the soil ;

but this appears to be erroneous,-the more general and

correct opinion is, that it originates from the incorrigible

ignorance and want ofcare on the part ofthe Wine Farmer,

and often too, from inattention on the part of the Wine

Merchant. There is no reason to doubt, that if the skill of

the Farmers were equal to their avarice, the Colony might

produce as fine Wines as is produced in any part of the

world. I speak from experience. There are Cape Wines,

Madeira and Pontac, nearly equal, to any that are

made in Madeira, or on the Continent. I advert in parti-

RHOD
ES

H
O
U
S
E

c
0
0

O
X
F
O
R
D

LIBRARY



102

cular to the Wines of Messrs . Collison and Company,

whose Madeiras are of the very best quality, though not one-

third of the price ofwhat is esteemed the best Madeira that

is brought to India. There is a richness, a mellowness,

in the Cape Madeira, to which I have alluded, which the

Island Madeira does not always possess. The best Pontac

possess a flavour equal to that of the very best Burgundy.

It is used in England by the Wine Merchants, to mix with

the Port Wine, and would, in most instances, be preferred

to the best Port. In mentioning Mr. Collison's Wines, I do

so because I have examined only their Wines ; but those of

Messrs . Hudson & Dixon are not less deserving of

eulogy.

I make no doubt that the Wines just enumerated would

suit admirably the Indian market. This, if my memory

serves me right, was the opinion of Mr. Trotter, and I de-

rive much satisfaction in recording the opinion ofone, who

was so well qualified to form ajustjudgment on the subject.

With respect then to Wine, nominal prices have risen at

least cent. per cent.; or rather, I should say, that since

1806, the nominal cost of production has doubled. In

1806-10, good Cape Wine was sold for from 30 to 40 Rds.

per leaguer, and at these prices the farmer could afford to

grow it without sustaining a loss. It is certain he cannot

now afford to sell it for less than 70, exclusive of duties.

Since 1806-10, and more especially in 1824, Wine has been

sold as high as 250 Rds. per leaguer. Taking the value of

the currency in 1806, at6 Rds. per Pound sterling, and the

average price of Wine 35 Rds. per leaguer, we have the

cost of a leaguer of Wine previous to the issue of paper

money, equal to

1824, at 140 per cent. pm. 70

150

160

170

180

Rix-dollars. Sterling Money.

L. S. d.

35 5 16 8

5 16 8

70 5 12 0

70 5 70

70 5 40

70 5 40

I do not mean to deduce any conclusion from this circum-

stance, to corroborate those already obtained from the gene-

ral rise of prices above exhibited. In the years 1815, 16,
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and 17, the demand for Wine was so intense, that Wine

Farms sold at very exorbitant prices ; new vineyards were

planted, and a very considerable capital sunk in extending

and improving such Farms. The Wine, however, was,

with few exceptions, bad; the demand consequently fell off' ;

the colonial and home markets were, and are still glutted;

and the same Wine which formerly paid the Farmer 100,

will not now sell for 50 per leaguer. It is probable, that

70 would barely cover all the out-goings belonging to the

culture of the vines, and the labour and fixed capital em-

barked in the manufacture. It is clear then, that unless

better Wine is manufactured, and a greater demand be

established for it, the Farmers will be ruined. Most, ifnot

all of the Farmers, are old proprietors, and have no accu-

rate data from which to ascertain the advance of rent, or the

ordinary rate of profits, and thence the value of a farm, or

of anygiven quantity ofarable land. In this case,the only

criterion of the rent (though a very imperfect one) is the

annual interest of the sum, for which the Farm is mort-

gaged, including the interest of that portion of the purchase

money advanced by the Purchaser or Mortgagee.

POPULATION AND REVENUE.

In 1806 the population amounted to 75,200 souls, from

which, deducting 29,100 slaves, and 19,000 hottentots,

there remain 27,100 free inhabitants paying taxes, and con-

tributing directly or indirectly to the revenue. The revenue

inthe sameyearwas 425,827 Rds. equal to pounds sterling at

6 dollars, 70,9711. or about 21. 12s. per head (15) Rds.)

In 1810, the population exceeded 81,000, from whichde-

duct 30,500 slaves, and 20,000 hottentots, and there re-

main 29,622 free inhabitants paying taxes, &c. The reve-

nue in 1810 was 706,696 Rds. or 117,7831. about 31. 19s.

perhead. In 1814 there were 35,000 free inhabitants, and

the revenue amounted to 1,076,968, the exchange was about

80, and 9Rds. was equivalent to a pound sterling. The

revenue in sterling valuation was therefore about 119,6401.

or about 31. 8s. per head, or 31+ Rds. In 1820, the free

population exceeded 46,000, and the revenue for the same

year amounted to 1,517,606. The premium in favor of

sterling money was about 120, or 11 Rds . per pound

sterling. The revenue in sterling valuation was therefore
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137,9647. or about 31. per head, or 33Rds. In 1823 the

free population was 55,000, and the revenue 1,547,671, or

in sterling valuation 129,7771. or perhead, 21.8s. (29 Drs.)

It appears from the annexed table, that since 1817, there

has been no augmentation to the revenue, while during the

sameperiod the sterling salaries have augmented in propor-

tiontothepremium on the foreign exchange. Reckoning the

sterling salaries at 26,000l. the following table exhibits

at one view the comparative augmentation of the salaries

in local currency.

STATISTICAL TABLE,

Taxation. Sterling.

No. 1 .

REVENUE. PerHead. Salaries

Years. Free Sterling Rix- Sterling Rix-
£26,000

Population. Money. dollars . dollars. Rds.

1806 27,200 70,971 425,827 2-12 15 156,000

1810 29,622 117,783 706,693 3-19 23 156,030

1814 35,000 119,640 1,076,698 3-8 31
234,000

1820 46,000 137,964 1,517,006 3-0 33 286,000

1823 55,000 129,000 1,547,761 2-8 29 338,000

Estimate.

1824 57,000 130,000 1,560,000 2-8 29 364,000

1798

375,000 3-14 18+to 21,000 75,000

1802

The capital objection to the salaries of any class being

paid according to the market rate of exchange is, that, as

the real exchangeable value of the public income, does not

increase in the same proportion as the depreciation of the

paper, consequently,the sterling salaries must bear a greater

proportion to the whole revenue, now, than formerly, and

thus operate materially to add to the difficulties of the

Goverment.

From 1806 to 1820 inclusive, the premium on the ex-

change with England has been assumed as indicating the

limit of depreciation in so far as prices have been influ-

enced. Since 1820 the premium has often greatly exceeded

this limit which I estimate on an average at 150 : the pre-

mium has been so high as 200 .

It would appear that the period of highest taxation was

that between 1806, 1810, and 1814. The medium is 31.6s .

per head, an enormous drawback on individual prosperity.
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At present there is no country in the world in which the

proportion of taxation falls so heavily on individuals as in

England, the proportion paid by each individual being

31. 2s. The annexed statement, Table 3, exhibits the pro-

portion of public burdens borne by each individual in the

several European states.

The rapid increase of population has apparently had the

effect of diminishing the pressure of taxation. With some

exceptions increase of national wealth has accompanied

increase of numbers. The adherents of Malthus will not

readily concede that increase of numbers is necessarily a

cause of increase of wealth, or that the latter is the conse-

quence of the former; but it may safely be affirmed that,

when the same portion of public burdens is distributed over

a greater number, the pressure on the individual is necessa-

rily lightened. The medium taxation per head to 1810

was 31. 6s . it is now only 21. 8s. But the prices of all im-

ported commodities which form at least a moiety of indivi-

dual consumption and expenditure, have fallen 40 per cent.

hence, 66s. in 1810, was of no more value than 21. in 1824.

The real pressure of taxation has therefore not been di-

minished. It must be considered, however, that a

great proportion of the new population contribute very

little to the revenue ; the whole falls upon the older residents

in the Cape and Stellenbosch districts, and probably does

not fall short of 31. 16s. per head. On the free inhabitants

of the town, the taxation and other public burdens probably

exceed 41. 10s. per head.

It appears too, thatduring the 18years ending with 1823,

there accrued a surplus revenue above the expenditure of

1,143,012 Rds. It is to be presumed that this sum has been

either remitted to the mother country, or applied to pur-

poses not connected with Colonial interests. Indeed it

appears, by the account No. 2, that in 1817 and 1818, the

sum of 566,777Rds. had actually been paid to the Commis-

sariat. Whatever was the real state of the matter, the

mother country is bound to repay it, inasmuch as a debt

to that amount is clearly due to the public, and the Govern-

ment is bound by every consideration of honor andjustice,

to acknowledge it either by withdrawing the latter addition

of currency from the circulation, or to borrow funds with

a view to its ultimate redemption.

It is certain that the town taxes bear very heavy on the

comforts of individuals. Ordinary houses pay about 150Rds .

0
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per annum, and they are frequently augmented, without

any reason being assigned. These are levied under the

sanction of the Burgher Senate, a body sufficiently notori-

rious, and over whom, it is to be presumed, that the Govern-

ment exercises a vigilant controul-but no degree of controul

can be so effectual as publicity of their proceedings. Let

their accounts be properly sifted and laid annually before

the public, that we may see how they dispose of their sur-

plus funds, andwhy these are not applied to the redemption

of the paper currency, according to the tenor of Sir J.

Craddock's proclamation, dated the 5th March, 1814.

That the excessive taxation of this colony, is an insurmoun-

table bar to improvement, is a fact whichno man of common

sense will deny. The effect must soon be to reduce the

revenue, by diminishing consumption and production-an

effect which probably is already visible-a minute inspec-

tion of the revenue accounts of every department, is indis-

pensibly necessary to unravel the mysteries of official irregu-

larity.

The following observations of a gentleman distinguished

for those qualifications which are essential to the character

of a public servant, and of a wise and amiable man, are

peculiarly just and applicable :

" It would seem only reasonable that duties imposed on

the colony uponthe productions of colonial industry, should,

for the most part, be withdrawn, and that the colonists

should at least not have to encounter, in the shape of a

colonial tax, any symptoms of discouragement to the early

efforts of their enterprise and industry. Considering the

present state of the colony, I have not been able to disco-

ver any new sources of revenue, that would not have the

effect of discouraging or restraining the attempts of the

colonists to avail themselves of the productions, that either

their own industry or the resources of the soil and climate

may supply. " Vide Mr. Bigge's Report on New South

Wales, page 30 & 87.

Ihave only to express myregret, that my intended depar-

ture for India, prevents me from entering more fully into the

subject of the revenue and taxation of this colony.
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Return of the Population, Revenue, and Expenditure,

of the Cape of GoodHope :-

STATISTICAL TABLE II.

Population. Revenue. Expenditure Deficiency.

Surplus,

Rds.

annually.

50,000

Rds. annually.

1798

1801 inclusive 62,000 375,000 325,000

1806 75,145 425,800 381,222 44,578

7 76,760 519,000 431,922 87,072

8 71,800 745,000 321,600 223,400

9 79,900 688,437 703,000 114,600

10 81,120 706,700 698,000 8,700

11 81,500 672,783 732,200 79,500

12 82,400 771,579 808,000 36,300

13 83,500 947,000 854,000 93,000

14 84,669 1,077,000 1,098,000 21,000

15 87,100 1,147,500 1,176,000 28,500

16 90,000 1,158,000 1,078,422 79,578

17 93,000 1,291,000 1,104,542 186,457

18 96,000 1,416,000 1,036,159 379,841

19 99,826 1,209,000 1,171,448 97,552

20 108,000 1,517,000 1,634,328 117,328

21 110,000 1,463,510 1,249,908 213,602

22 120,000 1,549,403 1,317,560 231,843

23 122,000 1,547,671 1,632,389 104,718

Estimate.

24 125,000 1,450,000

501,946 1,645,624

Surplus 1,143,678

The revenue here stated does not appear to include the

funds levied under the orders of the Burgher Senate, which

do not fall short of 300,000 Rds. per annum. The pub-

lic have a right to know what is done with it.
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TABLE III.

Statement of the Revenue and Expenditure of the Cape of

1818, including Arrears received

REVENUE. 1817. 1818. 1821 .

Rds. Rds. Rds.

Land Revenue . 71,930 84,730 178,572

Customs . 288,365 302,918 313,198

Tythes and Transfer Duties 269,791 328,964 290,130

Stamps.. 168,214 163,233 150,929

Wine 21,636 16,088 11,224

PortDuties ... 14,991 17,140 13,443

Post Office 12,025 12,270 22,197

Vendue Masters 154,142 176,629 208,349

Insolvent Estates . 16,875 25,655 31,794

Fees....... 70,196 89,129 92,688

Lombard Bank . 103,978 115,453 120,019

Fiscal Fines, &c...... 590 2,708 3,041

Commando Contribution .... 80,274 41,020 700

Printing Office . 16,946 19,078 20,024

Advanced to the Agent in England

by warrant of the Lords Commis-

sioners of His Majesty's Treasury

for the service of the colony in

1818, 2000l.

22,950

Total revenue ....... Rds. 1,290,969 1,415,968 1,463,510
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III.

GoodHope, from 1st January to 31st December, 1817 and

or paid within those periods .

1817. 1818.

CIVIL DISBURSEMENTS. Rds. Rds.

Pay and Salaries of the Civil Establishment .... 384,079 503,612

Judicial Establishments ... 248,177 147,429

Medical Establishments .. 9,954 9,339

Ecclesiastical Establishments . 40,356 40,030

Pensions 16,689 19,689

Contingencies . 698,957 719,691

Fixed.

Subsistence to sundry persons victualling convicts,&c. 14,795 15,595

Allowance for house-rent . 5,889 8,145

Allowance to Free School Committee andFieldCornets 2,341 1,398

Incidental expences of civil offices .. 13,075 23,026

Judicial offices ..... 6,171 20,301

Unfixed.

Transfer duty andinterest .... 2,701

Buildingsandrepairs .

Expences in the different departments .

Works onRobben island..

Government vessels

Miscellaneous and extraordinary charges......

Adddisbursementsby the Agents inEngland,

1,936/. 9s. at theaverage exchange oftheyear

4,134 9 4 for 1818,

MILITARY DISBURSEMENTS.

Pay at allowances of Colonial Corps .........

Pensions .

Contingent, being for lodging, passage money,

and miscellaneous charges

Add disbursements by the Agent inEngland,

575l. 9s. 6d. at the average exchg. ofthe year

454 7 10 for 1818,

Total Expenditure, ........

Surplus revenueabove the nett expenditure of

the year, but of which Rds. 90,000 were in

advance in 1817, andRds. 103,636 6 2 1-4

in 1818 to the Deputy Commissary General

onthe station,

30,620 77,046

11,379 14,250

2,184

11,749 7,648

30,658 28,867

21,688 47,443

210,245 62,266

1,281 1,671

34,3566 3,592

6,445 5,214

1,104,543 1,036,159

186,426 379,808

Rds. 1,290,969 1,415,968
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TABLE IV.

Exhibiting a Comparative View of the Taxation in several

GreatBritain-the taxes com-

putedaccording to the va-

lue ofmoney on the Conti-

nent,
}

States .

Persons

Total toa

Population. sq. mile.

Great Britain and Ireland ..... 21,500,000 182

Public Proportion

Burdens,&

generally.

per

Head.

14,500,000 165 40,000,000 £2 15 0

44,100,000 200

England, distinctfromWales 11,000,000 232
36,000,000 320

Scotland, distinct from the

Highlands 2,000,000 150 4,000,000 200

Ireland. 7,000,000 237 4,000,000 011 6

Holland. 760,000 237 1,500,000 200

France 30,700,000 150 37,000,000 140

AustrianEmpire 29,000,000 112 18,000,000 012 4

Netherlands 5,300,000 214 8,000,000 110 0

Prussia 10,500,000 100
7,000,000 013 4

Bavaria 3,600,000 120 2,500,000 014 0

Russia 37,000,000 23
18,000,000 099

Poland 2,850,000 60
1,200,000 088

Spain 11,000,000 60 6,000,000 0 11 0

Portugal 3,700,000 90 3,000,000 016 3

Anglo IndianEmpire .. 86,000,000 140 21,000,000 050

Cape Colony
FreeInhabitants 58,000
Slaves, &c...... 60,000

130,000,000 280
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From the result above exhibited, it appears that the de-

preciation of the currency has been attended with one con-

sequence, not generally noticed specifically by Writers on

Financial and Political Economy. It has lowered, not

merely the nominal, but the real value of fixed property.

If the demand for estates and fixed property had continued

to increase this effect might have been counteracted ; but

as there are more sellers than buyers, the estate which was

worth 13,000l. may now be sold for 80001.

The seller who wishes to dispose of his estate will be glad

if he can obtain whathe gave for it, or even something less.

If there be two estates, in all respects the same or nearly

the same, one of which has come under the circumstances

just explained, while the other has remained in the hands of

the original proprietor, it is perfectly clear, that the selling

price of each will not be respectively 13,000l. and 8,000l.

for there are more who wish to sell than who wish to buy.

The proprietor whose estate, purchased under a mortgage

of 10 or 12 years, cost him only 80001. will be glad perhaps

if he can obtain 90001. But if the proprietor of the other

estate wishes to dispose of it, he certainly would not obtain

more for it than 90001. the lowest selling price being in this

case the regulating principle. Iam awarethat the casejust

stated is apparently anomalous, and inconsistent with some

received principles-but such has been the effect in this

colony. I merely state the fact, my limits not allowing
me to trace it in all its ramifications .

Before concluding this section, it may not be amiss to

offer some observations on variations of price caused by an

altered value of money. Mr. Ricardo states, in ageneral

way, that the rise of price is common at once to all com-

modities . This position was not perhaps intended to be

taken literally, as Mr. Ricardo's object was to point out the

ultimate effects of those variations in the demand for labor,

which are for ever disturbing the surface of life. " The

fact undoubtedly is, that the altered value of money does

not affect all prices at the same time ; but that wide inter-

vals occur, during which one class is compelled to buy

dear, while they sell cheap, and others have no prospect

of indemnity, or of regaining the relative position they once

occupied."*

That similar effects would have resulted to the labouring

classes in this colony, unless otherpowerfully counteracting

* Letter to Mr. Peele-Oxford edition, 1819. р. 29-31.
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causes had been in operation, cannot for one moment be

doubted. We have no data on which to ground any infe-

rences relative to the comparative prices of free and slave

labour in former periods. The slaves happily have not in-

creased in the same ratio as the free inhabitants, nor in

proportion to the demand for labour; the wages of free

labour, therefore, of every description have risen in aconsi-

derably greater ratio than that of slave labour ; neither is

there so great a preference for slave labour among the com-

munity, as there was 10 or 15 years back. I should have

been gratified, if I couldhave stated that this change arose

from feelings creditable to the moral character of the com-

munity ; and though I should wish to speak charitably,

andwith due respect for long established usages and asso-

ciations, it must not be concealed, that whatever ameliora-

tionhas takenplace in the condition of the Slaves and Hot-

tentots, is entirely owing to the exertions of the British

Government, to putdown the system of atrocious tyranny

which existed under the Dutch Government. Much praise

is undoubtedly due to the Colonial Government, for steadily

enforcing obedience on the part of slave proprietors, to the

instructions issued for the treatment of their slaves ; yet

much remains to be done, which, without the example and

co-operation of the great body of the community, it is

almost impossible for the Government to effect. Indeed, I

can by no means approve of hasty, violent, and ill-digested

enactments for bettering the condition of the slaves ; and

yet, this is what is sought after by clamorous politicians,

who have no experience of life beyond their own limited

circle.

When the colony was formerly in our possession, and

also subsequent to the last capture, from 300 to 400Rds .

(60to 801.) was reckoned a good price for a slave ; at pre-

sent a good slave cannot be had forless than 1,500, or about

120l. It is certain, that since the influx of free labourers

from England, the value of a slave has declined ; and indeed

this is a necessary consequence of a greater supply of la-

bour. Labour, however, is twice as dear as it is inEngland,

while the price offood is 100 per cent. cheaper than in that

country. For a long period to come, there will probably be

a great demand for labour, more especially if the ports be

permanently thrown open to the exportation of corn.

It is a question whether free labour or slave labour be

cheapest. Stewart, Turgot, Smith, and others, agree in

P
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thinking that the labour of the slave is dearer and less

productive than that of the freeman. This position has

been controverted by several writers, and among the rest,

byM. Say: but it is needless to discuss the subject here.-

M. Sayhowever admits, that slave labour is always co-exis-

tent with a vicious system of production, and opposes the

introduction of a better plan of industry :-" The slave

and master," says he, are both degraded beings, incapa-

ble of approximating to the perfection of industry, andby

their contagion degrading the industry of the freeman,

who has no slaves at hiscommand : for labour canneverbe

honorable or even respectable, when it is executed by an

inferior cast. The forced and unnatural superiority of the

master over the slave is exhibited in the affectation of lordly

indolence and inactivity, and the faculties of the mind are

abused in an equal degree; the place of intelligence is

marked by violence and brutality." Travellers of veracity

and observation assure us that they consider all progress in

the arts in Brazil and other settlements of America, as

utterly hopeless, while slavery shall continue to be tolerated ;

and that those states of North America which have pro-

scribed slavery, are making the largest strides towards

national prosperity.

Note. It is lamentable to think that there should be found

menin this colony to defend slavery-it shows more than

any other fact, how easily the standard of upright and

moral feeling may be degraded by example, and by a

prolonged residence amidst amingled society of slaves and

freemen. The truth is, that among a society so consti-

tuted, just conceptions of what is greatandnoble as respects

personal character and public institutions, cannot possibly

have any practical influence. The existence of slavery

is incompatible with that of national liberty and personal

dignity of character. It has a decided tendency to lower

the tone of moral feeling-not to elevate the character of

the slave, but to bring the character of the owner on a level

with that of the slave : Moreover, the indiscriminate mix-

ture of the youth of both classes, particularly vitiates the

very springs of moral and intellectual perception; and like

every other moral evil, slavery has acontinual tendency to

perpetuate itself by so combining with our nature, as gra
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dually to obliterate the sense of its enormity-it is an' evil

now acquiesced in as existing by uncontrolable necessity,

andwhich has become so intermixed with the selfish propen-

sities of society, that it cannot be got rid of at once,

without many personal sacrifices and public dangers. It

is not on this account however, the lessto be deprecated-

and it is not to be deprecated so much onaccount of the

bondage it imposes on its victims, as on account of its

pernicious effects on the habits and feelings of society. It

is unnecessary to go into a lengthened discussion to shew

that in its origin modern slavery was unjust, and that no

subsequent contract or transfer can render that just and

valid in amoral point ofview, whichwas originally founded

in atrocious violence.-." If you have a right to enslave

others, there may be others who have a right to enslave

you."* The payment ofa sum of money to the first

robber, cannot transfer to the purchaser a right which the

other never possessed; and it is a manifest contradiction to

every principle ofjustice and sound reasoning to assert

the contrary. In fact, the existence of slavery here and

elsewhere is only to be justified on the ground of expedi-

ency. People have unfortunately embarked their capital in

the purchase of slaves, and to deprive them of their pro-

perty, by forcibly emancipating the latter, would unques-

tionably lay the foundation of many evils, hardships, and

personal privations. But it is imperatively incumbent on

the Government to pursue such measures as are best calcu-

lated gradually to remove the evil, and thus avoid others

of a far more aggravated nature.

In regard to the condition of the slave population, they

are certainly as well fed and perhaps better clothed than the

lower classes of free inhabitants ; but they are totally des-

titute of moral and religious instruction. I am aware that

there are individuals who object to educating the slave and

lower classes generally. It is not myintention or wish to

argue the matter here; but while education is so much

neglected among the lower and middling classes, it is vain

tohope for moral or political improvement. It is a hopeless

attempt to superinduce any moral change, or any consi-

derable degree of intellectual improvement on the actual

race of beings who make up the present effective popula-

tion. Their characters are fixed-the range of their ideas,

circumscribed by prejudice and custom, is incapable of

* Price on the American Revolution.
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receiving addition. It is with youth and even childhood

that the labours of the philanthropist must begin : the seed

of moral culture mustbe sown inearly life; andthough the

harvest may not be abundant, nor the prospect of success

very cheering at the outset, still, let us not despair of even-
tual success. Let not the Dutch community take credit to

themselves for the existing institutions for the instruction

of their slaves. Whathadthey done in this respect during

the 150 years which preceded the conquest of the colony?

But evennow, do not the slave owners find means to evade the

orders of Government, for the regular instruction of their

slaves ? and will they not, so long as these orders must be

carried into effect by slave proprietors ?-" Slavery is an

evil:-tohim who is the author, andhim who is the victim
of it, it is alike an evil and a curse. The relations of

master and slave, admit not of duty, afford no scope for

virtue, and preclude all affection. Though in its forms of

extreme rigour, slavery mayprovoke resistance and incite

to revenge, yet, under many degrading shapes, we find

that its continuance is provided for in the morbid indolence,

the selfish acquiescence, and the servile fear, which it has

produced. The manwho desires freedom for a possession,

not from indolence but for the sakeof beingfree,-that man

is free, though bound with fetters. The influence of liberty

on all the intellectual and moral attributes of man, shews,

that it is no chimera."

It is no apology for arbitrarily perpetuating the bondage

of aslave, that he is unworthy to be free, when his vices

are, probably, in no small degree, the fruits of his degra-

dation. Norcan apeople be justly considered ashaving for-

feitedby their crimestheir unalienablepoliticalrights ; though

pleas less specious even than this, have been resorted to in

justification of tyranny. Nevertheless, it istrue, and it is a

mostimportant truth, that in order to capacitate an indivi-

dual or a nation, for the enjoyment of natural rights, moral

emancipation must precede political freedom. The injury

which human nature has through a long period sustained,

from the combined operation of the evils we have advert-

ed to, is too radically deep to allow of its receiving immedi-

ate benefit from any external change. The removal of those

causes which have occasioned its depression-its debase-

ment, can lead but remotely to the good which a sanguine

mindmay anticipate. This is a circumstance of which our

political speculists seem to take little account; whereas, it
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would seem, that the only effectual counteraction of poli-

tical evils, is to be supplied by the gradual operation of the

moral means of rectifying the sentiments, and of emanci-

pating the intellects of the community. These means are

abetter and more comprehensive system of education-the

establishment ofparochial schools, similar to those in Scot-

land; the diffusion of moral and religious instruction

among all classes bond and free;-and finally, a careful

and sedulous superintendance on the part of those entrusted

with the solemn and important duty, of watching over the

moral, religious, and political interests of the people.
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SECTION VI.

EXAMINATION OF VARIOUS THEORIES , ADVANCED TO

ACCOUNT FOR THE DEPRECIATION OF THE

CURRENCY.

In thepreceding Sections ofthis Essay, ithas been attempt-

ed to prove, first, that the condition and circumstances of

the colony, were not of such a nature as to call for an ad-

dition to the whole currency of50 per cent. (which proba-

bly exceeded by 100 per cent. the amount actually in circu-

lation.)-Secondly, that the diminished value of the currency

was simultaneous with the successive issues of paper, and

originated entirely from over-issue.--Thirdly, that the pre-

mium on the Exchange in favor of sterling money, was

nominal, and did not originate from the excess of demand

above the supply ofbills, in other words, from importation,

in excess ofthe means of remittance in payment.-Fourth-

ly, that the assumption of a constantly accumulating ba-

lance of payments against the colony, being the cause of

the gradually enhanced exchange, is not only theoretically

false, but disproved by ascertained facts. Fifthly, that the

rise inthe price ofcorn, in paper-money to the extent of

150per cent. while the price in silver, gold, and Spanish

dollars, is pretty nearly the same, is an irrefragible proof

of the depression of the paper-currency below the value it

possessed before the additional issues.-Sixthly, that in-

creased taxation could have had little or no effect in raising

prices above the limit of 1806 and 1810, the proportion of

taxation bearing on each individual however heavy, being,

in point of fact, less at present than during that period,

though perhaps individuals are less able to bear even this

degree of taxation than formerly, owing to the great fall of

profits, both of farming andcommercial capital. Seventhly,

that the assumption of a real premium on bills for sterling-

money, varying from 150 to 200 per cent. is not only theo-

retically absurd and impossible, but is incompatible with the

acknowledged prosperity and profitable commerce of the

Colony, during that period in which the depreciation ofthe
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paper money was progressively advancing, from 25per cent.

in 1810, to 150 in1821; and lastly, that a real premium can

never exceed the real cost of transmitting bullion or specie,

which is the only true limit of an unfavorable exchange,

and would not probably exceed 5 per cent. Either silver

has risen in value, or paper has fallen. But silver com-

mands no more commodities now than in 1810, perhaps

less; but the supposition that specie should have risen 180

per cent. is absurd. Such a rise in the value of specie

would have attracted it from all parts of the world, and it

would soon have reached its ordinary level. It is paper,

therefore, and not silver, that has changed its value. There

is no want of specie in the Colony, but it is driven out of

the circulation, and it forms no part of the circulating me-

dium. They who contend that the paper money is not de-

preciated in value from an over-issue, seem to entertain

strangely inconsistent views of the subject. They admit

the "diminished efficacy of the currency," that it will com-
mand " a less quantity ofcommodities ;" that " it augments

the expenditure of Government;" that it " has the effect of

enhancing permanently and universally the prices of foreign

and colonial produce ; and consequently, to meet an in-

creased public expenditure, or, in other words, to pay 15

Rds. instead of5, the public are subjected to increased tax-

ation." Now these admissions, if they prove any thing,

clearly prove the reverse of what is affirmed by the oppo-

nents of depreciation. These are the infallible concomi-

tants ofa currency depreciated in value,from over-issue.

I trust it has been satisfactorily shewn, in the first three

Sections, that, independent of the collateral facts leading to

the same conclusion, the value of a paper currency not con-

vertible into specie at the will ofthe holder, cannot possi-

bly exceed the value of the gold and silver which would

be required to perform the same extent ofbusiness . It

is this last circumstance alone, which determines its value ;

and it is quite clear that an addition to the currency can

have no other effect than that of deteriorating the whole.

Mr. Trotter ascribes the present degraded state of the cur-

rency to the following causes :-

1st. To an injudicious system of Banking.

2d. To want of public Credit and Securities .

3d. Excessive Importations.

4th. Reduced Garrison, and consequently diminished

Expenditure .

A
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5th. Over Taxation in some branches.

6th. Want of a steady demand, and aForeign market

for Agricultural Produce or Grain.

7th. To a facility of borrowing and other causes, giving

to Property an artificial value.

8th. To Government being allowed to augment the cur-

rency at pleasure.

If the principle unfolded in the first three Sections of this

Essay be correct, it must appear evident, that, with the

exception of the eighth cause assigned by Mr. Trotter, all

the other circumstances pointed out by him as co-operating

to depreciate the currency below its standard value, are

either inapplicable, or produce this effect by over-loading

the circulation with currency granted as loans, and thus

throwing into the market extensive issues of paper, not

calledfor by the demands of circulation, but merely to meet

the necessities of individuals .

If it be true that the value of a circulating medium de-

pends entirely on the business it has to perform ; how can

an injudicious system of banking produce any permanent,

or even considerable depreciation of the currency, except

by excessive issues of paper? Let it be remembered, that

Government is the issuer; that one million of Rix-dollars

was created and thrown into circulation in payment of the

wages of labour, and in exchange formaterialsfor building,

and other purposes which need not be specified. These

sums were issued by the bank; but the bank could not issue

more than the Government authorised it to do, nor could it

issue less ; because, a created capital was necessary for the

above purposes, to the full extent of the authorised issue.

If any thing was within the power of the bank, it was

ratherther towithhold the paperfrom circulation, and to retard

its depreciation. If the additional million was necessary to

facilitate the business of circulation, the bank would have

been blamable in retaining it within its coffers ; on the

other hand, if it was not necessary, no blame could attach

to the bank which was merely an instrumentinthe hands of

Government. It is well known that the bank has at all

times engrossed, at least, a moiety of the currency, being

mostly the deposits of individuals, and partly so much of

the original capital of the bank as had not been disposed

of. If there had been any effective demand for an addi-

tion to the currency in 1810, and 1812, the fact would have

been indicated by afall of prices, or a rise in the value
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of the Rix-dollar ; consequently, the bank would have de-

rived a profit from disposing of part of the funds. But

there is nota single fact to prove that there was a demand

for an addition to the currency. A demand for capital,

-and a demand for currencyas circulating medium, are two

widely distinct questions, and it is from confounding these

two that so many erroneous impressions have gone forth

among all classes. On the contrary, we know, that the

value of the medium of transfer, at present required to cir-

culate the exchangeable products of the Colony, is less

than in 1806, and 1810, and that instead of an additional

currency, a smaller value is now required than before.

In 1822, we are informed, the products sold and circulated

inthe Colony, averaged about 9,000,000 Rds. and taking

themean depreciation equivalent to apremium of 140 per

cent. on the original value of the Rix-dollar, or 12 Rds. to

the pound sterling, the value of the circulating medium

would be to that of the circulating produce as 1 a 3, (one-

third) or, as 250,000l. to 750,0007. If, in 1822, the value

of the circulating produce exceeded that of 1806, by 33 per

cent. then the value of the circulating produce in 1806,

was only 560,000l. Hence, according to this supposition,

there was required in 1806, and 1807, a currency of

2,000,000 Rds. or 333,000l. to circulate products valued at

560,000l. and in 1822, a currency of 3,100,000 Rds. or

260,000l. to circulate a value of 750,000. If, in 1806, the

value of thecirculating produce was560,000l. then, accord-

ing to M. Say, the highest proportion that ought to be as-

sumed is 1-5th, or avalue of 112,000l. whence it appears,

that the Rix-dollars in circulation should not have exceed-

ed 560,000, in which case the Rix-dollar would certainly

and necessarily have maintained its value. On the same

principle, only 750,000 or 150,000l. equal to 750,000 Rix-

dollars, at 4 Shillings per Rix-dollar would now have been

requisite, instead of 3,100,000 Rds. so that in point of fact,

3,100,000 depreciated Rds. of the present currency, is of

no more value, than 750,000, if the quantity had been

limited. We know, indeed, the bank has generally en-

grossed about one-half of the currency ; but even with this

admission, we are at once enabled to account for a deprecia-

tion of 100 per cent. from over-issue, and the value of the

whole currency is determined by the amount in circulation.

Ithas been said, by Mr. Trotter, that increased commerce

5
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and population, required an increase of circulating me-

dium; but he should have shown in the first place, that

therewas a deficiency, and he should have pointed out the

circumstances which indicated a deficient supply. But

the truth is, as I have explained more particularly in Sec-

tion1, that in an advancing society, there aremanycounter-

acting causes to an increased demand for a currency; and

to what has been said, I shall here add apassage from the

elaborate work of M. Say. "A circulating medium would

be more abundantly required in a rich than a poorer nation,

were not the following circumstances to control this general

rule.

" 1. The superior rapidity ofcirculation, both of money

and commodities, in a state of national opulence, which

makes a smaller quantity of money requisite, in proportion

to the total of commercial dealings. The same sum in a

rich country will effect perhaps ten successive operations of

exchange inthe same space of time, as one in a poor coun-

try. Wherefore, the multiplication of commodities to he

circulated is not necessarily attended with a co-extensive

increase of the demand for money. The business of circu-

lation is extended; but the agent of circulation becomes

more active and efficient.

" 2. In a state of national opulence, credit is amore fre-

quent substitute for money. By this expedient, the use of

metal money, and, consequently, the demand for a cir-

culating medium, isis considerably diminished. Nor is

convertible paper the sole expedient of substitution

amongst anindustrious and commercial people; every kind

of private obligations and covenants, as well as sales on

credit, transfers of money-credit, and even mere debtor

and creditor accounts current, have an effect precisely

analogous.

Thus the necessity, and consequently the demand, for

a currency, never advances in an equal ratio with the pro-

gressive multiplication of other products; and itmay be

truly said, that the richer a nation is, the smaller is the

amount of its coin, in comparison with other nations."

Itmust be evident, then, in whatever light the question

be viewed, the bank cannot bejustly charged with having

unauthorisedly extended its issues of paper. The bank is

the instrument the government makes use of to realize and

become the deposit of its funds, and provided it obtains the

requisite securities,there is nolimit to the extent ofits issues,
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which appear clearly to be regulated not by the wants of

the circulation, but by the wants and necessities of indi-

viduals.

It has been said, that the " System of the Bank was cal-

culated rather to relieve the necessitous, than accommodate

commerce; to embarrass the Merchant, to destroy the ac-

tivity ofcapital, and to be the means, by reason of long

loans, to augment the capital of the Colony beyond the

means of wholesome circulation, &c. &c."-I do not wish

to be considered as an apologist for the Bank, but I am not

sufficiently conversant with the mysterious details of that

august and venerable Establishment, to conceive myself

authorised to pass an unqualified censure on the system

which it has adopted. I regret, that in the course of my

researches, I have discovered no fact which could warrant

even the most feeble attempt at eulogy. However, let

justice be done. There is, I think, some inconsistency in

charging the Bank, first with " destroying the activity of

capital," and immediately afterwards, with " unnecessarily

augmenting the capital of the Colony." The author, I sup-

pose,means, that the system of the Bankwent to repress

the productive industry of the Merchant and Agriculturist,

by affording loans for other purposes than those ofproduc-

tive employment, in these departments ; and by reason of

the long loans of money thus thrown into circulation, not

to forward industrious enterprise, but to defray personal

consumption, and feed extravagance. But is it not clear,

that the effect of such issues must have been to add to the

amount of currency, and thus to depreciate its value. In

speaking ofa " created capital," people do not reflect that

the issue ofpaper in the form of loans to individuals cannot

of itself create capital. The effect of loans granted to aid

productive industry, is, to call unemployed capital into ac-

tivity, to transfer it into those channels where it may be

consumed, and replace by productive employment,not only

its original value, but also the ordinary profits of stock ; and

thus indirectly give rise to a fresh accumulation of stock,

which is nothing more than the aggregate or surplus

realized in the employment of productive industry. It is

obvious too, that, by long or short loans, the value of the

circulating medium must be materially affected. The effect

of a loan from the Bank is to throw a considerable sum of

currency into circulation ; the greater the amount of the

loan, and the longer the period for which it is granted, the
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greater is its influence in lessening the relative value of the

currency, compared with specie and commodities. This is

anundeniable principle, and it is accordingly with reference

to this fact only, that the conduct and system of the Bank

should be examined, and the merits of the Directors duly

appreciated. It is certain, that in 1806, the Bank pos-

sessed, and should be able to account for their capital of

nearlyone million. Between 1806 and 1810, what portion of

this capital had been lent out, and what amount remained

inthe coffers of the Bank ? These are important questions .

It is also desirable to ascertain the amount of loans in each

year, given by the Bank; the individuals to whom they were

granted ; the value of the property hypothecated for them ;

the period for which they were granted; also, the amount

of redemptions in each year; the loans due, but not re-

deemed according to the contract ; and, finally, a statement

for each year, shewing the amount in circulation, and the

amount placed in the hands of the Bank. From these data

we should have no difficulty in estimating the merits ofthe

system. But viewed in any light, it must appear an incon-

testible fact, that a body unchecked by any controlling

power in its issues, and makingthe wants of individuals the

sole motive and reason of loading the circulation, without

reference to the demand for a circulating medium, must

necessarily be open to the charge of incapacity. But it is

the inherent inaptitude of the system to produce any other

effects than such as must eventually be pernicious, and not

personal incapacity; though I am not disposed to deny, that

with some exceptions, the Directors of the Bank are, per-

haps, too deeply imbuedwith the principles of the old school,

either to frame or superintend a better system of Banking.

The beneficial effects which would result from loans granted

on fair and equitable principles, are rendered completely

nugatory, from the circumstance, that the Bank requires

security for more than treble the amount of its loan. There

may be some cases in which the principle is judicious, but

on a general view, there are two capital objections to it .

The first is, that by requiring a security so extensive, the

property and capital thus hypothecated is rendered wholly

unproductive in cases of emergency; it is a bar to the dis-

posal of property at a time when the proprietor may be

desirous of effecting a transfer, andemploying his capital to

more advantage in other departments. Where so inordi-

nate a share of the property is at the mercy ofthe Bank,
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private individuals willnot risk a purchase at the hazard of

the whole property being absorbed by the claims of the

Bank,-more especially as the property mortgaged is often

partly fictitious, originally consisting of slaves ; so that in

the event of their death before the redemption of the loan,

the estate and all the fixed property on it might be insuffi-

cient to redeemthe mortgage.-The second objection to the

system of the Bank, is, the facility ofborrowing circulating

capital on inconvertible security, which has a decided ten-

dency to encourage hazardous speculations and expensive

habits, incompatible with the prosperity of the borrower,

without giving productiveemployment to capital; andthere-

by forcing injudicious competition, to the great detriment

of the real capitalist and fair trader. Further, the possession

by the Bank of nearly one-half the circulating medium,

besides that it shews indisputably, that there is a corre-

sponding excess above the demand for it, necessarily pro-

duces incessant fluctuations in the state of the currency,

either by discounting largely, or by restricting all Bank ac-

commodation. Whether the Bank is open to the charge of

partiality and favouritism, a minute reference to its accaccounts

and transactions, alone could fully enable us to ascertain.

But without going so far as Mr. Trotter, in condemning the

whole system, without any redeeming quality, it does not

appear to have afforded any stimulus, or even assistance, to

agricultural or commercial industry. It is certain, that the

principles of the system are, as Mr. Trotter observes, in-

compatible with alljust principles ofBanking; and if, while

it has accommodated the necessities of individuals, by re-

tarding for a while the infallible effects of dissipation andex-

travagance, it has at the same time refused accommodation

to the mercantile and agricultural classes, there is no cen-

sure which could be too severe.--But although the value of

the circulating medium is not regulated by any other prin-

ciple than that of limiting the supply to the demand, and

though the Bankwas blamable in so faronly as it extended

its issues for such periods and for such purposes, as to load

and embarrass the circulation, rather than to call dormant

capital into employment, the establishment of the Discount

Bank in 1808 must have contributed in an essential degree

to diminish the demand for currency, by the transfer ofbook

credits and payments without the intervention ofa circulat-

ing medium; by which means, 10 or 20,000 Rds. perform

as much business as one or two hundred thousand. This,
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indeed, is one of the principal advantages of the Banking

system. The institution ofthe DiscountBank, ifconducted

onsound principles, musthave operated in a powerful man-

ner to facilitate the circulation, and should have proved a

motive for withdrawing from, rather than adding to, the

circulation. Upon the whole, whatever be the faults of the

Lombard Bank (I speak of the system) it does appear

tome that the depressedstate ofthe currency, is ascribable

in avery considerable degree to the system of long loans,

and in particular to the facility of obtaining these loans

without reference to the demand for productive capital, or

to the want of a circulating medium. But still, is it not

evident that the precise effect of all such issues and loans

is to augment the currency in circulation, and thereby to

diminish its value ? If the bank had of its own accord

created the last 1,000,000 in paper currency, no censure

would have been too severe; but this was not the case; the

paperwas created to supply the wants of the government,
and it did not rest with the bank to withhold it from circula-

tion. On the other hand, had the paper currency been

limited in amount to the actual demands for a circulating

medium, say, 1,000,000 Rds. instead of 3,100,000, there

can, I think, be little doubt, that in spite of an injudicious

system of banking, the Rix-dollar would have maintained

its value. In short, the system of banking in this Colony

could have affected the currency only intwo ways. It must

have had the effect of either increasing or diminishing the

exchangeable value of the currency. That it did not in-

crease its value, is not denied. If it diminished its value,

itmust have produced this effectby over-issue. Deprecia-

tionwas a necessary consequence.

The improved system of banking proposed by Mr. Trot-

ter, appears to be highly judicious, andhis observations on

this subject being deduced from sound principles and ac-

curate data, are entitled to the attention of the govern-

ment. I shall not prolong this Essay by any attempt to lay

down in detail the basis or ground-work of ajudicious

system of banking, since it is not connected with the ques-

tion more immediately under consideration, and as I in-

dulge the hope that Mr. Trotter will publish his Essay.

*Ifthe notes issued were each of considerable value, say, from 1,000 to 2,000

Rds. they could not, perhaps, materially affect the value of the currency ; and

had thisbeen the case, the issues and loans would have been calculated rather to

affect the distribution of capital than its real value.
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The second cause assigned by Mr. Trotter, as operating

to degrade the currency below the standard it was issued

to represent, is "want of public credit and securities." It

is to be observed, in the first place, that our object was to

inquire into the causes or circumstances that were, or are

actually in operation tending to depreciate the value of the

currency. Now to affirm that the want of public security

had this effect, is a sort of contradiction, implying the

absence or negation of any specific cause. I must here re-

peat, " that the total business of national exchange and cir-

culation, requires agiven quantity of the commodity money,

and of a certain value. There is a daily sale of so much

wheat, cattle, fuel, property, moveable and immovable,

which sale requires the daily intervention of a given value

in the form of money. Now, whatever be the relative

abundance of money, or the medium of exchange, since a

quantum possessed of a given value is requisite for the

business of circulation, the money,must of course, advance

invalue as it declines, and decline in value as it advances

in quantity. The demand of the circulation requires the

agency of an actual quantity (1,250,000) Rds. that is to

say, a value equivalent to 1,000,000 Spanish Dollars,

(1) Spanish Dollar to 14 Rix-dollar,) or equal to about

104,170 muids of wheat; 12Rds. per muid. Whateverbe

the weight, or bulk, or quantity of the material used as a

circulating medium, the total value of the Colonial money

will still remain at that point, because the business of cir-

culating all the values of the Colony requires no larger va-

lue. No government has the power of increasing the total

value of the (Colonial) currency, otherwise thannominally.

The increased quantity of the whole reduces the value of

every part, and vice versa, no increase to the number of

Rix-dollars in circulation can possibly have any other effect

than that of deteriorating the value of each in exchange."*
Having stated explicitly in the language of a competent

judge, the causes which determine the exchangeable value

ofa currency, it must appear evident that the existence of

public securities cannot have any necessary connection

with the quantity or value of the circulating produce of

the colony. Whatever has a tendency to increase or di-

minish the quantity and value of the annual produce, neces

*M. Say on Political Economy, vol. i. chap. xxi.

Adam Smith, hook ii. Chap. ii.
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sarily increases or diminishes the exchangeable value of the

currency; but how does the absence of public securities

tend to diminish the annual produce, or to increase the me-

dium of circulation ?-or rather since the " currency is of

less value" now than before 1810, in what proportion has

the annual produce been diminished by this cause? Mr.

Trotter has not inquired into this important fact, nor has

he shewn the principle on which his reasoning is founded.

It should be shown first, that public securities have a ten-

dency to augment the business ofcirculation, and the man-

ner inwhich that effect is produced; and then even grant-

ing the premises, before any deduction could be made

bearing on the influence of the want of securities, in di-

minishing the business of circulation, these would obvious-

ly not apply to the state of this colony.-For, when the cur-

rent value of the rix-dollar was from 3s. 6d. to 4s. that is

between the years of 1806 and 1811 there were no public

securities. If these had ever existed, there might have

been some shew of reason in asserting that " the want " of

them caused a depression in the value of the currency, a

conclusion which could be drawn only from the influence of

public securities in augmenting the business of circulation,

being prematurely destroyed. Moreover, the existence of

public securities in the form of debentures, bonds, pro-

missory notes , &c. bearing interest, might, and doubtless

would, be used as a medium of transfer in all transactions

ofmoment, and in some degree operate to diminish the de-

mand for acurrency. But though the absence of public

securities cannot possibly exert any influence on prices, or

raise or diminish the exchangeable value of commodities ;

the want of these may have a very deceided influence on

the course of exchange, though that influence is necessarily

limited by the circumstances already stated as regulating

the amount of a real premium. My ideas on this subject

coincide entirely with those of Mr. Colebrooke, and they

cannot be better explained than in his own words :-" Ow-

ing to the same want of public securities is that extreme

urgency for mercantile remittances with the consequent

perpetual pressure upon exchange, which has been noticed.

If capital awaiting remittance may mean time be securely

and advantageously employed, without foregoing the

prompt command of it, remitters may be content to expect

a favorable turn in the rates of exchange. But if money

is to be idle while it remains unremitted, a present definite
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loss is submitted to, sooner than keep it unemployed wait-

ing for doubtful contingences." The wantofbill merchants

and bill brokers, and the consequent injudicious competi-

tion, must doubtless tend to raise the real exchange above

its proper limits ; but the effect of such competition must

necessarily be regulated by the amount of interest which

would accrue on a debt, if payment were delayed for 3, 6,

or 12 months, and probably would not exceed 8 per cent.

But whatever it might be, it is quite certain that a real

premium could not greatly exceed the cost of transmitting

bullion, and that the premium in excess of this cost is mere-

ly nominal.

The third, fourth, and sixth causes assigned by Mr.

Trotter, as diminishing the value of the currency, viz.

(3) Excessive importation ; (4) reduced garrison and

consequent reduced expenditure; and, (6) want of a

steady demand and foreign market for the produce of the

soil, appear to come under one head.-Excessive importa-

tion necessarily affects the proportion between the supply

and demand for bills :-a reduced garrison has precisely

the same effect and aggravates the effect of limited

exports, which of course originates from a diminishedde-

mand for colonial produce and the want ofaforeignmarket.

Thus all these circumstances combine to turn the balance

of payments against a country. It is perfectly true, how-

ever, that the premium on the exchange originating from

these circumstances, can never exceed the cost of trans-

mitting bullion, all the premium above this cost is merely

nominal, and the effects ofa depreciated currency. As long

as the premium on foreign bills is less than the expense at-

tending the transit of bullion from acountry which has an

unfavorable real exchange, it is certain that no merchant

will ever think of subjecting himself to anunnecessary ex-
pense, by exporting bullion to pay a foreign debt. But,

supposing the premium on foreign bills to have increased, so

as to equal the cost of exporting the precious metals, for it

cannot exceed this sum, it does not by any means follow,

that they will therefore be exported. That entirely depends

on the fact whether bullion is at that time the cheapest ex-

portable commodity, or, in other words, whether aremit-

tance of bullion is the most advantageous way in which it

is possible to discharge a debt. *

* Huskisson on Depreciation, pp. 49-53.

R
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"It is commonindeed,(says a writer already quoted,) to

represent the balance of payments as actually made in bul-

lion. But this is not the fact, and it is material to shew it,

as Mr. Huskisson has done in his valuable Treatise on the

depreciation of English Currency. There is, in fact, no

such thing as a final settlement between two countries at

the end ofa year, as between two individual dealers, the

dealing always goes on, the low rate of exchange naturally

drawing goods from the country where bills are at a dis-

count, to redeem those bills or to pay off that debt which is

denoted by a fall onthese bills, and checking the importa-
tion of them while the discount continues. There is thus a

continual tendency to restore the equilibrium, and in the

natural state of things the oscillation never departs far from

the mean." *

It has been shewn, that fluctuations in the nominal ex-

change have no effect on foreign trade. When the curren-

cy is depreciated, the premium which the exporter of com-

modities derives from the sale of the billdrawn on his cor-

respondent abroad, is only equivalent to the increase in the

price of the goods exported, occasioned by this deprecia-

tion. But whenthe premium on a foreign bill is aconse-

quence not ofa fall ofmoney, but of a deficiency in the
supply ofbills, there is no rise of prices; and inthese

circumstances the unfavourable exchange undoubtedly ope-

rates as a stimulus to exportation. And hence an unfavor-

able real exchange has an effect exactly the same with what

would be produced by granting a bounty on exportation

equal to the premium on foreign bills .+

But for the same reason, says Mr. M'Culloch, that an

unfavourable real exchange increases exportation, it must

proportionally diminish importation. When the ex-

change is really unfavorable, the price ofcommodities im-

ported from England must be so much lower than their

price in the Cape, as not merely to afford, exclusive ofex-

penses, the ordinary profit of stock on their sale, but also

to compensate for the premium which the importer must

pay for a bill ifhe remits one to his correspondent, or for

the discount added to the invoice price, if his correspondent

draws upon him. Amuch less,quantity of foreign goods

will, therefore, suit the Cape market, when the real ex-

change is unfavorable, and fewer payments having to be

*Huskisson on Depreciation, p. 49-53.

+ M Culloch on the Exchange.
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made abroad, the competition for foreignbills will be dimi-

nished, and the real exchange rendered proportionably fa-

vorable. In the same way, it is easy to see, that a favor-

able real exchange must operate as a duty on exportation,

and as a bounty on importation."

It is thus, adds the same writer, that fluctuations in the

real exchange have a necessary tendency to correct them-

selves. They can neverfor any considerable period, ex-

ceed the expense of transmitting bullionfrom the debtor to

the creditor country. But the exchange cannot continue

either permanently favorable or unfavorable to this ex-

tent. When favorable, it corrects itself by restricting ex-

portation and facilitating importation; and when unfavor-

able, it has the same effect bygiving anunusual stimulus to

exportation, and by throwing obstacles in the way of im-

portation.

The true par forms the centre of these oscillations, and

although the thousand circumstances which are daily and

hourly affecting the state of debt and credit, prevent the

ordinary course of exchange from being almost ever pre-

cisely at par, its fluctuations, whether on the one side or

the other, are confined within certain limits, and have a

constant tendency to disappear.*

Itmaybe assumed then as an AXIOM, that the conti-

nuance of an unfavorable exchange against a country,

far exceeding the expense of transmitting bullion, is an

infallible criterion ofa depreciated currency. The rix-

dollar note was issued to represent a value equivalent to

4 shillings sterling. It passed at nearly this value in

1806-10; and after the creation and issue of 1,000,000 bank

notes, in addition to those already in circulation, the rix-

dollar note passed adiscount, now reaching 66per cent.; in

other words, the premium on exchange with England has

risen from 20 to 200 per cent. though the cost of transmit-

ting bullion does not exceed 10 per cent.

From what has been here and elsewhere stated, it must,

I should think, appear manifest, that the trade between any

two countries cannot continue, unless the value of the ex-

ports and remittances from the one be sufficient to defray the

cost ofthe imports from the other. The contrary assump-.

tion obviously involves a contradiction in terms. It is to

* It appears from the valuable Work of Mr. Moreau, lately published, that the

value of the exports from Great Britain to all Africa, has not averaged more

than£530,000. per annum, between 1816 and 1822.
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suppose, that a Merchant will continue for a series ofyears

to sell his goods to a customer, from whom he never re-

ceives morethan 50 per cent. for every 100l. worth ofgoods

that is sold to him. Yet, strange as it may appear, this

assumption has been made in order to account for a real

premium of 200 per cent.-The following illustration of this

extraordinary doctrine, so different from that of Ricardo,

Mill, M'Culloch, &c. is extracted from the writings of one

who denies the depreciation of the rix-dollar from over-

issue :-

" Upon similar principles, suppose a country (we shall

say Van Dieman's Land) possessed a paper currency in

Rupees, computed at a par exchange of the value of2 shil-

lings, or at 10rupees to the pound sterling ; that is, had im-

ported in one year merchandize to the extent of say 20,000l.

or 200,000 Rs. and that she could only supply in return an

export in produce to the extent of 120,000 Rs. leaving a

balance of 80,000 Rs. to be liquidated through the only re-

maining channel, namely, by means of such bills as theGo-

vernment might subsequently draw onLondon, to discharge

the Garrison expenses of the Colony,-that at the expira-

tion of the year these expenses were ascertained to be only

equal to the production of bills to the extent of 6,000l. and

they were advertised accordingly for sale by public auction

on some future day.

" Further, supposing you to have seen this advertise-

ment in the Cape Newspapers, that you were also ac-

quainted with the amount of foreign payments which the

above Colony had to make in closing her commercial ac-

counts for the season in question, and that she would be re-

duced to the necessity of remitting the balance of her debt

upon the above bills, what result, let me ask, would you

deduce from such premises upon either financial, commer-

cial, or arithmetical principles. Might it not be antici-

pated, and without any very extravagant assumption, that

on the day of sale the bills ofprincipal,6,000l. or 60,000Rs.

would (on an average) exactly rise to such premium as

would be competent to absorb the balance of trade, or in

other words, to 33 per cent. which, upon 6,000l. bills,

would precisely include the remittances to be effected.

" Through this process, in short, the sale ofthe 6,000l.

bills in exchange for the 80,000 Rs. currency, was nothing

more or less than a barter transaction; and value beingde-

termined at the time of sale by the mutual consent ofboth
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parties, the 6,000l. became, to all intents and purposes, con-
ventional and strictly equivalent to the 80,000Rs. And

here again I maintain, that excess or limited currency had

no connexion with the above premium,-that improvident

trading was the cause, and premium the effect; but for the

reasons assigned, and under the barter adjustment above

stated, that the deficit in exportable commodities,(including

produce and bills) created no necessity for that accumula-

tion ofcurrency to which you refer; but the exchanges be-

came necessarily and inevitably depreciated in an inverse

ratio to the premium of 33 per cent. and a fraction, at which

the bills were sold. In this case, the price of bills would

have been less in proportion as the supply approximated to

the wants of the public ; and thus would your exchanges re-

turn to a less depreciated standard, as your Commissariat

Bills might increase, whilst in the other case, the premium

of the bills would not have risen to more than 15per cent.

had Government Bills been procurable to the extent of7 in

place of6,0001. But as in this Colony they issued only for

alimited sum, and therefore when your means ofdischarg-

ing 20,000l. are confined to 18,000l. it must invariably fol-

low, that the value of the latter sum must rise and rise, till

the difference is absorbed in exchangeable value. Nothing

canbe more self-evident, and to illustrate the arguments I

have advanced, I purposely adopted the fiction of another

Colony, hoping thereby, in aconsideration of the question,

to extricate you from the sense of those prejudices which

now warp your minds, and whichyou too evidently and un-

justly attach to the currency andexchange of this place."

Ihave given the statement in the Author's own words.

However specious it may at first sight appear, ifthe prin-

ciples laid down in this and the preceding Section, (and

which are deduced from the writings of all the most emi-

nent political economists) be true,this doctrine must appear

no less unfounded in theory than practically false. With-

out adverting to the fallacy of " annual settlements," and

the assumption involved in taking it forgranted, that a pre-

mium might amount to 30 or 200 per cent. while the cost

of transmitting bullion was only 10 per cent. it might be

sufficient to notice the fallacy which Ihave already alluded

to, viz : that a Merchant in London would continue to send

goods to this Colony, which cost him 8,0001. and never to

receive more than 2 or 3,000l. in payment. In the instance

supposed, it is evident 6,000%. can never pay8,000l. Ano
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ther palpable fallacy is, that the premium on the exchange

depends on the proportion between the debt to be dis-

charged, andthe bills in the market ; in other words, if im-

ports were received valued at 400,000l. while the bills in the

market amounted to no more than 300,000l. the premium on

bills would be in the ratio of4 to 3, or 33 per cent. When

the debt was a million, and the bills only 300,000l. the pre-

mium would then be as 10 to 3, or 330 per cent. and so

forth. Another fallacy is, that the premium thus given,

" would absorb the balance of trade," and therefore dis-

charge it. If a calculation were made on the principle, it

would be found that the Colonymust owe to England a debt

of at least 5,000,000l. sterling.

Suppose a Rix-dollar note to pass at its original value of

4Shillings, and that it would purchase commodities at the

same rate, and be of the same value as the coins in circu-

lation; now if the cost of transmitting bullion, including

insurance, &c. should be only 10per cent. it is certain no

personwould give more than 550 Rds. for a bill on Eng-

land. As already stated, the merchant would prefer the

least disadvantageous channel of payment. If the paper

were not depreciated,he would buy the bullion or coin with

the paper, and it is as certain as any principle we know of,

that under such circumstances the premium could not pos-

sibly exceed the cost of sending bullion. It will be assert-

ed, that there may have been a scarcity of bullion or coins,

and that this will account for a rise in the price of specie to

the extent of from 30 to 100 per cent. But scarcity implies

acorresponding intensity of demand, and when this is the

case, it soon finds its level of value, by influx from other

countries ; for surely nothing can be more absurd, than to

suppose that specie or bullion should be 200 per cent.

dearer in this Colony, than in England. This supposition

is contradicted by the fact, that the prices of commodities

in specie have not risen since 1810 : a commodity which

could then be bought for a guinea or a Spanish dollar,

may still be obtained for these coins. The assumption too

of a continued scarcity of gold and silver, by which the
level of value is destroyed, takes it for granted, "that

these metals are like grain, a thing of annual consumption

and reproductive, or liable to be affected by an unfavorable

season, and that acommodity does not go to that market,

where it is most in demand." In fact, inthe present state of

commercial intercourse, it is impossible that gold and silver
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can rise in value from scarcity in a particular country.

Scarcity implies demand, and where it is indemand, a very

trifling profit will make it sufficiently abundant. To sup-

pose a mode of dealing attended with a loss would be pre-

ferredby amerchant, to one attended by aprofit, is a per-

fect absurdity; and yet upon the hypothesis of an accumu-

lating debt, we must suppose that an English merchant

would continue to export goods at aloss, while if he had

exported bullion, he might have realized a profit of 100per

cent. on the capital embarked. Thus, then, itappears that

the only specious argument in favor of a real premium ex-

ceeding the cost of transmitting bullion by 100 a 150 per

cent. involves the following capital errors.

1. First it supposes that the real premium on an unfavor-

able exchange may greatly exceed the cost of transmitting

bullion, and that an unfavorable exchange far exceeding

this cost, is no proof of a depreciated currency.

2. That a merchant will not send a commodity to the

market where it will sell dearest, in preference to onewhere

it will sell cheap.

3. That in two countries carrying on a constant com-

mercial intercourse, gold and silver may be abundant

in the one, and very scarce in the other ; and that the

demand for them, in one of these countries, may, for a

series of years continue so intense, as to raise the level of

value in one country 150 per cent. above the level of their

value in the other, without any influx from the country

where they are cheap, into the country where they are dear.

4. That two countries may continue to trade, though the

amount payments fall short every year of the debts, by

50 or 100 per cent.; in other words, that amerchant will

continue to sell his goods for 50 per cent. less than they

cost him, and that he will prefer selling at a loss, to selling

at a profit ; for this must be the case, if a country imports

goods valued at 400,000l. and the payments by bills and

produce do not exceed 300,000/. for the loss or difference

must fall on the home exporter.

5. It contradicts the established principles laid downby

Ricardo and M'Culloch, that a real unfavorable exchange,

even to the extent indicated by the cost of transmitting

bullion, cannot possibly continue for any length of time ;

that there is a continual tendency to restore the equilibrium,

that a country cannot import without exporting ; that bul-

lion is a commodity easily set in motion by the slightest
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advantage or profit attending it; that it will always find its

way to that marketwhere it is scarce, that is, where it is

indemand.

6. It assumes that this Colony, has, for the last twenty

years, imported annually to a much greater amount than

it has been able to pay, an assertion which the facts stated

in the 4th Section disprove, and lastly,

7. It assumes that a premium on bills has the effect of

depreciating the value of the medium of circulation, in op-

position to the established fact, that if a currency be limited

in quantity to the actual demand for it, it will maintain

its value.

The same writer also informs us, that, " where the im-

portations greatly exceed the means of the Colony to liqui-

date her debt, the prices of exportable produce and bills,

must depend entirely on the extent of this debt, and that

as the adverse balances increase, so inevitably must the

premium on bills increase, together with the prices of all

colonial produce. In short, the local prices of both in-

crease with the local debt ; and to the exporters, the ex-

changeable value is lessened in consequence of the high

prices he is obliged to pay." These doctrines are certainly

novel ; for besides, that they contradict the assertions else-

where maintained by the same writer, that " there has been

no rise of prices," they are essentially and palpably incon-

sistent with the hitherto recognised principles which have

been so ably and satisfactorily explained by every writer on

the subject of currency and exchange. The easiest and the

shortest method of detecting a fallacy, is to annalize and

compare the principles involved in any pastulatum with

other principles, which admit of no question or doubt.

In the first place, the doctrine first stated, partakes of

the error referred to under the 4th and 6th heads of the

preceding strictures. The second error is, that the prices

of all exportable produce (i. e. of any commodity) in any

country, is regulated entirely by the nature and extent of

its foreign commerce, that is, in proportion as the course of

exchange becomes more and more unfavorable, the prices

of all commodities rise, i. e. the greater the debt, thehigher

do prices rise. It is sufficient to say, that this is in direct

opposition, not tofact only, but also to an established prin-

ciple laid down by Mr. M'Culloch and Mr. Ricardo, that,

"when the premium on the exchange originates from a

scarcity of bills, there is no rise of prices." Further, if
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we examine into the nature of real and nominal prices, we

shall find the above doctrine inconsistent with any rational

view of the subject. There has either been a real or nomi-

nal increase of price. A real increase ofprice may be oc-

casioned either by increased cost ofproduction; by a dimi-

nished supply, the demand continuing the same; or by in-

creased intensity of demand, the supply continuing the

same. The increase in the cost of production cannot have

materially raised prices above those of 1806-10, as specie

will purchase as much produce now, as in those years ; but

the paper rix-dollar will not. Theproportion then between

specie and commodities is still the same, or nearly so. The

prices, however, inpapermoneyhave risen ;

either commodities

consequently

have risen from an extraordinary de-

gree of scarcity and deficiency in the supply of them, or

thepaper in circulation must exceed the amount required

for circulating commodities.

It is unnecessary to extend this Essay, by discussing the

subject at greater length ; and an attentive examination of

the facts and principles recorded in this and the preceding

Sections cannot fail to satisfy the Reader, however super-

ficial his acquirements, that the doctrines just commented

uponare not only irreconcileable with just reasoning, but

also equally repugnant to the known and admitted princi-

ples of commercial and financial science.

Finally, so long as the nominal value of the currency

exceeds the real value, that is required to perform the bu-

siness of circulation, and the Government continues to sell

the public bills, at a variable premium, the rix-dollar will

ever fluctuate in value ; andnothing can bemore deplorable,

as regards the interests of the colony, than a circulating

medium destitute of fixed value in reference to specie. It

is a serious check to internal commerce and foreign trade ;

itunhinges every principle of just dealing between man and

man; and is an insufferable bar to the investinent of capital

in those departments of industry, the product of which is

realized through the medium ofthe currency.

S
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SECTION VII.

ON THE SUCCESSIVE AUGMENTATIONS OF THE CUR-

* RENCY; THE OBJECT AND CONSEQUENCES OF THEM .

-ERRONEOUS OPINIONS OF SEVERAL WRITERS EX-

AMINED .

IN the preceding Section, I have examined how far the

causes assigned by Mr. Trotter, as operating to degrade

the paper currency, were calculated to produce this effect.

My object was to show, that these causes were inadequate

to account satisfactorily for the depreciation of the paper

currency in this Colony, and the consequent nominal rise

in the prices of bills and commodities. It only remains to

notice some other causes assigned by that Gentleman, as

operating to diminish the exchangeable value of the cur-

rency :-

(1.) " Taxation;" (2.) " Facility of borrowing, which

gives to property an artificial value;" (3 ) " Government

being allowed to augment the currency at pleasure."

First, in regard to Taxation.

All taxes, excepting such as fall upon capital and profits,

necessarily enter into price. The rents and quitrents of the

land, realized by the Government in this Colony, are essen-

tially of this description.

No man can doubt that, if the taxes levied in the form of

rents and quitrents, on the land, were remitted by Govern-

ment, and land granted on the condition of being cultivated,

prices would fall.* The direct and indirect taxes affecting

* This assertion is not meant to invalidate the doctrine maintained by Ricardo

and others, (in so far as that doctrine is intelligible) that Rentdoes not enter into

Price. But I would not be understood as recognizing that doctrine to the extent

and in the same unqualified sense, assigned to it by that writer. It is true, that

high price is the cause ofhigh rent ; but it seems equally certain, that though high

priceprecedes high rent, it is only the price ofa very small portion ofcorn, that

does not enter into rent, on that land which is so poor as barely to yield produce

sufficient to cover the labour and capital employed in cultivating it. But to

affirm, that, because rent does not enter into the price ofcorn grown on land that

can yield no rent, it therefore does not enter into the price of corn grown on

more fertile land that pays rent, is a manifest absurdity.- Vide Quar. Review,

No. 50, p. 475-6; also, an Essay on Rent, by J. Craig, Edinburgh, 1821, which is

by far the best that has appeared since that ofMalthus.
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the agriculturist, do not probably fall short of 50 per cent.

on his capital. The taxes imposed by the Dutch Govern-

ment were exceedingly oppressive, and of course very un-

productive. Previous to the capture of the Colony, the

Revenue averaged about 45,0001. and subsequently, Lord

Macartney remitted a considerable part of the taxes ; and

by equalizing them, and adopting an improved system of

the Revenue, rose under His Lordship's administration to

90,000l. per annum. Under the Government of General

Jansen, the Revenue did not exceed 300,000 Rds. or 60,0001.

notwithstanding the heavy taxes imposed by that Governor.

Iamunable to say, whether any new taxes have been im-

posed by the Colonial Government, on the land and its pro-

duce since 1806. I think not, at least to any considerable

extent, with the exception of the heavy and oppressive

taxes affecting the inhabitants of Cape Town, and which

ought to be strictly enquired into, and accounted for.

Upon the whole then, I am fully borne out in asserting,

that however oppressive the taxes maybe,they cannot affect

prices in amuch greater degree now than between 1806-10.

The influence of taxation, therefore, in raising prices

above their level in 1806-10, must be trifling, and cannot

possibly exceed 10 per cent. on raw produce, and is insuf-

ficient to account for the rise in the prices of commodities.

Secondly, It is stated, that " facility of borrowing" will

account partly, for the " diseased state of the Currency."

The observations which I have made in the preceding Sec-

tion, on the system ofthe Bank, and the manner in which

loans affect the value of the circulating medium, render un-

necessary any enquiry into this branch of the subject.

The facility of obtaining long loans from the Bank, can-

not be too severely censured. But whether the charge is

sufficiently made out, to justify any censure of its conduct,

is another question. There are, it appears, two ways in

which a facility of obtaining loans may affect prices, viz :

by facilitating competition for particular sorts of property

that are in demand, or by generating a general competition

for all sorts of fixed property and commodities. In the one

case, the real price of the property that is in demand will

be raised, in relation to other commodities. But it is quite

clear, that the high price is the effect of competition, origi-

nating from the intensity of demand; from the number of

buyers being greater than the number of sellers, an effect

which could only have been temporary, and must have
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ceased to shew itself, as soon as those who wished to sell

became more numerous than those who wished to buy.

Such an effect, therefore, could only have been temporary ;

and had the currency thus issued in loans been recalled

within a short period, or replaced by withdrawing from cir-

culation a corresponding quantity of the circulating me-

dium, it is quite certain, that the value of the currency

could not have been affected in any considerable degree.

Again, if the loans engendered a general competition for

all commodities, the effect would be to raise not the real

and relative prices ofsome, but the nominal prices of all

commodities. Competition could not, for any length of

time, raise real prices, because the elements of real price

are the costs ofproduction ; and if prices rose far above this

cost, competition would soon reduce prices to their proper

level. Loans, therefore, could not permanently raise real

prices, because they would not increase the costs of pro-

duction; on the contrary, they might have an opposite

effect, hy engendering competition in those departments of

production, wherein the supply falls short of the efficient

demand. It appears then to follow, that the effect of loans

on prices can only be nominal, and that only when exten-

sive issues of currency (Bank Notes) are made in the form

of long loans, without any reduction of the currency previ-

ously in circulation, proportionate to the advances and

issues made for this purpose. Hence, in whatever light the

subject be viewed, loans can affect prices only by throwing

an excessive quantity ofpaper into the market, and there-

byreducing its exchangeable value.

Lastly, Mr. Trotter admits that one cause of the com-

plaints and disorders in the currency, " is the power vested

in the Government to augment the currency at pleasure."

Now, the Government either has exercised this power

unnecessarily, or it has not. If this power has not been

unnecessarily exercised, the cause could not have operated

to reduce the value ofthe currency. If, however, it has ex-

ercised this power, and is therefore chargeable with having

issued more currency than was necessary, a conclusion

which evidently follows from Mr. Trotter's premises, it is

difficult to perceive with what degree of consistency it can

be asserted by the same writer, that he " cannot admit that

currency has so depreciated, as to fall below the value it

possessed in 1806-10. " If the currency is not depreciated

from the exercise of the power vested in Government to
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augment its quantity, upon whatgrounds can it be alleged

that one cause of the disordered state of the currencywas

the power thus vested in the Government, unless this power

had been actually so misapplied ? As I have before ob-

served, either there is too much, or there is too little cur-

rency. But the only disorder in the currency that can

possibly affect the interests and feelings of society, is its

diminished value, and nothing can permanently diminish its

value in circulation except over-issue. Any other opinion

than this is repugnant to the ascertained and recognized

principles, which constitute the foundation of commercial

and financial science.

It will now be proper, to exhibit a detailed view of the

several creations of currency, and the various expedients

resorted to, in order to supply the wants of Government.

As a convenient instrument for such purposes, the Dutch

Government instituted what they chose to term a bank, and

which like all other concerns of that nature, when subject

to the control and direction of Government, dwindled into a

machine for enabling Government to tamper with the cur-

rency, in order to supply their own wants, and not the wants

of the public, for a circulating medium.

That the establishment of the Lombard Bank was a

wretched expedient, will admit of no doubt, when we con-

sider the circumstances in which it originated, the princi-

ples on which it was conducted, and the character of the

individuals who had the management of it. To be sure,

such men as Ricardo, Bosanquet, &c. were not to be found

in those days, to aid the councils of the Dutch Government ;

and it cannot be a matter of surprise, that it should ever

have been a bungling and ill-conducted concern, whenwe

consider, that with a very few exceptions, the worthy

Directors could have known but little aboutjust principles

ofbanking.

That the Anglo-Colonial Government should have per- .

sisted in the same course, and not have introduced into the

bank, some of the principal English merchants residing in

the Colony, whose interests and character would have en-

sured a faithful superintendance, would surely be a just

cause for unqualified censure, did we not know that the

bank, being one of the principal departments of Govern-

ment, the patronage and selection of individuals, as in

most other Governments, does not necessarily depend on

the qualification of individuals, which form but a very feeble
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counterpoise to the weight offamily connexion and personal.

influence.

It is painful to be under the necessity of passing a cen-

sure, even thus qualified, on the Colonial Government, and

I regret that no motive occurs to me, to justify its conduct

in this respect. But let this pass for the present.

" The establishment of the Lombard Bank (says Mr.

Barrow) by the Dutch East India Company, was one of the

many symptoms that had of late years appeared, ofthe de-

clining state of their commercial credit. Driven to the

necessity of raising revenues by direct and indirect means,

to defray their expensive establishment, to maintain their

existence by temporary expedient, their finances were re-

duced to such a state, that their capital was employed to

pay the interest of their debt. In order to reform abuses,

Commissioners were deputed from Holland, who finding,

on their arrival at the Cape, that the Colony was in the

most deplorable circumstances, and a general complaint

among the inhabitants of a want of a circulating medium,

they conceived it too favorable an opportunity to let slip, of

converting the public distress into a temporary profit for the

State. They issued, through the Bank, a loan ofsuch sums

ofstamped paper money, as might be requiredto satisfy the

want of those who could give the necessary securities.

Thus by this transaction, Government created for itself a

net revenue of 25,000 per annum, without risk or trouble,

from a fictitious capital. Part of the original capital of

680,000 Rds . was repaid by the inhabitants, but instead of

cancelling such sums, as it was in honour bound to do, it

applied them toward the payment ofthe public expenses,

suffering the whole of the capital to continue in circulation.

The consequence of Suffreins' visit to the Cape, obliged the

Dutch Government to borrow plate and silver money from

the inhabitants, which was promised to be repaid on the

arrival of the ships then expected from Holland; and in the

mean time stamped moneywas given, and thrown into cir-

culation, none ofwhich has ever been redeemed by specie."

In continuation of this historical epitome of the origin of

the present Colonial Currency, the following details may not

be unacceptable to the generality of Readers, and more

especially to those, who wish to form a correctjudgment of

the various methods adopted to supply the public exigen-

cies, and the effects of such tampering, in destroying the

credit as well as the value of the currency.

1

1
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The paper rix-dollar was originally created in 1781. It

was issued under a promise of redemption, as soon as cir-

cumstances should permit ; and it was declared to be equi-

valent in value, to something more than `(4) four shillings

sterling. The first issue was paid offpunctually; but some

subsequent issues having been made, there still remained in

circulation at the close of 1789, the sum of 99,315 Rds.

In the year 1795, the amount of paper Rix-dollars had been

augmented to 611,276, exclusive of the capital in the Lom-

bard Bank, amounting to 680,000 Rds. In September,

1795, the Colony was captured by the British Forces ; and

according to the 8th article of the capitulation, it was then

stipulated, that His Britannic Majesty should " establish

the value of the paper currency;" and that the Colonial

Government engaged to represent to His Majesty's Govern-

ment, the expediency of adopting such further arrange-

ments as might appear necessary, with a view to establish

its credit, or, if possible, entirely to liquidate it. Subse-

quently, Sir James Craig issued a further sum of 250,000,

to defray the extraordinaries of the army, (at that time

equal to 50,000l.) In 1802, in consequence of a represen-

tation from the Burgher Senate, a further sum of 100,000

was issued and paid to the Corn Committee under the

express declaration, that it was to be destroyed after the

corn had been issued out, and was not to be added to the

capital then in circulation. A further sum of 80,000 Rds .

was issued for the purchase of Rice, under the express sti-

pulation that it should be destroyed as soon as the Rice

should be sold. A further sum of 100,000 Rds. was issued

through the Bank, under similar injunctions ; and it was

enacted, that the interest accruing from this sum, should

not be appropriated by the Government ; but applied to

purposes connected with the improvement of the town, and

thus alleviate the heavy pressure of the assessments raised

for that purpose .

Of the 100,000 Rds. first mentioned, 65,000 were provi-

sionally transferred from the Corn Committee to the Lom-

bard Bank, the interest to be applied by the Burgher

Senate to similar purposes as the last issue ; the remain-

ing 35,000 were cancelled. The 80,000 Rds. issued for the

purchase ofrice, were also expunged from the circulation ;

and before the restoration of the Colony to the Batavian

Republic, the 250,000 Rds. originally issued to defray the

extraordinaries of the army, were also accounted for and
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discharged; but it appears, that in breach offaith the

Dutch Batavian Government never withdrew one fraction

ofthe amountfrom circulation. It is tobe remarked, that

LordMacartney maintained the value of the paper currency,

by fixing the premium at only 20 per cent. on the same

principle as the Dutch Government, in 1803, who drew on

the Batavian Republic for large sums at the stipulated agio

of 25 per cent. In 1804, the old paper was recalled, in

order to be substituted by new money, amounting to

1,613,376 dollars, which was afterwards increased by the

sum of 300,000 Rds.-of which 75,000 were appropriated to

loans to individuals in Stellenbosch ; 50,000 for construct-

ing Drostdies at Uitenhage and Tulbagh; 25,000 for the

Agricultural Commission, and 150,000 for the Grain Maga-

zine.

For the redemption ofthis sum of300,000, the lands and

public buildings in the above districts, were pledged, as

also the effects belonging to the Agricultural Commission,

and the Grain Magazine ; and finally, the extinction of the

paper, on the fulfilment of the objects for which it had been

created, was a condition annexed.

Thus at the period of the capture of the Colony in 1806,

there was paper in circulation to the amount of 2,083,376

Rds. which, by the Articles of Capitulation, was pledged

to be maintained in its value, secured by the public property

belonging to the Batavian Government, and guaranteed

under all the engagements of that Government, at its origi-

nal value of 48 pennies to the rix-dollar, which value was

recognized by an issue ofcopper coin, corresponding to the

original standard value of the Rix-dollar, and still further

confirmed in its relative value to the Spanish dollar and

English silver shilling, by a proclamation by Lord Cale-

don, dated the 29th May, 1807. To the paper already in

circulation, amounting as we have seen to 2,083,376, re-

mains to be added 80,000 created by Sir David Baird, for

the Colonial Granary, the profits of which were to be

applied every six months, till the amount was redeemed

and expunged from the circulation. During the years

1807, 8, 9, and 10, other trifling sums were issued to the

amount of 5,204,-making a total of 2,168,580 Rds. 7 Sks .

in circulation. In 1807, an addition of 150,000 Rds. was

made to the capital of the Lombard Bank.

In June, 1810, an additional issue of paper money was

created to the amount of 500,000 Rds. 300,000 of which
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were applied to the construction of water works, and the

remainder in loans for the repairs of buildings in the town,

which were destroyed by an earthquake in the preceding

year. Before the issue of this paper money, the nominal

premium on the exchange, in favor ofsterling money, had

not greatly exceeded 25 per cent. The obvious effect of

the increase just mentioned, was to diminish the value of

the whole circulating medium; to raise the nominal ex-
change against the colony ; " to lessen the amount of bills

of every description to be drawn, and consequently to en-

crease the cost of all commodities imported from England,

particularly such as were indispensable to the cultivating

and labouring classes, the price of whose labour was ad-

vanced in proportion, while the prices of all colonial pro-

ducts were controlled and regulated by the Burgher Senate,

as well as by the taxes on corn imposed by the local Gov-

ernment, and the farming ofthe wine licenses."

The creation of the sum of 500,000 thus effected, was

deemed the least disadvantageous mode of realizing a fund

for the proposed objects ; objects obtained, however, at the

expense of the colony, and implicating the integrity ofGov-

ernment, who had guaranteed the value of the paper cur-

rency at 5 Rds. per pound sterling.
66

The interests of the Colonists were injured, inasmuch

as this addition to the money in circulation, enhanced the

prices of all British commodities and necessaries of life un-

der the operation of the exchange, which also rendered a

greater revenue necessary to maintain the civil list paid in

sterling value. Thus the premium on the exchange in the

course of 18 months after the additional issue, rose from 20

to 50 per cent.; and in 1812 it exceeded 60 per cent. and

operated as a direct heavy and disproportionate tax upon

the community, highly serviceable to the British Govern-

ment and a few private interests. "

In addition to the foregoing issue, another issue of

500,000 Rds. took place, of which 200,000 were created in

1812 ; 200,000 in 1813 ; and, finally, 100,000 in March,

1814, making a total of 3,168,580 Rds. 7 Sks. in circula-

tion. The losses to which the community had already been

subjected, were greatly augmented by this last issue, and

were further aggravated by the subsequent reduction of the

garrison.

It is to be observed, that the sum last issued (500,000,)

was pledged to be withdrawn from circulation, in a pro-
T
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clamation dated the 4th March;--accordingly, a commence-

ment had been made in the work of extinction, butno more

than 39,000 were withdrawn from circulation. It is evident

from this circumstance, as well as from the fact, that Sir

John Cradock had distinctly announced, that the interest

on the said issue should be applied to its gradual extinction,

that had this principle been acted upon, the last issue of

500,000 mighthave beenexpungedfrom circulation in 1821 ;

that is if the returns on that sum, as realisable on the terms

ofre-paymentby instalments of bank (long) loans,had been

applied to the purpose. During the period however, that

these arrangements for liquidating the last issue of 500,000,

were in contemplation, the sum previously issued had been

most unaccountably and entirely overlooked, though

issuedunder the plea of being extinguished,as soon as the

objects for which it was created should be accomplished.

This oversight, if such it can be called, appears the

more surprising, in consequence of a proclamation having

been issued, stating that with a view " to fulfil the resolu-

tions of the former Government, and to observe with the

most scrupulous faith all provisions respecting the paper

money," it was ordered, that instalments to a certain amount

should be destroyed, " and that the same should be repeated

annually," till the whole sum of 75,000 (only) should be

withdrawn from circulation. The omissions in question

involve first, the issue of currency by Sir J. Craig, but

never effaced from circulation,
.....

.....

.....

....

The sum advanced in 1802, for the purchase of

Rice sold to the Inhabitants,

Transferred to the Bank under the direction of

the Corn Committee,

....

.....

250,000

80,000

65,000

..... 80,000

This sum of 475,000

.....

Issued by Sir D. Baird, in 1806,

with such interest as might not have been appropriated to

the purpose originally specified, together with the sum of

500,000, last issued, ought to have been annihilated. The

income derivable from the water-works, ought undoubtedly

to have been appropriated gradually to the extinction of

that portion of the money last issued, which was expend-

ed gradually in their construction. The tax is now ex-

tremely productive, yet no part has been applied to the

purposes pointed out inthe proclamation of the 4th March,

1814, by Sir J. Cradock. It is understood, that the last
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issue of 500,000, under the sanction of His Majesty's Mimis-

ters, was considered by them to be but for a temporary

purpose; and it cannot be supposed, that the profit to be

derived from so extensive an issue, in excess of the natural

and real wants of the colony, could have been regarded as

justly applicable to the colonial revenue. However, only

27,000 Rds. appear to have been expunged, in addition to

the 39,000 already mentioned.

Previous to May, 1816, it was illegal to export coin or

specie. The restrictions on this head having been re-

scinded, an exportation to a very considerable amount took

place, which had the effect of relieving the circulation,

and retarding for that year the still further rise in the

exchange, with England. In the same year, the sum of

100,000 Rds. advanced on some occasion to the Grain

Committee, was also destroyed ; but it is uncertain, whe-
ther this had been a distinct issue in addition to the former

creation of paper, or otherwise. There can be no doubt,

that if the several creations of paper currency, extending

from 1795 to 1814, had been destroyed in the letter and

spirit of the principles laid down in the proclamations, and

in conformity to which the issues were made, the currency

would have been relieved from the heavy pressure upon it ;

and the prices of English commodities would have been

greatly reduced, as well as the price of labour.-Notwith-

standing these notorious facts, and the excessive amount of

currency, an additional issue of paper took place in Au-

gust, (though in the preceding Junedeemedunnecessary.)

It remained in circulation till December, 1823, during

which period the exchange rose from 140 to 180 above par.

In the months of January, February, and March ofthe pre-

sent year, 1824, it rose to 140, and soon after as high
as200.

It appears that the paper rix-dollars, now in circulation,

and in the hands of the bank, amount to 3,005,276 ; and

the following facts may enable us to prove how far the de-

preciation has conduced to the injury or benefit of the co-

lony. The capital of the Lombard bank, in 1795, amounted

to .... .. 680,000

Between 1795 and 1809, it was augmented by 315,000

To which add the fresh issue of paper in 1810

and 14, .... ...

...

.... .... 1,000,000

1,995,000
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From which it appears, that the capital of the bank is

nearly equal to two-thirds of the circulating medium, inde-

pendent of the large sums in deposits ;-so that, in fact, it

engrosses more than is required for the circulating medium

of the whole colony. The capital of the bank is appropri-

ated to loans not extending more than six months. In all

cases the bank receives security for nearly treble the amount

of its loans . One objection already stated is, that by re-

quiring a security so extensive, the property and capital

thus hypothecated is rendered altogether unproductive in

cases of exigency, to exactly double or treble the amount

of the capital substituted or lent in its room.

The Discount and Lombard banks absorb two- thirds of

the existing currency,-the excess in the ordinary course of

circulation returning to its usual depository. A conside-

rable amount moreover remains unemployed in the hands

of individuals, which will be readily believed, as interest is

not allowed in deposits. The monopoly by the bank of so

great aportion of the circulating medium, cannot but pro-

duce violent fluctuations in the state of the currency, either

by discounting largely, or suspending all bank accommo-
dations.

It is generally thought, by men qualified to judge, that

the effect of the bank system has been to depreciate pro-

perty, and to embarrass commerce, and that it could have

afforded no stimulus to agricultural industry, which was

repressed by restrictive enactments in respect to exporta-

tion, which prevented mercantile competition, and conse-

quently kept down the price of raw produce below what,

under other circumstances, might have been obtained ;-

and finally, it is maintained, that had the several creations

ofmoney been withdrawn after they had accomplished the

objects for which they were made, the exchange would

gradually have become more favourable, foreign commodi-

ties, the materials of capital, and the wages of labour would

have fallen in price :-the public revenue would have be-

come more efficient, and more competent to the dis-

charge of all salaries and payments made in sterling

money.-Notwithstanding the pledges of Government and

the great expectations of the public, only a triffing part of

the currency has been expunged from circulation .

Ifthe proceeds of the lands that have been sold had been

applied, as originally guaranteed, for the redemption of

the currency, a considerable amount might have been ex
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punged from circulation. These pledges have, however,

been overlooked, though even had the proceeds ofthe pro-

perty then disposed of been appropriated to their legitimate

purposes, the reparation would have been very inadequate.

The redundancy of the currency has, however, affected

not merely one class ofthe community, but every interest

and every species of property. In 1824the currency was de-

preciated 611. 10s. 91d. per cent. which would not have

been the case had the issues of currency been gradually

and punctually withdrawn. There is no doubt that the

price of Wheat is kept down by the prohibition against ex-

portation ; and the extension of cultivation is retarded from

the same cause.

" The prices of Wine have been materially affected by

the unfavourableness of the home market, as well as the in-

creased supply being at least double what it was formerly.

Its cost, however, has been enhanced by internal imports,

to the amount of 15 per cent. which, with other charges in-

cident to the Wine when exported, must now fairly dis-

courage consumption. It may, perhaps, be contended, that

the existence of so much currency has given a stimulus to

production, more especially in the Wine trade ; if it has,

it must have been both temporary and delusive, as is proved

from experience. "

Acurrency so depreciated cannot but have injured in-

dividuals .

The currency then holds an undoubted claim to the

proceeds of all lands and public property surrendered by

the Batavian Government in 1806 ; and Government is

bound to fulfil all those pledges for its redemption, virtually

or tacitly made, and arrangements should be immediately

adopted with this view, in order to repair the losses sus-

tained by the community, in consequence of the fluctuations

occasioned by such a super-abundant currency, aggravated

as these have been by its application and issue, through the
medium of the Bank .*

* It is generally believed, (and there can be little doubt of it,) that the rix-

dollars in circulation actually exceed by half a million, the amount on record.--

Either more has been fraudulently created, or rather forged, than was autho-

rised; or less has been destroyed, than was ordered. With regard to the

Exchange, it is well known that it has often beenforcedup, above its natural

level, by a collusion of interests.
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The foregoing Statement affords a faithful and summary

View of Facts, which are condensed in the following figured

Abstract.

Original Capital

BANK CAPITAL.

AugmentationsbyGeneral Dundas, (minus 35,000)
Transferred from Currency, or Bank Capital, Dr. to ditto

Add June 1810, Lord Caledon

Add 15th Jan. 1812, to 23d August 1813, Ld. Howden

Add4th March 1814, buildings, Ld. Howden

Total Bank Capital in circulation

680,000

165,000

150,000

500,000

400,000

100,000

1,995,000

CURRENCY. Rds.

Created between 1782 and 1784 : 925,219

Paid off 1787 and 1789 825,904

1790. Balance of Paper remaining in circulation 99,315

Created between 1789 and 1795 511,961

Createdby Sir Js. Craig, 1795 250,000

Added 1802 80,000

Between 1803 and 1806 advanced to Stellenbosch 75,000

Buildings atDrostdies 50,000

Agricultural Committee 25,000

Grain Magazine 150,000

Created 1806 . 80,000

Created 8th Angust, 1822, 200,000

Total Currency created by Government

Destroyed of Loan to Stellenbosch between 4th March,

Rds. 1,521,276

1814, and 11th July, 1823,

4thMarcli, first Instalment from WaterWorks

Colonial Granary, 16th August, 1816,

19th Dec. 1823,

Transferred to the Bank Capital

Balance in circulation

51,000

15,000

100,000

200,000

150,000

516,000

1,005,276

Total Currency destroyed and transferred

Hence it appears, that the paper money of this Colony,

exclusive of small sums issued at different times, exceeds

3,005,276 Rds.; of this sum the Bank possesses a capital

of 1,995,000, and it belongs to those who have the manage-

ment of it, to account for, it, to show by figured and ex-

planatory statements, how much has been annually lent ;

how much refunded by the borrowers ; and how much is

(and by whom) remaining due.
"

It is impossible to peruse the foregoing statement,

without being forcibly struck with the frequent augmenta-

tions to the currency, for no other purpose than to meet the

expenditure ofGovernment ; and yet, in spite ofthese facts,
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and in opposition to the ascertained principles which regu-

late the value of a currency, there are found menwho deny

depreciation and fluctuation from over-issue, and from in-

cessant tampering with the currency. It is easy to see, that

in opposing conclusions deduced from such stubborn facts,

men must necessarily contradict themselves, and be led into

a maze of inconsistency and illegitimate reasoning."

Among other writers on the subject, the Author of the

" State of the Cape of Good Hope in 1822," has fallen into

several errors, too palpable to require detailed refutation.

That Work, indeed, possesses considerable merits, and

which are quite sufficient to compensate for the faults and

blemishes which frequently tarnish its pages.

66

The Author of that Book ascribes the high premium on

the exchange to a variety of causes . First, to the heavy

balances due to England; 2d, To excessive importation,

or overtrading ; 3d, To a redundancy of the circulating

medium ; 4th, To the high prices received for goods ;

5th, To the pressing circumstances of the day," &c.

The errors involved in these assumptions are sufficiently

obvious ; but strange to say, there are some wise heads, who

still imagine that the currency is insufficient, and on this

subject the Author just quoted observes, that, though the

Merchants who wish to remit bills, possess themselves for

atime of large sums of rix-dollars, " for purchase in the

day oftender, the rix-dollars so paid for bills go into imme-

diate circulation,-any addition to the number and amount

of the present rix-dollars recommended by some people, un-

less grounded in solid security, would be a fraud on the

Public, increasing the distress; and ifgrounded on securi-

ty, it would instantly cause a further depreciation on

those which are not so." Again, the creation ofmore rix-

dollars must increase the rate of exchange against the

Colony. When the Bank note of England over-abounds,

its value diminishes in exchange."--From the above quota-

tions, it is evident that the Author sometimes confounds the

distinction between a real and nominal premium, (which

has been fully, and I should hope satisfactorily, explained

in the preceding Sections,) sometimes ascribing the high

premium to a scarcity of bills, at other times to excessive

currency. I have already shewn, that an unfavourable ex-

change can consist of two items only, to wit, the real pre-

mium, which is limited by the cost of transmitting bullion,

and does exceed 12 per cent. and the nominal premium in

1
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excess ofthe real premium, by the amountofdepreciation

originatingfrom over-issue. The principle oflimitation in

quantity is so clearly the regulator of the value of a cur-

rency, and is so fully demonstrated in the 2d, 3d, and 6th

Sections, that I need not recapitulate what has been said on

this subject. My own opinion is, that had the currency

been limited to the actual demands of circulation, in the

only proper sense of that term, it would not have fallen in

value; and as its value depends solely on the quantity of

business it has to perform, excessive importation would have

a decided tendency to increase, rather than diminish, the

exchangeable value of the rix-dollar, in the purchase of

commodities, and that under such circumstances, the real

premium could not, by any possibility, greatly exceed the

cost of transmitting bullion. This is the opinion ofevery

writer whose works have come under my perusal.

*

In most of the observations of Mr. Colebrooke concern-

ing the currency, I entirely concur, though for the reasons

already stated, I conceive he over-rates the effect of excess

of " importation," in stating the latter to be a " proximate

cause of depreciation." It is admitted that the real course

of exchange depends entirely on the demand, compared

with the supply of bills ;-that is,in the value exported, in-

cluding produce and bills, being equal to, less, or greater,

than the value of the imports and the amount payments

that may be due. It is quite clear that no alteration in the

currency could materially, or even for any length oftime, alter

the real course of exchange, because it would not increase

theforeign demand for colonial produce, nor decrease or

increase the demand for foreign commodities ; consequently,

it couldcreateno alterationin the balance or equality ofpay-

ments ; whether, therefore, the currency be rising or falling in

value ; whether the rix-dollar be worth in ordinary circulation

four shillings or one shilling, the real course of exchange

might still be against the colony;-but under no circum-

stances can it greatly exceed the cost of transmitting bullion,

or continue unfavorable for any length of time. *

To assert, as Mr. Colebrooke has done, in an indirect

way, that an unfavorable foreign exchange tends to de-

preciate the currency of one nation, compared with that of

another, is an error which, adverting to the intellectual ac-

quirements of Mr. Colebrooke, could only have proceeded

I do not here consider the precise influence of collusion, in raising the

Exchange.

▼
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from oversight, and indeed is amply contradicted by the

third and fourth paragraphs of his article on the colonial

currency. He says, that " the degradation of its paper

has been progressive since the unhappy measure of aug-

menting the quantity of it. Already the currency over-

abounded, as was evinced by the price of bullion, and

ordinary rate of foreign exchange, which demonstrated

depreciation, varying from 20 to 30 per cent. ;-when, in

an ill-omened moment, the local government was induced,

on very mistaken grounds, to resolve on its augmentation,

while its diminution should, on the contrary, have been

determined.

" From that time the local currency has proceeded in an

unvarying course of rapid depreciation, which is now

come to the enormous length of 180 per cent. premium,

that is, the paper money now exchanges for no more than

35 per cent. of the value for which it was issued. "

Ihave now brought to a close all the observations I had

to offer in reference to the colonial currency, and the causes

of the high premium on the exchange, amounting on an

average of the last four years to 160 per cent.; the rix-dol-

lar being now worth only 38 of its original value, and at a

discount of 62 per cent. It is for the reader to decide, whe-

ther the high premium is caused by excessive importation

and over-trading, or bya redundancy of the circulating

medium, far outstripping the demands of internal circulation.

It is certain that the course of exchange between two

countries cannot be permanently favorable or unfavorable

to one or the other,-for there is an inherent tendency in

the exchange to correct itself. But even admitting that

there has always been a scarcity of the means of remit-

tance, it byno means follows that this circumstance should

operate to reduce the value of a currency, since that, as has

been shown, depends on other circumstances, altogether

independent of the abundance or scarcity of bills. Not to

dwell any longer, however, on a subject that has, I appre-

hend, been already more than exhausted, and which must

have tired the reader's patience, I shall only offer a few

remarks on a notion which still floats in the heads ofsome

sages, who say that the currency, even in its present extent,

is insufficient, and that there is a scarcity of money. Of

such persons, I should not hesitate at once to say, that to

entertain such a notion, was a sufficient proof of their ig-

norance of the subject.-Indeed, while such sentiments pre-
U
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vailed, it is not surprising that there should have been so

many errors in practice, and that the want of capital should

have beenconfounded with the want of a paper circulating
medium.

In former times, the term money was applied exclusively

to gold and silver coin, or bullion ;-but at present, it has

a more extended meaning, being often used to denote tangi-

ble or floating capital, that is, funds deposited in banks,

in government securities, in bills, &c. &c. from which it can

at any time be turned into a circulating medium. How

often do we hear of a scarcity of money,-a want of a cur-

rency, &c. particularly by men of business, who seldom

reflect on the true import of such assertions. When, there-

fore, such complaints are made, it is not a circulating me-

dium that is meant, but floating or tangible capital, and

in the transfer ofwhich, from one hand to another, a circu-

lating medium is very little required, that being more ge-

nerally performed by banking, by cash credits, transfer of

book credits, &c. as already explained. " Even the land-

holder, when he finds a difficulty ofborrowing on mortgage,

though he uniformly attributes this circumstance to want of

money, is not more correctinthe statement ofthe grievance

under which he labours, than the farmer or the merchant.

What he in reality wants, is a portion of capital, either to

be used in improving part of his property, or in replacing

what he has already expended, or means to expend ; but,

in acquiring this capital, money is of no further use than as

the means of conveying it to him,--it does not create any

thing new, it only transfers something already in exist-

ence, from one individual, or from one employment to

another,"---or it brings into activity capital, not employed

productively.
Dull sales, and a difficulty of obtaining the payment of

petty debts, is very often erroneously attributed by mer-

chants and tradesmen to a scarcity of the circulating me-

dium :-what they require is, aconsumption brisk enough

to keep up prices and quicken sales. " Ask them what pe-

culiar circumstances and causes facilitate the demand for

their commodities, and you will soon perceive that most of

them have extremely vague notions of these matters. Cus-

tomers cannot buy with money, without having first pro-

cured it by the sale ofsome other commodities of their own.

A Farmer will buy more or less, according to the abun-

dance or scantiness of his crops. It is not money that
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people want, but commodities or capital. If you cannot

find a ready sale for your commodities, willyou say, it is

merely for want of a vehicle to transport it? formoney is

but amere agent of transfer. Thus to say, that sales are

dull, owing to the scarcity of money, is to mistake the
means for the cause. Sales are dull, not because money is

scarce, but because other products are so. Those who

wish to buy, have nothing wherewith to give in exchange.

There is always money enough to conduct the circulation,

and mutual interchange of values, when those values really

exist. Should the increase of traffic require more money

to facilitate it, the want is easily supplied, and is a strong

indication of prosperity,-a proof that a great abundance of

values has been created. When money is in demand, it

soon pours in, for this reason, that all produce naturally

gravitates to that place where it is most in demand. It is a

good sign when the business is too great for the money.

When a superabundant article cannot find a sale, scarcity

ofmoney has nothing to do with it. Money performs but a

momentary function,--it is always plentiful when there is a

brisk circulation of commodities, the want ofwhich is

cause, and not the effect ofwhat is vulgarly called scarcity

ofmoney."-Say, vol. 1. p. 164.

the

The truth then is, that we only hear of a scarcity of

money, &c. when trade is dull,when sales are very reduced

in amount, that is when there is a comparative abundance

of the circulating medium, that material having less busi-

ness to perform : on the other hand, when sales are brisk,

it has more business to perform ; yet we do not then hear of

a scarcity of money, but that money is plentiful : hence it

is not money or a circulating medium that is wanted, but

rapid sales and a brisk circulation. Indeed it is surprising,

that there should be found men who advocate an increase of

currency. I rejoice to find support on this head, from a

writer possessing so much experience, and such a vigorous

intellect as Mr. Colebrooke. " The paper currency " says

he, as already intimated, over-abounds. It was issued in

excess, under a mistaken view of the interests of the

colony ; and though the population,&c. have increased, the

paper money still continues to be greatly in excess above

thewants of circulation. This truth is proved by two very

decisive facts, independantly of the presumption arising

from the price ofbullion and rate ofexchange.

66

"Those facts show conclusively, that the greatest part
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of the paper money is actually not in circulation, but set

apart and laid by in public and private coffers. The depo-

sits in the bank amount to more than 1-3rd of the whole

quantity of paper money ; more than 2-3rds consist of notes

ofa large denomination, larger than are suited to the pur-

poses of a circulating medium, and larger than are now

actually seen in currency." *

The reader will not fail to perceive, that in the present

instance, Mr. Colebrooke considers the high price of bul-

lion and the rate ofexchange, as a presumption that the

paper currency is redundant, consequently the high pre-

mium must be nominal only.

If the circulating medium be really scarce, this inconve-

nience is very easily remedied, by re-stamping 100,000

Rix-dollar Notes, of 1000 Rds. each, into notes of 1, 2, 3, 4,

5, and 10 Rix-dollars .

" The best stimulus of useful circulation," says M. Say,

" is the natural wish of all classes to incur the least amount

of interest upon the capital embarked in their respective

undertakings. Circulation is more apt to be interrupted by

obstacles thrown in its way, than by want of proper en-

couragement. Its greatest obstructions are wars, oppres-

sive duties, restrictive enactments, &c. It flags under the

general dread of arbitrary exactions, when every one tries

to conceal the extent of his ability. Under such circum-

stances, there is no circulation but of such produce as can-

not be kept without danger of deterioration. If the na-

tional money be depreciated, it becomes an object to get

rid of it in any way, and exchange it for commodities.

This was one cause of the prodigious circulation that took

place during the progressive depreciation of the French

assignats . Every body was anxious to find some employ-

ment for a paper currency, whose value was daily evapo-

rating; it was only taken to be re-invested immediately ;

on that occasionmenplunged into commerce ofwhich they

were utterly ignorant, manufactures were established,

houses repaired and finished ; no expenses were spared,

until at length all the value each individual possessed in

assignats was finally consumed, invested, or lost altogether.

*Thiswasthe case at one time ; but the paper restamped within the last 6 or

8years, is of a small denomination, consisting chiefly of1, 2, 3, 4, 5, 10, 20, 50,

and 100 Rds. which must greatly affect the circulation. The paper (I mean the

material) and the stamp, is disgraceful to the Government. Surely Government

might, if it chose, introduce better materials. There can be little doubt, that

forgery exists to a considerable amount,
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It is thus that individuals have no desire to retain paper

which yields no return, and which is daily becoming of

less and less value."

From what has been said in this and in the preceding

Section respecting the primary causes of the depreciation

of the Colonial Paper Currency, it must, I should think,

appear evident to every impartial person, that the causes

assigned by Mr. Trotter, as productive of its diminished

value, are correctly stated, only in the sense pointed out in

these Sections. Indeed, perhaps, the only real difference

between us, is, that Mr. T. assigns to the causes he has

pointed out, a more important influence than the Author of

These pages is disposed to allow.

:



158

ON

SECTION VIII .

THE NATURE AND TENDENCY OF BANK LOANS :

the Expediency of annihilating a Portion of the Paper Cur-

rency, conformably to the " solemn Guarantee " of the Govern-

ment, to that effect ;-including some Observations on the im-

practicability of " maintaining the Value " of aPaper Cur-

rency, that is in Excess, of the wants of the Circulation , ex-

cept by the issue of Bills , at a fixed Premium, sufficient to

absorb the whole Value, disposablefor Remittances .

THE preceding Sections have been extended to a much

greater length, than the Author originally intended. The

subject has dilated itself, in spite of his endeavours to com-

press it, wifhin the narrowest limits ; and yet there is

nothing that he could withdraw, which in his estimation

would not materially detract from the force and fulness of

the facts, which have been adduced in support of the prin-

ciples which he has advanced.

I purpose in this last Section, to offer some observations

on the nature and tendency of bank loans.; the advantages

which would result from an improved system ofbanking,

or from remodelling that now existing ; and to suggest

some measures for restoring the value of the currency.

Mr Trotter's Memoir contains many excellent observa-

tions and suggestions, relative to banking, and the means

of improving the productive industry of the colony. On

these subjects, however, I have dwelt but slightly ; both,

because I do not pretend to be so conversant with the prin-

ciples and details of banking as Mr. Trotter, and I do not

possess the requisite extent of statistical information, to ena-

ble me to afford to the public such details, as it would be

useful to them to obtain, or gratifying to myself to be able

to communicate. On this subject, too, I could add but lit
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tle to what Mr. Trotter has said, (though I do not coincide

in all his opinions concerning rent and labor ;) and there is

reason to suppose, that that Gentleman's Essay will soon

be published. Butthough I differ from Mr. Trotter in seve-

ral important particulars, still the merits of his labours are

not less conspicuous than the justness of his views, in re-

gard to the true interests of both the government and the

people.

The capital of a country consists not of the circulating

medium, but of material products, of fixed tangible pro-

perty, such as machinery, houses, furniture, farms, slaves,

cattle, ships, implements, raw and manufactured produce of

every description, these constitute what are called riches

or capital ; but strictly speaking the terms are not synoni-
mous. Riches comprehend all that is useful and delightful

to mankind, and include every thing that contributes to

private or personal enjoyment. Under the term, capital is

generally understood, that proportion of a mans property,

which he employs in the active acquirement of an income,

either by lending it upon interest to be employed by others,

or engaging with it in commerce on his own account. In

the latter case, whatever is expended in the purchase of

stock-in the payment of the wages of labor, and of all

other charges, is strictly speaking, called capital. Capital

can only be acquired by parsimony, or the saving from

daily consumption. If every farmer, merchant, and labor-

er, were to consume the profits of their own employments,

there could obviously be no accumulation of capital ; for

capital is an accumulation of these profits,-the aggregate

ofthe savings of many generations. Hence the greater the

profits and the greater the savings of individuals, the more

rapid is the accumulation of capital, that is of some of the

products above mentioned; for unless something is reserved

from daily consumption, and incorporated into a permanent

form, no new Colony can ever increase in wealth. Increase

of national wealth then, implies increase of individual

riches, of fixed and tangible products, either an increase

in the number ofwealthy individuals, or an increase of

wealth among those individuals who previously were weal-

thy, or it implies both. Wealth then does not consist in

the money that circulates in a country, for the value of all

the fixed and tangible property of every description in

Great Britain, exceeds 3,000 millions sterling, but the

money in circulation does not exceed 20 millions sterling.



160

The value of all the fixed and tangible property in this colo-

ny, which constitute the wealth of individuals, exceeds 60

million of dollars, but the money or rather the circulating

medium does not exeed 3,100,000. The interest of money

then strictly speaking, is nothing else than the rent paid for

the use of a certain portion of fixed andtangible property,

such as machinery, labor, cattle, &c. &c. and although

mainly regulated by the rate of the profits of capital, it

often exceeds this limit, and indeed includes the premium

of insurance, which depends on the degree of security pre-

sented to the lender. Interest then is the rent paid for the

use of capital. But capital does not of itself yield any

return or product whatever ; it is not active but passive .

The profit of capital is the fruit ofindustry, it is the pro-

duct of the extra exertion of the borrower. The rate of

interest is larger, in proportion as the supply of capital

available for loans, is less, and as the demand of capital for

that specific object is greater ; and that demand is greater

in proportion to the more numerous and more lucrative

employments of capital. Hence in proportion as capital

becomes abundant, compared with the multiplicity of

employments for which it is required, the rate of interest

becomes lower. The supply of disposeable capital however

depends on the quantum of previous saving, and I appre-

hend that in this colony these have not been so great as

they might and ought to have been. The facility of borrow-

ing has a tendency to engender habits of extravagance ;

what is obtained with difficulty is preserved with care.

When there is a demand for capital, there must of course

bea demand for the material products which constitute

capital; in short a demand for the product of the land and

labor of the colony. A farmer seeks a loan of capital either

to supply his personal wants, or to enable him to improve

andextend his farm. A great foreign or internal demand

for the produce of his farm stimulates him to extend his

cultivation, and increase the quantity of his produce. It is

this circumstance alone which indicates a demandfor capi-

tal, and a bank loan enables him to obtain laborers, imple-

ments, cattle, &c. In process of time the produce realized

from his increased industry, the reward of his productive

agency, enables him to replace the loan of bank capital;

and thus the capital of the colony is increased by the whole

amount of the value incorporated in a permanent form, and

also by the extended productive powers, added to the estate.
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Between the demand for capital created under such circum-

stances, and the want of funds to feed extravagance and to

pamper familypride, it is obvious, there is a very wide differ-

ence. Inmaking advance to farmers and other individuals, a

bank should carefully consider the circumstances of individu-

als, and the general state of the demand for capital. When

the payments ofloans are not regular, or when the borrow-

ers find any difficulty in redeeming the bank loans, we may

rest assured that the loans have been made without sufficient

regard to these circumstances, and that the system under

which such transactions take place is radically vicious.

When there is no effective demands for the productive

employment of capital, in the sense just pointed out, the

operation of credit alone cannot multiply capital, which

consists ofmaterial products that cannot be in more places

than one at a time, or be employed by more persons than

one at the same identical moment. A loan therefore cannot

add to the capital of a country, unless there be an increased

demand for its produce or manufactures, and even then the

only agency of the loan, is to set industry in motion; all

that follows is the fruit of this industry. There might be

a hundred or athousand individuals possessing equal secu-

rity and credit, but their applications could notmultiply the

volume of disposable capital, and could have no other

effect, than to prevent other capital from remaining idle

and out of employ. The effect of the banking system here,

has howeverhad the effect of throwing out of employmenta

great portion of the capital of private individuals. This

must be the effect of any system the profits of which are

appropriated not to production, but to the expenditure of

government. The fact appears to be, that the loans are

seldom redeemed at the expiration of the period for which

they are granted. When the bonds fall due they are paid

by " fresh loans that have a further time to run, and are

negotiated with the deduction ofdiscount. When the latter

fall due they are met by a third set, payable at a still later

date, which are discounted in like manner. If the bank

discount such bills, the operation is no more than an expe-

riment for borrowing ofthe bank in perpetuity; the first

loan being paid with a second, the second with a third, and

so on. Andthus the bank experiences the evil of issuing

more ofits notes than the circulation will naturally absorb,

and not being employed to circulate and diffuse real value,

because they contain no value and being inconvertible, the
X
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necessary consequence is, that, they are multiplied beyond

the wants of circulation, and become depreciated in pro-

portion."

In these views I am fully borne out by the Report ofthe

Commissioners appointed " to inquire into the State of the

Loan Bank," datedthe 18th January, 1808. In this Report,

(pars . 8-9) " those who conducted the affairs of the Bank"

are charged with having " either misunderstood the object

of the institution, or having most erroneously deviated from

the letter of their instructions ;" but " whether they may

have been biassed by partiality or not, is more than we have

been able to ascertain," and they " cannot look with

apathy and indifference on many great deviations which we

find they have been guilty of;" and that " no possible

benefit could have been afforded to the Public by the

Bank. That ofpromoting trade and industry is wholly out

of the question. Temporary relief, one of the primary

objects of the institution,has been converted by the facility

ofobtaining renewals, into a sort of permanent loan." It

is true this Report was drawn up in 1808,* but is the

system essentially altered for the better ? I maintain with

Mr. Trotter, that the system is radically vicious, nor can
it well be otherwise .

Mr. Colebrooke seems to think, that the interest derived

from paper money created for loans onmortgage, might be

an unexceptionable source of benefit to the Government,

while the paper bore no discount. I admit there may be

circumstances, to require the aid and authority ofGovern-

ment in support of suchameasure; but there is hardly an
instance, where Government has not abused its power, in

interfering authoritatively with the currency, when not com-

trolled or restrained by the dread ofpublic odium. There

is an inherent unfitness in a Government to execute the

business of banking, inany degree consistent withthe inter-

est ofthe public : and there is no instance on record, where

ithas succeeded under an arbitrary Government. Circum-

stances of an urgent nature may render it necessary, that

*TheReport isdrawn up withaconsiderable degree of caution, and some

degree ofability, and upon the whole, is highly creditable to the Commissioners.

With this admission, however, it must be granted, that the Commissioners were

notmen of the first rate genius,-their views were confined, of the nature, use,

and circumstances which determine the value, ofa circulating medium,they seem

to have been deplorably ignorant. They ascribe a " scarcity of a circulating
mediumtothedeplorable state ofmercantile credit," and they offer, asa proof

ofthisscarcity, the absolute impossibility of effecting sales." I have shewn

the origin ofthis error in the preceding Section.

?

"
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loans should be granted to individuals, but these can only

be ofa temporary nature. It must always be the object of

the colonial bank, to realise as much revenue as possible ;

and, consequently, that none of their capital should remain

employed. It is not the general state of the demand for

productive capital, that regulates the issues ofa bank thus

constituted; but really and truly how much revenue it may

draw into the exchequer, which, as the directors wellknow,

constitutes the only criterion of their merits in the estima-

tionoftheir employers. But it is not on this ground alone

that aBank connected with, and depending upon, the local

Government, is so highly objectionable. A revenue de-

rived from such asource is preventive of the accumulation

of capital. The capital ofprivate individuals in the com-

mercial and agricultural departments, is thereby rendered

entirely unproductive. It is either sent out of the colony

for want of profitable employment, or it is spent as revenue.

Under such a system there can be no motive for accumu-

lation, and it is an observation confirmed by the experience of

all ages, that " facility of rendering sums, great and small,

productive, operates as an incentive to regularity, industry,

and public morals, and becomes the occasion of accumu-

lating capital. Hence it is not merely that capital does not

accumulate, but that what is created is consumed out of

the colony; and the trade is often purely aremittance trade,

for effecting the efflux of capital realized at the expense of

the colony. Further, a great proportion of the surplus

capital that is created annually, is consumed by government.

The revenue drawn from the bank, amounts to 120,000

Rix-dollars . This sum if realized by private individuals,

wouldprobably be employed in some productive depart-

ment, andwould thus yield every year, a proportionate

profit. But it is consumed unproductively by government,

and is to all intents and purposes a loss of capital. Better

that the government should raise the sum by taxes, than by

imposing suchadead weight on the capital of the colony.

Whether a bank could be established in this colony, alto-

gether unconnected with the government, may perhaps be

doubted. There can be no question, however, that a bank

acting on independent principles, and whose existence

would depend on the adoption ofagood system of banking,

would be more likely to produce public benefit, than one

administered by governnient.
There is no want of individuals who possess capital
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sufficient to lay the foundation of a new bank, and who

might be able in a short time to replace in the hands of

government the capital advanced on loan for the inhabitants.

One of the greatest evils attending the existing system of

the bank, is, that nearly half the fixed and moveable pro-

perty of the colony, is mortgaged to it, that is about thirty

times the value of the capital lent. The evils attendant on

the present system would certainly be greatly diminished,

if, instead of appropriating the interest of the capital to its

own purposes, government should apply it to the payment

ofinterest on debentures on the principle suggestedbyMr.

Colebrooke and the author of the " State of the Cape." It

is desirable however that government should not issue de-

bentures for sums of a less amount than 500 Rix-dollars .

In withdrawing any portion of the circulating medium,

regard should be had to the wants of the circulation, which

require chiefly notes from one rix-dollar to two hundred

rix-dollars. The disadvantages attending this plan, is that

it entails annually, a considerable item of expenditure,

which might not always be realized from the loans at inte-

rest. If the debentures were convertible into currency, at

the option of the holders, government might often be put

to great difficulties. On the otherhand individuals might

often be subjected to loss, if they could not obtain money

in exchange for the debentures, inwhich case they would

sell at a discount.

Further, as it is to be presumed that the exchangeable

value of the currency would be considerably augmentedby

any measure of this nature, the debentures would eventually

be of a greater value than that of the currency originally

given in exchange for them. However, there is no plan

that is not attended with some inconvenience, and the only

consideration is, what measure is least likely to be attended

with immediate or remote inconvenience and difficulties .

It only remains to offer a few desultory observations res-

pecting the different plans that have been suggested, for

remedying the disorders of the currency.

The subject naturally divides itself under five heads .

I. What were the precise views and intentions of the

Dutch Government, previous to the invasion in 1806, with

respect to the currency ?

II. How far did the English Government come under an

obligation to fulfil these intentions, either by implication or

by express engagement ?-or,
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III. Inthe absence of express contract or engagement,

what was understood at the time to be the meaning and

intention ofthe contracting parties ?

IV. Independent of any obligations, originating out of

the terms of the Treaty of Capitulation, how far is the

government bound, on considerations of a general nature

touching the interests of the colony, to fulfil the engage-

ments of the Batavian Government ?

V. What amount ofcurrency shouldbe withdrawnfrom cir-

culation and in what manner should this measure be effected?

First, it is by no means easy to ascertain what were the

intentions of the Dutch Government, but we know what it

was pledged and bound in justice to perform. Some notice

on this subject may however be found in a proclamation

by General Jansen, in 1804, in which allusion is made to

the state of the currency and to some prospective arrange-

ments for its amelioration. This measure appears to have

been brought forward by the CommissionerDeMist, whose

minutes in council on this subject, are alluded to in that

proclamation, and will doubtless be found in the Colonial

Office. It is quite certain however that the Dutch Govern-

ment intended to limit the amount of currency to 1,700,000,

and had this plan been followed up, the premium on the

exchange would have been uniform. The currency in cir-

culation when the colonywas captured, amounted to about

2,000,000Rds. of which only about 845,000 Rds. were bank

capital; the public were therefore debtor to the bank

845,000 Rds. and the government debtor to the public

1,155,000 Rds .

Secondly, The British Government certainly cameunder

an engagement " to maintain the value of the currency,"

but assuredly any measure that was calculated to alter that

value was a breach ofthat engagement. Now, what mea-

sure was more calculated to produce this effect, than fre-

quent issues of Bank notes, to the extent of50 per cent. on

the amount originally in circulation ? I will not assert that

the British Government was bound to liquidate the cur-

rency, though it was promised that this measure should be

recommended to His Majesty's Government at Home. In

fact, if the currency had retained its value in circulation,

there would have been no necessity for paying it off; and it

is not improbable, that had no addition been made, the dis-

count would not have exceeded 25 per cent. in reference to

gold and silver. Though I concur in most of Mr. Cole
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brooke's observations respecting the currency, Iam by no

means prepared to say with him, that the British Govern-

ment is bound to fulfil the obligations of the Dutch Govern-

ment, in virtue of any express or implied engagement to

that effect; but I am clearly ofopinion, that if such a mea-

sure be necessary for the good ofthe Colony, GreatBritain

is responsible to see that a portion ofthe Colonial Revenue

should be set aside for the gradual redemption of the whole,

or part of it. On this head, too, some inforination may be

obtained from the Report of the Bank Commissioners al-

ready referred to. They allow that the Colonists stipulated

for, and obtained a security from the British Government,

for the paper money in circulation, on the Public Buildings

andGovernment Farms. They add, " this security was,

of course, considered a sacred pledge by the British Go-

vernment, and at the time of the evacuation remained entire

and unalienated."

Thirdly,-As to the intention ofthe contracting parties,
therecan be no doubt that when the successive creations of

the paper money took place, under the Dutch Government,

apromise ofredemption was held out, and one main object

ofthe Commissioner De Mist's visit to this Colony, was, to

inquire into and correct abuses, and to adopt measures for

improving the circulating medium and fulfilling the engage-

ments of the Government to the Public. But the truthpro-

bably is, that when the Treaty ofCapitulation took place,

the contracting parties on the British side, at least, did not

attend much to the intent or latent meaning ofthe expres-

sions used, or the promises made, relative to the currency;

a fact which is, I think, sufficiently clearfromthe vague and

indefinite terms inwhich the article respecting the currency

is worded. Leaving this question to H. M's Commis-

sioners, I proceed to inquire,

Fourthly, Whether, independent ofany obligation ori-

ginating out of the terms of the Treaty, the Government is

bound, on considerations of a general nature, touching the

interests of the Colony, to fulfil the engagements of the Ba-

tavianGovernment, and to liquidate the whole, or only that

portion of the currency added to the circulation since 1806.

Here, then, are two distinct questions: and it is, I think,

on the grounds just mentioned, and with reference to this

principle only, that the statesman and political economist
should decide.

Whatever doubtsmaybe entertained as tothe obligations



167
し

of the British Government to liquidate that portion ofthe

currency issued by the Dutch Government, there can be

none in regard to its obligation to redeem that portion of it

issued since the capture of the Colony. Without entering

✓ into extended discussions on this subject, it willbe sufficient

to quote the last Proclamation respecting the creations of

currency by Sir John Cradock. The following is an ex-

tract from one of these, dated in March, 1814 :-

4

" Whereas it appears, that in the year 1804, a sum of

75,000 Rds . was created and advanced by the Batavian

Government, to the Inhabitants of Stellenbosch, for the

special purpose, to repair the damages occasioned by afire

in that village, and which money was to be repaid by instal-

ments of 3,000 Rds. per annum: And whereas according to

a Proclamation of the Governor and Council, ofthe 30th

September, 1804, such sums were to be publicly destroyed.

Whereas therefore, tofulfil the Resolutions of the former

Government, and to observe with the most scrupulous faith,

all provisions respecting the paper currency of this Colony,

I do hereby direct and command, that all instalments hither-

to accrued, to the amount of 24,000 Rds. shall be publicly

destroyed, and that the same shall continue annually, till the

whole sum of 75,000 Rds. be expunged from circulation."

It is clear that the British Government considered itself

bound to fulfil some of the obligations ofthe Dutch Govern-

ment, and as all its obligations were equally valid, it neces-

sarily follows that the British Government was equally

pledged to the fulfilment ofall its obligations. It is evident,

then, that the British Government considered itself bound

to appropriate the revenue and interest derived from the

works, (for the construction ofwhich the paper was created

and issued,) to its redemption and extinction ;-instead of

which the provisions on this subject, have been unaccounta-

bly, I will not say most reprehensibly, evaded. Let the

reader carefully peruse the following proclamatior by Sir

John Cradock, and say on what grounds can the Colonial

Government be justified innot having fulfilled the obliga-

tions thus clearly and unequivocally expressed.
" Whereas it was notified by the proclamation of the

14th June, 1810, that the capital of the Lombard Bank

should be augmentedby one millionofrix-dollars, at such

periods as should be thereafter demed most,adviseable :

and whereas it appears to me to b expedient, in addition to

the sum of900,000 Rds. issued to the Directors of the said

1

L

4
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Bank, on the 14th June, 1810; 15th January, and 27thOcto-

ber, 1812; 21st January, and 23d August, 1813, to make a

further and last advance to them of 100,000 Rds. in aid and

for the special purpose of carrying on the various Civil

Buildings and other great improvements in Cape Town,

and throughout the Settlement. And

" Whereas it appears necessary to me to place the re-

payment of the several sums of money advanced by the

Lombard Bank from the capital of 500,000 Rds. (the

moiety of the 1,000,000 Rds. adverted to in the foregoing

Proclamation of this date) allotted to the erection of Civil

Buildings, and the execution of other required improve-

ments throughout the Colony, upon an assured and perma-

nent foundation:---And whereas upon the further and most

extensive consideration of the whole subject, it appears to

me adviseable to determine and make known, that all suc-

cessive repayments in any shape, as they shall arise, and

whichwillbe duly urged to the utmost ability ofall parties

concerned, when paid into the Lombard Bank, shall be im-

mediately destroyed, and carried to the account of annihi-

lation of the said 500,000 Rds. created for those purposes :

Andwhereas to accomplish this important and desired end,

with as much expedition as is suitable to the case, in con-

sequence ofsome portion of the public works, being from

their nature unproductive, I deem it expedient to dedicate

to the same design all the future interest upon the first

500,000 Rds. added to the funds of the LombardBank, by

the Proclamation of the 14th June, 1810, which interest

money will also be successively destroyed, until the entire

sum of500,000 Rds. created for Civil Buildings, &c. be

entirely effacedfrom circulation .

In pursuance, therefore, ofthe above intentions, calcu-

lated inspire the utmost confidence in the paternal vigi-

lance ofH. M.'s Government over the future as well as the

present interests of the Colony, I hereby direct and order,

asthe immeante instance within the power of the Colonial

Government, that the first instalment of 15,000 Rds. re-

cently paid by the Burgher Senate on account of the Water

Works, should be publicly destroyed and erased from cir-
culation.

" And whereas it appears just and expedient, that the

Civil Buildings executed brough the means of the 500,000

Rds.lately created, shouldbe hypothecated to the general

paper currencywithout adveting the periods of creation.
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I hereby further declare, that the said buildings are to be

considered as hypothecated, but that the buildings and

other works throughout the districts, and for which there

will be a more specific taxation, should remain the property

of those districts at the further direction of Government."

Circular.-" I am directed by His Excellency the Go-

vernor and Commander in Chief, to callto your most serious

view and consideration, the subject of the advances made

and to be still made, to the district of ***** for the erection

of civil buildings, and the promotion of other objects of sig-

nal improvement, under contemplation.

" It forms a deliberation, that must as closely as practi-

cable, be distinctly understood and acted upon between

Government and you, on the part of the district ; for how-

ever ardent Government will feel itself to improve this part

of the Colony to the utmost ofits power, and however neces-

sary and desirable the objects in design must appear, yet it

is indispensable to secure the re-payment of the sums ad-

vanced by the Lombard Bank within a suitable and just

period, or the alternative can only be, to discontinue or give

up these works. The Colonial Government has given to

this subject the fullest and most anxious reflection ; and to

prove that it acts with the greatest solicitude for your pros-

perity, and to the utmost extent of its powers, His Excel-

lency commands me to signify his intention to remit the in-

terest of all monies so advanced, and that all the future

payments will be received " as capital; " and in the reduc-

tion ofthe debt thus incurred, to be disposed of and de-

stroyed as the Proclamation of this date directs ; provided

that it shall appear from your representation on the part of

the district, in answer to this letter, that a reasonable and

just engagement be maintained to repay the full amount of

these advances by instalments, at times not too remote,

and duly commensurate with the present and future circum-

stances of the District, under such further orders from Go-

vernment as may appear necessary.

" I am directed also by His Excellency the Governor to

communicate to you, that such Buildings and other Works

as are the objects of the present arrangement, will, after

the full re-payment of the expenses, be considered as the

public property of the Districts, and subject to theirdis-

posal under the sanction ofthe Colonial Government. His

Excellency is aware, that the subject will require great con-

sideration and extensive arrangement; but the good faith of

Y
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the District, anddue gratitude toGovernment for the benefit

conferred, cannot fail to produce a satisfactory conclusion.

" H. ALEXANDER."
(Signed)

Now the question is, why were not these provisions ful-

filled ? What has become of the funds, realized annually,

from the Public Works ? And why have these not been ap-

propriated to the purposes originally assigned? If the funds

have been appropriated to the ordinary expenditure of Go-

vernment, then it must appear either that the Revenue has

diminished, or that the expenditure of the Government is

greatly enhanced above its amount in 1814; and it will then

deserve to be considered, whether such increased expendi-

ture was justifiable, considering the paramount claims ofthe

Public. If any thing could add force to the guarantee

here announced, it is to be found in the following extract

from a Proclamation in June, 1822, from which all doubts

as to the obligations of Government to redeem the currency

must vanish. To be sure, this guarantee is now entitled to

be considered a delusion, since it is no better than those

pledged ten years ago.

"And, whereas, it having appeared to me to be desira-

ble, and consonant to that guarantee which the Colonial

Government has given to the public, relative to the issue,

circulation, and value of the paper currency of this settle-

ment, that a proportion of the quantity in circulation, shall

befrom time to time called in and destroyed, I do hereby

authorize H. M. Receiver General, not to place the paper

currency he may receive for debentures issued under this

proclamation, to the account of his treasury receipt; but to

place it apart, and cause it to be publicly burnt andde-

stroyed." From the observations elsewhere made, it will

appear, that I do not consider the profits of banking, alegi-

timate source of revenue in this colony; but the system,

vicious as it is, would doubtless have been productive of one

eminent good, if the profits had been applied to the re-

demption of so much of the paper, as was created subse-

quent to January, 1806. It is said, that the income which

Government receives from the shambles, exceeds 50,000

Rds. annually ; that derived from the water-works, and

* We may also inquire what has become of the surplusRevenue between 1806

and 1823, amounting to nearly 1,200,000 Rds. ? It appears too, (vide page 109,

that during the years 1817-18, no less than 193,000 Rds. were made over to the

Commissary General, and similar advances may probablyhave been made every

year.
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other public buildings. constructed with the funds created

for the purpose, exceeds 200,000 Rds,; and there can be

no doubt, that if the arrangement announced by Sir J.

Cradock, and his predecessors, had been followed up, the

currency would not have reached its present state of degra-

dation. There were doubtless reasons, and perhaps good

ones too, why these arrangements were not carried into

effect. What these reasons were, we are left to conjecture,

it being much easier to say what these were not. It is only

to be regretted, that circumstances should have existed to

render the gradual extinction of the paper, either inexpe-

dient or impracticable ; and in justice to the Colonial

Government, we must presume, that its conduct on this

head had the sanction of H. M. Ministers .

In regard to the expediency ofwithdrawing the excess of

currency from the circulation, there seems to be but one

opinion, even among that class of reasoners, who contend

most inconsistently, that it is not depreciated from excess,

and yet recommend areduction in quantity. To deny that

the paper is depreciated from excess, and that any evil has

arisen from this cause, and yet with marvellous inconsist-

ency to profess a disposition, and even an eagerness, to re-

duce the amount of currency in circulation, is a paradox

which not even the most hardy veteran in polemics would

venture to put forward. Yet Mr. Vansittart is an instance

in point. He stoutly denied that the English currency was

depreciated ; and yet declared it expedient to return to cash

payments without delay. " If there be depreciation of cur-

rency, why is it expedient to diminish its quantity ? The

larger the proportion ofpaper in circulation, provided that

paper is equivalent to specie, the better. The quantity of

undepreciatedpaper that canhe kept afloat in the market,

is the very test of its buoyancy." The effect ofdepreciation

has been, that the rich have been made poor,-the creditor

has been paid off with less than he lent,-the annuitant has

sunk amidst the general rise, and he who sold his land for

whatwas deemed an equivalent, has lived to see the price

dwindle into less than half its value. These are surely

evils ofno ordinary magnitude, andit becomes the part of a

Statesman to mitigate these as far as lies in his power.

Certainly it is his duty not to heighten this unequality, by

issuing more currency, either in loan or as expenditure. If

Government cannot stem the torrent, let them at least not

add to its force, by pouring fresh streams into the channel.
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Every forced issue of paper-money can be considered as

nothing less than " a direct fraud on every public and pri-

vate creditor. " This is admitted by the author of the State

of the Cape in 1822 .

The public was creditor in 1806, to the amount of

1,200,000 Rds . or £240,000, which is now dwindled to

about £100,000, and the public is now creditor to the

value of the whole currency minus the original capital ofthe

Bank, equal to (3,005,276-minus 845,000) 2,160,276 or

£150,000 ; whereas, had the rix-dollar retained its original

value, the public would have been creditor to the amount of

£432,053, the depreciation in relation to sterling valuation

being nearly in the ratio of 43 to 15, or equivalent to a

premium of 180. The public, therefore, has annually lost

not only the difference between the value of the depreciated

and undepreciated currency, but also the profit which in-

dividuals would have realized annually if the value of their

incomes had continued uniform, and which would have been

added to the capital of the colony.

Fifthly, In regardto the necessity and expediency of
withdrawing a considerableportion of the currency from cir-

culation, there can be but one opinion held on this sub-

ject, by all who are not actuated by selfish and interested

views, to seek a continuance of the existing system. It

should be remembered, however, that no improvement in the

circulating medium can produce any material alteration in

the real course of exchange, which as has already been

shewn, is regulated by the state of the trade. There would,

however, be a very great fall in the nominal exchange,

and in the nominal prices of all foreign and colonialproduce,

while the value_of all fixed property would be greatly en-

hanced. The evils attending a depreciated currency, have

been already pointed out. In this colony, it is not this evil

alone the people have to contend against, but an accumu-

lation of evils, which are daily acquiring fresh force ; and

till some remedial measures are adopted, the currency will

become still further depreciated than it is, not by reason of

the effect of over-trading and scarcity of bills, a fact no lon-

ger to be admitted. The question is, shall the Government

retrace its steps, and overlook the inconvenience to which

a reduction of the currency must necessarily expose some

individuals, and more particularly debtors. Debtors to the

bank would not be materially affected, ifthe loans had been

limited to two years ; but debtors of five or six years stand
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ing, must be materially affected, in the same manner in

which the creditor has been affected by the fall in the value

of the Rix-dollar.There are those, indeed, who oppose the

reduction of the colonial currency on these grounds ; to

such reasoning I shall venture to oppose, and I should hope

with success, that of a philosopher and a statesman ofdis-

tinguished energy and talent, and who has ever fearlessly

advocated the cause of justice and public honor. The

speech from which the following passage is quoted, was de-

livered by Mr. Canning, when he opposed himself to the

wretched system of Mr. Vansittart .

" In addition to these motives of policy, there are, as I

have heard this night, not without astonishment and dismay,

considerations of justice, which preclude any systematic

reduction of the amount of our paper money. Such a re-

duction, it is argued, would change the value of existing

contracts, and throw into confusion every species of pecu-

niary transactions, from the rent ofthe great landed pro-

prietor, down to the wages ofthe peasant and the artizan.

GoodGod ! what is this but to say, that the system of un-

redeemable paper currency must continue for ever ! what

is it but to say, that the debts incurred, and the contracts

entered into under the old established legal standard of the

currency, including the debts and contracts of the state

itself, are now to be lopped and squared to a new measure,

set up originally as a temporary expedient, and that the

sacredness of public faith, and the obligation of legal engage-

ments, are to be conformed to the accidental and fluctu-

atingderangement !

" If this be so, there is indeed no hope, that we shall

ever return to our sound and pristine state. This objection

is of a nature, to propagate itself indefinitely. Every day

new contracts must necessarily be made, and every day

successively, (as it is of the essence of depreciation to go

on increasing in degree,) at rates diverging more and more

from the real and original standard. Every day, therefore,

must interpose additional impediments to a return to the

legal standard. Never didthe wildest andmost hostile pro-

phesier of ruin to the finances, predict that a time should

come, when by the avowal ofparliament, nominal amount

in paper, without reference to any real standard value in

gold and silver, would be the payment of the public credi-

tor. But still less could it ever be apprehended, that such

a system was to be built on the foundation of equity and

1
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right ; that it would be considered as unjust,to give to the

paper creditor the real value of his contracts in gold; but

just to compel the creditor who had trusted in gold, to re-

ceive for all time to come the nominal amount, whatever

that might come to be, of his contract in paper.

"This proposition appears to me, so monstrous, and

shows so plainly, to what an extravagant and alarming

length we are liable to be hurried, when once we have lost

sight ofprinciple, and given ourselves up to the guidance

of expediency, that I am sure this house ought to lose no

time in pronouncing its opinion, as to the maxims by which

for centuries, the currency of this country has been pre-

served in eminent purity and integrity, and in declaring its

determination, to acknowledge no others in the theory of

our money system, and to look to a practical return to that

system, not only as advantageous to the state, but as indis-

pensible to its justice and honor. "

With regard to a metallic currency, I am clearly of

Mr. Trotter's opinion, that " a paper currency well regula-

ted and on good security, is adequate to all the purposes of

a circulating medium." The advantages of apaper currency

have been pointed out in the first and second Sections, and

I have shown that if it be limited in quantity, to the actual

demand that will maintain its value, good security may be

dispensed with. " The quantity of a circulating medium

that can be employed in any country," says Mr. Ricardo,

"depends on its value,” and by whatever number of pieces

ofpaper the quantity may be augmented or diminished, the

demand continuing the same, this value will be diminished

or increased ; " and he adds " a circulation can never be so

abundant as to overflow; for by diminishing its quantity,

you will increase its value, and diminish its value by in-

creasing its quantity. It is on this principle that paper

money circulates, though it has no intrinsic value ; yet by

limiting its quantity, its value in exchange is as great as

an equal denomination of coin or bullion in that coin. On

the same principle too, namely, by a limitation in quan-

tity, a debased coin would circulate at the value it should

bear, if it were of the legal standard and fineness, not at the

value of the silver or gold which it actually contained.

Hence," says the same writer, " it is not necessary that

paper money should be payable in specie, to secure its

value, it is only necessary that its quantity should be re-

gulated according to the value of the metal which it is
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issued to represent. Dr. Smith appears to have forgotten

his ownprinciple, in his argument on Colonial Currency,

and instead of ascribing the depreciation of that paper to

its redundancy, he asks, whether allowing the Colonial

securities to be perfectly good, ahundred pounds payable

15years hence, would be equally valuable with a hundred

pounds to be paid immediately ? I answer yes, if it be not

too abundant. Finally," observes Mr. Ricardo, " a curren-

cy is in its most perfect state, when it consists wholly of

paper money ; but ofpaper money of an equal value with

the gold which it is issued to represent."-It appears then,

that the only indispensable properties of an efficient paper

currency, are, that it should be so limited in quantity as to

pass in circulation at an equivalent value with coin, and so

secured, that it shall always be received as a legal tender,

and that the faith of Government be pledged to the mainte-

nance of its value, either by hypothecating property suffi-

cient to redeem it if eventually recalled, or by a legal and

formal guarantee to this effect by the British Government.

It is to be observed, however, that no guarantee to this

effect will long maintain its value in circulation, if it ex-

ceed the wants ofthe Colony, and the Government does not

continue to give specie or bills in exchange for it, according

to the value it was issued for. Indeed there can be little

doubt that in 1806-10 it greatly exceeded in amount the

actual demand, and therefore the only practicable means

the Government had of maintaining its stipulated value

above its natural value, was, by taking it in exchange for

specie or bills at a fixed premium of20 or 25 per cent. As

soon as the Government ceased to act on this principle, the

depreciation of the currency became rapidly perceptible ;

and even had no augmentation been made, the previously

existing excess would have shewn itself in a rise in the ex-

change. If while Government received only a premium of

25 per cent. for its bills, and some of these, as has been

asserted, were re-sold at 10 or 15 per cent. profit, there

cannot possibly be a stronger proof of the paper being in

excess, which excess would naturally show itself in the ex-

change as soon as Government should cease to endeavour

to keep up its value by selling its bills at a fixed premium ;

or as soon as there ceased to be a sufficiency of bills in the

market to absorb, at the given premium of 25 per cent. all

the currency disposable for the purchase of bills ;-and, as

the quantity ofrix-dollars for which products are sold or

1
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exchanged, depends entirely and solely on the proportion
between the value of the commodities to be circulated, and

the quantity of rix-dollars in circulation, the proportion of

currency disposable for the purchase of bills, or which is

the same thing, the paper prices at which commodities

would sell, would exceed the natural prices in specie, in

proportion to the excess of the whole circulating medium

above the actual demand for it. Hence, then, a frequent

consequence of an excessive circulating medium being main-

tained at a forced value, inthe purchase of bills andcommo-

dities, exceeding that natural level of value, to which

every medium must necessarily fall, when left to find that

value by the only true test, namely, the extent of business

which it is required to perform, must have been, that the

premium fixed on government bills was often aminimum

instead of a maximum, and that private bills sold often for

more than government bills. Obviously, then, while the

currency continued greatly in excess of the wants of circula-

tion, the only means by which the government could main-

tain a forced value, above that limit or natural level of

value, which every circulating medium necessarily acquires

and preserves, independent of all extrinsic circumstances,

was either by supplying so much exchangeable value in

bills or in specie, as was necessary to absorb that portion

ofthecurrency (at its fixed valuation) disposeable for re-

mittance. Now the portion of currency (or the value it

represents) disposable for such purposes, or rather the

proportion ofvalue to be remitted by bills, depends mainly

onthe difference between the value of the imports and the

value of the exports. Whatever this value is, if the rix-

dollar be equal in circulation to 4 shillings, it is certain

thatno individual would give more than 500 Rix-dollars

plus the cost of transmitting bullion, including freight, in-

surance, commission, &c. for a bill of £ 100 ; the single fact

of his giving more is a conclusive proof of depreciation.

The single fact of his putting ahigher price, say 20 per cent.

onhis goods to cover the premium, is a clear proof of excess ;

for the very obvious reason, already stated, that the number

of rix-dollars to be given in exchange for any commodity,

depends upon the value of that commodity, compared with

the value of the rix-dollar ; and the value of the whole rix-

dollars in circulation, is determined by the value of the

whole ofthe commodities to be circulated. But the whole

of the commodities to be circulated remaining the same,
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and ifthere was no more currency thanwas absolutely ne-

cessary to circulate these at the given value of4shillings, it

is quite clear that the abundance of bills would increase the

value of the currency only in so far as it might increase the

quantity of commodities to be circulated, and the business

of circulation by which its value is determined. Further

the price at which the goods of one country sell in another

cannever greatly exceed the prime cost, plus the profit,

freight, insurance, &c. What cost 6 Rds. in 1806-7 now

costs 14, the rise of price of 135 per cent. is a real or a

nominal rise. If it be a real rise of price then the real pre-

mium ona bill may exceed the cost of transmitting bullion,

100 to 200 per cent. which we know to be impossible. It

must then be only a nominal rise of price arising from the

fall in the exchangeable value of the rix-dollar. We know

thathad there been an increased demand for a circulating

medium, the increased demand would necessarily have

counteracted the effects of a demand for bills, the currency

wouldhave retained or even increased invalue in circulation,

andwould at least have been ofequal value with the coin which

it represented. I repeat therefore that limitation in quantity

isthe grand remedy for restoring the value ofa depreciated

currency ; that however solid the security on which apaper

currency may rest, yet if it be not limited in quantity to

the actual demand of the circulation, it must inevitably be-

come depreciated, though not an ounce ofproduce should

be imported from England, nor a single bill be in demand;

while on the other hand, with a circulatingmedium properly

regulated, the premium on bills could not possibly exceed

the cost of transmitting bullion, freight, insurance, com-

mission, &c . For only let us reflect for a moment that

whatever amount of, or value in specie, would be requisite

to perform the agency of a circulating medium in this

Colony, that a currency representing the same value, would

perform the same business equally well. If£250,000 in

specie or 1,000,000 Spanish dollars would answer this pur-

pose, it is perfectly certain, that 1,250,000 rix-dollars at

4shillings each, would answer the same purpose, and it is

quite certain, that no more than 500 of these,plus the cost

Vide " State of Cape of Good Hope in 1822," p. 37, where the Author

admits that " an increase of rix-dollars though grounded on solid security, would

infallibly depreciate still further the value of the rix-dollar and raise the ex-

change," and he admits (page 128) that " while the present amount of Cape

paper currency remains in circulation, allhope of a favorable abatement of the

rateofexchange appears visionary and groundless."

Z
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of transmitting bullion, would be given for a bill of £100.

Now, for periods of limited duration, this value re-

mains fixed or does not vary greatly on either side ; but

if while a value of only £250,000 or 1,000,000 Spanish

dollars was required to perform the business of a circulating

medium, the paper in circulation which originally repre-

sented this value was doubled, there cannot be a doubt

that it would become depreciated. In short, to whatever

extent the paper might be multiplied, it is certain that its

aggregate value could not be increased, consequently the

exchangeable value of each note would be diminished, with

reference both to commodities and to specie. The Author

of the " State of the Cape ofGood Hope" justly observes,

that an addition to the currency would depreciate still

further the rix-dollar and raise the exchange, whence it

might be concluded he would admit that a reduction of the

currency wouldhave quite an opposite effect, and would

raise the value of the rix-dollar and lower the exchange in

proportion. He also admits that the issue of 1,000,000 Rds .

during the year 1811-14 was a measure of questionable

policy, and was calculated to raise the exchange against

the colony. Now, during this period the exchange did rise

from 20 to 80 per Cent. How then is the assertion borne

out, that this rise was owing to the excess of imports and

the consequent scarcity of bills ? for during 1811-14 the

imports were, according to Mr. Milburne, less than during

the preceding 4 years, when the exchange did not vary

greatly from par. In myjudgment these assumptions are

contradictory. Further we are told, that, though an

additional currency was not necessary at the time the last

issue was made, yet owing to the increased population since

1814, the additional currency has become necessary. Now

if this was the case, and since it is admitted that the ex-

change was raised, we should naturally expect to find it

improving with the supposed increase of value, acquired by

the increased demand for the medium of circulation ; but no

such thing, it has uniformly risen further and further in the

scale of depreciation, and the impulse and facilities given

to the circulation by the extended commerce of the colony,

has served only to demonstrate that excess, which naturally

forces it down to the level of value which it acquires from

its own utility, as an agent to transfer. It may be laid

downthen as an indisputable principle, that a circulatingme-

dium limited to the actual demand for it, will retain its value

1
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without tangible security, because it derives that value

from its own utility, as an agent of exchange ; and when a

currency is in excess, that is when the nominal value of the

whole currency is greater than the value actually required

to perform the business of circulation, no security however

good and adequate will prevent its depreciation, unless the

government at the same time continue to make it exchange-

able for bills at a fixed valuation, and that these bills be

always sufficient to absorb at that fixed valuation, all the

value disposeable for remittances. This latter condition

would however be indispensible, only as long as the paper

was in excess, because it is the only means of rendering it

really equivalent with the specie it represented, and of pre-

venting it from falling to that level of value, which it would

naturally acquire, if left to be determined by the actual and

effective demand for it. With all due deference to the

opinions and abilities of those gentlemen who have recorded

their sentiments on the subject, I must be allowed to say,

that these important considerations seem to have entirely

escaped them, and in seeking for causes, to account for the

rapid and incessant fluctuations in the value of the rix-dollar

currency, excessive importation and the supposed scarcity

of bills, were the only operative causes which seemed to

them to offer a specious explanation. This error, too, per-

vades the report of the bank committee of 1808, and viti-

ates alınost every conclusion which they draw. But even

they express their decided opinion that the currency ought

not to be augmented, though at the same time they assert,

that alarge " circulating medium is not liable to depreciation

in the absence of all foreign commerce," which is just the

same thing as to affirm, (since foreign commerce in-

creases the number of exchanges, and of values to be cir-

culated,) that by increasing the business of circulation, you

diminish the value of the agent which performs that office.

The Committee observe :

1. " It is very certain that the present scarcity is in a great

degree the effect of adventitious circumstances, and it is

tobehoped that the importations will greatly diminish, when

the difficulty of obtaining returns is known inEurope ; but

the colonists must have the usual supplies to which they

have been accustomed. cost what they will, and the pre-

mium on bills if it rises to 60 per cent. falls not on the im-

porter but the consumer, consequently occasions a further

reduction in the value of Cape currency.

1
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2. " It is, we believe, a favourite andgenerally received

opinion in this Settlement, that no sum ofpaper money in

circulation can be too great, so long as sufficient real pro-

perty canbe found upon mortgage to secure the re-payment

ofit, and so far we think this idea may be correct, if it were

possible to bring the Colony back to the old system of the

Dutch E. I. Company, to reduce its consumption of foreign

articles nearly upon a par with the public expenditure, and

let these be supplied by Government on a similar plan with

that of the Dutch Company, we then annihilate foreign com-

merce, and the paper currency will support its real value ;

and however great the amount in circulation, if it should at

any time be found to exceed the sum required, by mortgages

being redeemed, no injury or inconvenience can arisefrom

the destruction ofsuch part as may accrue of this capital

created by the breath of Government, and supported without

trouble or expense, leaving by this means no more in circu-

lation than it can easily absorb. But in the present situa-

tion of this Colony, with a very large balance of trade

against it, the policy offilling the country with paper, and

driving as it were the specie or coin out of the Settlement,

(the invariable consequence of loans upon mortgage) may

well be questioned.* Means must be found to satisfy this

balance, which is annually recurring, and may be said an-

nually increasing. The money of the Society, that is the

paper, is found inadequate for the purpose ; the exports con-

tinue the same, and so does the public expenditure ;-how

then is the balance to be liquidated, except at the expense of

the paper ? and the more we have afloat, the greater in all

probability will be the sacrifice .

3. " On these grounds we are decidedly of opinion, the true

reason of the scarcity of the paper money may be considered

as the effect of two different causes, namely, the want of

means of a remittance, and the loss of mercantile credit, by

which the circulating medium is on the one hand accumulat-

ing in the hands of individuals, without sufficient outlet to

flow it back into circulation ; and onthe other hand, alarge

property is constantly locked up for want of that confidence

between man and man, which is the life and soul of com-

merce .

4. " Proceeding to offer an opinion as to the best mode of

removing those evils, the first object that drew the attention

*This large balance must have accumulated in less than two years, though

the importsdid not exceed one-third of the exports !



181

of the Committee, was the present system ofcompetition for

the Public Bills, which they are satisfied has an evident

tendency to raisethe premium, evenbeyond its natural level,

to the great loss and frequent disappointment of the fair

trader, and beneficial only to speculators andjobbers. The

Committee have, therefore, no hesitation in recommending

a maximum or fixed premium of 20 to 25 per cent. with the

distribution in the hands of Government, as the most likely

way to satisfy the public demand, consistent with the true

interest of the Colony, and completely to do away the bane-

ful practice ofjobbing.

5. " maybe objected, perhaps,that Government by this

means would submit to certain loss arising from the differ-

ence between the present premium and the maximum, parti-

cularly on such portion of their supplies as are furnished in

some of the staple commodities of the Colony, such as

butchers' meat and a few other articles . The Committee

are aware of this, but are still of opinion that the maximum,

ongeneral principles, mustor ought to have an equal influ-

ence onthe price of all commodities, unless where its effects

may be counteracted by partial combinations or abad sys-
tem ofcontracts."

It is very certain, that no nation can continue to import

without payment, and the supposition of a constantly in-

ereasing premium, owing to a deficiency ofbills, is not only

theoretically false, but contrary to fact. Besides, no in-

crease,ofpremium could enable the Merchants to pay for

their imports to liquidate these balances, because it would

not increase the bills in the market. Further, the fact of a

scarcity of money, that is, of a medium oftransfer, implies

that it is in demand. Now this demand would naturally en-

hance its value, and thus counteract the depreciationwhich

is stated to have originated from the scarcity of bills. Fur-

ther, the Committee admit the impolicy of " filling the

country with paper, by granting loans on mortgages."

Now, the only injurious effect of such policy, is to overload

the circulation, and thereby diminish the value of the

currency.

That this system was pursued we all know, the effect

must be admitted ; but if so, why is this effect ascribed

to the balance of trade alone ? Again, how is the balance of

trade to be " liquidated at the expense of the paper cur-

rency," as the Committee affirm ?" By " sacrificing a

greaterportion ofpaper;" that is, paying ahigher premium.
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right ; that it would be considered as unjust, to give to the

paper creditor the real value of his contracts in gold ; but

just to compel the creditor who had trusted in gold, to re-

ceive for all time to come the nominal amount, whatever

that might come to be, of his contract in paper.

"This proposition appears to me, so monstrous, and

shows so plainly, to what an extravagant and alarming

length we are liable to be hurried, when once we have lost

sight ofprinciple, and given ourselves up to the guidance

ofexpediency, that I am sure this house ought to lose no

time in pronouncing its opinion, as to the maxims by which

for centuries, the currency of this country has been pre-

served in eminent purity and integrity, and in declaring its

determination, to acknowledge no others in the theory of

our money system, and to look to a practical return to that

system, not only as advantageous to the state, but as indis-

pensible to its justice and honor."

With regard to a metallic currency, I am clearly of

Mr. Trotter's opinion, that " a paper currency well regula-

ted and on good security, is adequate to all the purposes of

a circulating medium." The advantages of a paper currency

have been pointed out in the first and second Sections, and

I have shown that if it be limited in quantity, to the actual

demand that will maintain its value, good security may be

dispensed with. " The quantity of a circulating medium

that can be employed in any country," says Mr. Ricardo,

"depends on its value,” and by whatever number of pieces

ofpaper the quantity may be augmented or diminished, the

demand continuing the same, this value will be diminished

or increased; " and he adds " a circulation can never be so

abundant as to overflow ; for by diminishing its quantity,

you will increase its value, and diminish its value by in-

creasing its quantity. It is on this principle that paper

money circulates, though it has no intrinsic value ; yet by

limiting its quantity, its value in exchange is as great as

an equal denomination of coin or bullion in that coin. On

the same principle too, namely, by a limitation in quan-

tity, a debased coin would circulate at the value it should

bear, if it were of the legal standard and fineness, not at the

value of the silver or gold which it actually contained.

Hence," says the same writer, " it is not necessary that

paper money should be payable in specie, to secure its

value, it is only necessary that its quantity should be re-

gulated according to the value of the metal which it is
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issued to represent. Dr. Smith appears to have forgotten

his ownprinciple, in his argument on Colonial Currency,

and instead of ascribing the depreciation of that paper to

its redundancy, he asks, whether allowing the Colonial

securities to be perfectly good, ahundred pounds payable

15years hence, would be equally valuable with ahundred

pounds to be paid immediately ? I answer yes, if it be not
too abundant. Finally," observes Mr. Ricardo, " a curren-

cy is in its most perfect state, when it consists wholly of

paper money ; but ofpaper money of an equal value with

the gold which it is issued to represent."-It appears then,

that the only indispensable properties of an efficient paper

currency, are, that it should be so limited in quantity as to

pass in circulation at an equivalent value with coin, and so

secured, that it shall always be received as a legal tender,

and that the faith of Government be pledgedto the mainte-

nance of its value, either by hypothecating property suffi-

cient to redeem it if eventually recalled, or by a legal and

formal guarantee to this effect by the British Government.

It is to be observed, however, that no guarantee to this

effect will long maintain its value in circulation, if it ex-

ceed the wants ofthe Colony, and the Government does not

continue to give specie or bills in exchange for it, according

to the value it was issued for. Indeed there can be little

doubt that in 1806-10 it greatly exceeded in amount the

actual demand, and therefore the only practicable means

the Government had of maintaining its stipulated value

above its natural value, was, by taking it in exchange for

specie or bills at a fixed premium of20 or 25 per cent. As

soon as the Government ceased to act on this principle, the

depreciation of the currency became rapidly perceptible ;

and evenhad no augmentation been made, the previously

existing excess would have shewn itself in a rise in the ex-

change. If while Government received only a premium of

25 per cent. for its bills, and some of these, as has been

asserted, were re-sold at 10 or 15 per cent. profit, there

cannot possibly be a stronger proof of the paper being in

excess, which excess would naturally show itself in the ex-

change as soon as Government should cease to endeavour

to keep up its value by selling its bills at a fixed premium ;

or as soon as there ceased to be a sufficiency of bills in the

market to absorb, at the given premium of 25 per cent. all

the currency disposable for the purchase of bills ; and, as

the quantity of rix-dollars for which products are sold or

1
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Buthow is ahigher premium to add to the number of bills

in the market? At last, however, we get one glimpse of

truth, the Committee add, and mark how important the ob-

servation, " the more (currency) we have afloat, the greater

in allprobability will be the sacrifice;" that is, the more

currency that is thrown into circulation, the higher will be

the premium on bills of exchange .

The terms " overtrading, loss ofmercantile credit, ruin

hanging over the Colony," (and all this from excessive im-

portations alone,) have been a theme of repetition and de-

clamation every year since the first month after the capture.

What meaning our practical (not " scheming ") financiers

who deny a redundant currency, intend by these terms,

it is by no means easy to discover. If there was a loss of

mercantile credit, whence we would ask did it originate ?

The very circumstance ofso much paper accumulating in

the hands of individuals, is a proof of a great excess above

the average and ordinary demands of the circulation, and

must necessarily cause the most violent fluctuations in the

prices offered for bills. The true cause of what appears to

superficial observers, " loss of mercantile credit, " will be

found, as Mr. Say justly observes, to originate from the
degradation of the national currency. " It occasions a vio-

lent dislocation of money prices, operating in a thousand

different ways, according to the particular circumstances

of each respectively, and thereby disconcerting the best

planned and most useful speculations, and destroying all

confidence between lender and borrower. Nobody will

willingly lend, when he runs the risk of receiving a less sum

than he has advanced ; nor will any one be in a hurry to

borrow, if he is in danger of paying more than he gets.

Capital is consequently from productive investments ;

and the blow given to production by deterioration of the

currency, is commonly followed up by the still more fatal

ones oftaxation upon commodities, and the establishment of

a maximum of price." Though I cannot concur with

M Say, in all that he says relative to the evils of a depreci-

ated currency, in so far as they affect national production,

(for if avowed and open, it tends to the advantage and not

to the injury of national production,) it must be admitted,

that it benefits one class of the community, at the expense

of the other.

To assert that " the want of means of remittance, (that

is a scarcity ofbills,) is the cause of the scarcity ofpaper
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money," is an obvious fallacy, since a scarcity (that is a

difficiency) of a circulating medium, would naturally- en-

hance its value in exchange. And as a certain sum in ster-

ling valuation is to be remitted by bills, a smaller number

of Rix-dollars would thus represent the equivalent to that

value. Again, ifwe suppose, that the paper actually re-

quired for the circulation, consists of the whole currency,

minus the quantity lying dormant in the hands of individu-

als, it must appear equally certain, that by destroying a

portion of the colonial currency, you diminish the quanti-

ties thus absorbed by the circulation, and by individuals

respectively, without diminishing their real value. The

effect, too, of a judicious system of banking, would be

always to limit the issues of paper to the actual demand of

circulation ; in proportion as the deposits of individuals in-

creased, the bank would extend its issues in other channels,

and thus prevent a scarcity ofmoney ; and in proportion as

it discounted largely to some individuals, it would limit its

issues to others. It is thus, that by a judicious system of

banking, whether public or private, (interest being always

allowed on deposits,) the circulation would never be stinted

or overloaded, and the course ofexchange would necessarily

be more uniform, because as is observed by the author of

the " State of the Cape of Good Hope," the effect of ex-

cessive issues ofpaper, whether by the bank discounting

largely, or by additions to its amount, is to afford

greater means of purchase, without adding to the num-

ber of bills in the market. Upon the whole, then, it must

appear evident to any unprejudiced and disinterested indi-

vidual, that the faith of the British Government being

pledged to maintain the value of the currency, that obliga-

tion is, if possible, now much stronger, in consequence of

the extraordinary additions made to it in 1811-14, and

which the Government bound itself to withdraw, as soon

as the objects for which it was created, should be accom-

plished. This circumstance singly, forms a primafacie

case against the Government ; and when withdrawn, it will

then be time for the injudicious advocate and apologists for

the measure to argue, that the exchange has risen from ex-

cessive importations of produce, (an assertion sufficiently

disproved,) and not from a currency depreciated from over-

issue. As already stated, there are only two ways in which

the Government can fulfil its pledge to maintain the value of

theRix-dollar, equivalent to that of the specie or coin it repre
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sented, either to limit its quantity in such a degree, as that

it shall maintain that value which its utility as an agent of

exchange would invest it with, (and we know that every

medium of exchange, paper more especially, if limited in

quantity, will be of equal value with the coin it represents,)

andconsequently there would be no occasion for pledges,

securities, hypothecations, &c. which obviously have no

real existence, and, therefore, imply nothing, or for fix-

ing a premium, because the premium on a bill for £100,

could not under such circumstances exceed 15 or 20 per

cent. at the utmost, and the paper prices of all commodi-

ties would then be in the inverse ratio of the number of

commodities and exchanges, (the quantity of Rix-dollars in

circulation being limited,) and in the direct ratio of the

rapidity with which the money circulated. It is clear, that

the inhabitants ofany country might be doubled or trebled,

without there being any necessity for an increase of a circu-

lating medium ; because, as society advances, the circulation

ofmoney becomes more rapid andefficient. Under these im-

pressions, it is impossible not to acquiece in the views and

opinions of the bank committee, (par. 4.) that a "maxi-

mum or fixed premium of20 to 25 per cent. with the dis-

tribution in the hands ofGovernment, was the most likely

way to satisfy the colony." It is true, that some temporary

inconveniences might have resulted from a steady adherence

to this principle ; but had it been adopted, Government

would have escaped those embarrassments, in which it has

been involved ever since, and which have implicated so

deeply its character for "justice, honesty, and good faith. "

Nota single good reason can be assigned to justify so un-

precedented-so unwarrantable, and so unnecessary a de-

parture from those maxims ofjustice and policy adopted by

Lord Macartney, and continued until 1811. The Bank

Committee were perfectly aware of all the arguments ad-

duced, as well as the influence used, to advocate a departure

from that system, yet they considered themselves bound,

and it reflects the highest credit on their honor and their

judgment, that they recommended the continuance of a

fixedpremium, by which the Government would have main-

tained its honor, and the public would not have been de-

frauded. If a million of Rix-dollars had not been added to

the currency, the premium could not possibly have risen to

200 per cent.; nor, subsequently to this increase, would

it probably have exceeded 130, if the most unusual



185

means had not been resorted to in withholding the public

bills, till such tenders were made as suited the views of a

few, whose interests were but too palpably identified with

ahigh premium, andwho consequently if they did not pro-

mote, did not prevent collusion to raise it to the utmost

practicable limit. Yet this has been publicly ascribed to

inordinate competition, though the facts, disclosed in the 4th

Section, shews that the supply of bills has always ex-

ceeded the average demand, and by consequence the ex-

isting inordinate premium on the exchange, equivalent to a

discount on the original value of the rix-dollar of 60 per

cent. must have originated mainly from a redundant cur-

rency, " and partly from the collusion of interests already
adverted to.

But though there exists no evident necessity for intro-

ducing a metallic currency into this colony, it does not fol-

low that there should not be a return to the system ofpaying

the troops in specie ; and if a private Bank, with chartered

privileges, were established, with real and solid securities,

(being the accumulated capital of individuals), there need

be no apprehension that the paper issued by the Govern-

ment, if kept within proper limits, say 1,000,000 Rds.

would ever become of less exchangeable value than the

specie it represented. These suggestions, however, are

made not from any very sanguine expectations, that such

measures will be adopted, but chiefly to excite discussion

on the subject, which may eventually lead to the most be-

neficial consequences to the colony at large. I have con-

sidered it proper, to dwell at some length on this part of

the subject, because an opinion obtains among some in-

dividuals, that the value in circulation of the rix-dollar may

have fallen, in consequence of there being no property

hypothecated of sufficient value to redeem it. It is obvious,

however, that no nominal hypothecation of property, as

security for that portion of the paper-money which does

not consist of Bank loans, could raise the estimation of the

paper in a greater degree than the existing guarantee. In

point of fact, a guarantee, whether solid or otherwise, to

redeem the paper at a remote or indefinite period, is no

real guarantee. If a period was fixed for the redemption ........

of the rix-dollar currency at a fixed valuation, say of four

shillings, it would no longer be a circulating medium in the

proper sense of the term, but the rix-dollar notes would

then become Government bonds, and, if payable in 10

2A



186

years , without interest, they would pass at a discount,

unless they continued to act as a circulating medium, be-

cause 4 shillings are now of more value than 4 shillings 10

years hence : hence it is evident, that such bonds, or

treasury bills, without interest, payable in 10 or 20 years

hence, would, on the principle explained by Mr. Ricardo,

and Mr.M Culloch, pass at a discount proportionate to

their excess . These bonds would, in all respects, resemble

the English Exchequer bills, which, (we are told by the

author of the State of the Cape in 1822,) in proportion as

they are largely issued, the premium lessens, and often

becomes discount. In fact, if the mere hypothecation of

property were sufficient to prevent the depreciation of the

rix-dollars, Government might issue, to-morrow, two or

three millions ofdollars, and hypothecate all the public pro-

perty in the colony;-but would this prevent the depreci-

ation of the notes ? Certainly not,-for if issued in excess,

they would pass immediately at a discount, and even the

payment of interest on these bonds, or notes, would not 、

prevent this result, because the exchangeable value of the

annual interest would diminish in the same proportion as

that of the principal. In short, limitation in quantity is the

regulating principle of a well-established currency ; and no

guarantee, solid or nominal, will prevent an excessive cir-

culating medium from falling in value, unless the issuer

continue to give in exchange for it, a value equivalent to

that which it was issued to represent, that it must incur

a loss by doing so Iwill not deny, but it ought either to

sustain that loss, or to withdraw the excessive circulation,

and not leave the public to be defrauded, that the Govern-

ment may not be compelled to reduce its expenditure. It is

by no means easy to conjecture why Government should

not have long since withdrawn and destroyed the 500,000

Rds. issued in 1814, for building public works, as there

appears to have been a surplus revenue since 1814, of

more than 800,000 Rds. It is not to be supposed, that the

supreme authorities in England would have overlooked the

circumstances connected with the colonial currency, had

they been made fully acquainted with all the particulars ;

but, on the otherhand, it is to be presumed, the Colonial

Government considered a reduction of the currency, if prac-

ticable, to be inexpedient and unnecessary.

With respect to the amount ofcurrency to be withdrawn

from circulation, it would be premature to offer any de-

-
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cided opinion, a gradual reduction of the currency would

be the plan least likely to be attended with inconvenience ;

inwhich case, the exchange with England, and the price of

bullion, would be a sure and certain index of the value

which the currency might attain in the progress of any
measures for its reduction. If a reduction to such an

amount took place, as to render 8 dollars equivalent to a

pound sterling, a great good would be effected without ma-

terially injuring debtors and mortgagees. Where the busi-

ness of circulation is so small, andwhere the annual sales do

not exceed 10,000,000 Rds. it seems probable, that, in-

cluding the Bank capital, and other notes, a reduction of

one-half the existing circulating medium wouldbe sufficient

to effect the desired object, in which case the value of the

circulating medium, would be about one-sixth of the value

of thewhole circulating and floating capital of the colony.

The capital lentby the Bank, probably exceeds 1,500,000
Rds. and the public is therefore debtor to this amount : for

the remaining amount ofcurrency the Government is debtor

to the public. By calling in the Bank loans, without

some previous arrangement for the institution ofa new

Bank, much distress would inevitably insue, and the

mortgagee might be ruined past recovery. This measure

is therefore not to be thought of, till a new Banking Com-

pany is established, who would gradually advance their

own capital in lieu of that lent byGovernment, and thus

enable the latter to destroy the Bankpaper, and expunge it

from circulation. By this plan, however, the Government

must be content to lose the income it derives from the pro-

fits ofbanking, amounting to about 120,000 Rds. annually ;

but under any arrangement, there would be either a di-

minished revenue or an increased expenditure ; and it

therefore becomes not merely a matter of choice, but a sub-

ject of important deliberation, which alternative shall be

adopted.

It appears then, that the amount of currency in circula-

tionmay be reduced by either of the following measures :-

First, A reduction ofBank capital, either in whole or in

part, by calling in the sums lent to individuals and destroy-

ing the loans thus redeemed.

Secondly, By borrowing funds, in other words by

buying up the paper and issuing promissory notes, bearing
a certain rate ofinterest.
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Thirdly, By annually saving from revenue, and de-

voting the bank profits and all other savings, to the annual

extinction of so much of the paper currency, as exceeds the

wants of the circulation.

Fourthly, The establishment of a private bank, with

chartered privileges, unconnected with, and independent

of the government.

Fifthly, The issuing of debentures, on the principle re-

commended by Mr. Colebrooke, bearing an interest of five

per cent .

If

On these heads it is unnecessary to dwell at length : they

are noticed solely with the view of exciting general attention

and eliciting public discussion. It will belong to the Go-

vernment, in concert with His Majesty's Commissioners,

andunder the sanction of the supreme authorities, to decide,

which of the above plans may appear most reconcileable

with the interests of the Government and the community at

large. In their judgment the public will repose the most

perfect confidence, and it cannot be doubted that His

Majesty's Government at home, will readily accede to any

arrangement calculated to forward the views and promote

the interests of the agricultural and commercial community

of this valuable colony. There are advantages and dis-

advantages incident to each of these plans, but all of them

are bottomed on the principle of saving from revenue.

debentures or promissory notes be issued bearing interest,

the latter must be paid out of the public revenue. If the

bank capital advanced on loans, is to be redeemed by a

chartered private bank, government will be deprived of its

accustomed revenue. But if one million were withdrawn

from circulation, and replaced by promissory notes or de-

bentures not convertible into paper money, bearing an in-

terest of 5 per cent. Government would be saddled with an

annual charge of 50,000 Rds. to be defrayed out of the

profits of the bank. If the whole profits of the bank should

be applied to the extinction annually of an equal amount of

the circulating medium, several years might elapse before

any good effect could be produced ; and remedial measures

of an immediately operative tendency, are called for by the

most powerful considerations ofpolicy and justice. Ifhow-

ever from 200,000 to 300,000 Rds. could be saved annually

for 4 or 5 years, there can be no question that this would

be the most desirable mode of redeeming the excessive

currency.
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It will have been observed, that there has been, since

1806, a surplus revenue amounting to more than one million

of rix-dollars . It is to be presumed, that this sum has been

transferred to charges payable out of the revenue of Great

Britain, in which case, there can be but one opinion as to

the propriety of its being refunded, and applied to the

liquidation of that portion of the currency issued by the
Colonial Government.

Finally, if the government should borrow £100,000 at

4per cent. interest, in order to pay off any portion of the

currency, and on the supposition that the rix-dollar would

thereby become equal to 2s. 6d. sterling, the interest

(£4,000) might be paid with about 32,000 Rds. which

would not be a heavy burden on the colony, nor affect the

real exchange with England. Measures might be taken also

for paying off the principal by instalments in excess of the

interest, and upon a full consideration of the subject in all

its bearings, this would perhaps be one of the safest ways in

which the remedy could be applied.* In this way the Go-

vernment might be able to pay off 1,200,000 Rds. by bills

onEngland, andpay the principal with something more
than half the amount..

There are, however, so many objections to the Govern-

ment continuing to appropriate to itself the profits of bank-

ing, and thus to drive capital out of the colony, or prevent

its accumulation, that the remedy would not be perfect,

unless these objections were removed. I repeat, however,

that no remedial measure can ever be adequate, without

a diminished expenditure on the part of Government. As to

any increase of revenue being contemplated, such anticipa-

tionmust prove entirely visionary. There appears to be

no room for further taxation, and it must be presumed to be

the desire of the Colonial Government to diminsh the pres-

sure of the public burdens. Since 1818 there has been no

increase ofrevenue, while the annual expenditure within

the same period, has increased from 1,050,000 to upwards of

1,630,000 Rds.

Without a saving from revenue, duly appropriated to

redeem the solemn pledge of the Government, to the public,

there can be no reduction of the currency, and every scheme

*The effect of such,a measure too, would be immediately to reduce the public

expenditure, without reducing the revenue in the same proportion. From 350,000

Rds. the sterling salaries would be reduced to 200,000 Rds. and the exchangeable

value of everybranch ofincome would be proportionately augmented.

1
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not founded on this principle, must prove " hollow and

delusive ; unequal to the dilemma; feeble in its plan; im-

potent in effect; and leading by a fallacious hope to an

aggravation of the evils for which they are proposed to be

a cure."

" The amount ofrix-dollars (says a Civil Servant of this

Colony) which has been issued by the Colonial Govern-

ment, is still due to the public. It received value for the

issue, and is bound to return it. The guarantee of the

British Government, for that proportion which was in cir-

culation at the capture, is not to be considered as a gua-

rantee in words, but as a guarantee of effect ; common

honesty requires that this should be held sacred. It is

mere justice to the public and to its own character, that the

English Government should keep its faith and redeem its

pledge." In these sentiments I entirely concur, but it is

difficult to reconcile these, with the avowal subsequently

made, that a reduction of the currency would be no

less " feeble in plan " than " impotent in effect," since the

onlyway in which Government can redeem those pledges

on which the author of the " State of the Cape" lays so

much stress, and which he so earnestly inculcates, is, to

withdraw from circulation the paperissuedbyGovernment,

and for which it " received value " from the public.
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ERRATA

For thefirst Four Sections.

Page. Line.

9 35 For " of it had," read " if it had."

14 28 For " ubstitutes," read " substitutes."

37

40
8

45
9 For " depreciation," read " depression. "

47

51 15 For " 52d." read " 53d."

53

54

58

40

74

87

89

91

93

27

The reference to appendix A to be omitted.

20-26, For " 100 per cent." read " 50 per cent."

For"80 per cent." read " 30 per cent. "

19 For " not already,” read " already."

40 For " from 8 to 12 per cent." read " 4 to 5 per cent."

Note-For " extra cargo," read entire cargo."

At the end of the note read this objection, however, ap-

plies to India only."

14 For " when the currency," read " to what would be required

when the currency."

10 Omit " is."

33 After" stead," read " is estimated after."

16 For the depreciation," read " the term depreciation."

1 Omit " at."

18 For" seemed," read " seem."

24 After " 1800," read " Mr. Barrow."

دوش

93 31 For " 1600," read " 800."

94 Third line frombottom-for " in," read" on."

95 13 For " returns," read " profits."

89 17 For" use," read " rise," &c. &c.

137 35. For insufferable," read " insuperable."
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