
original idea was to found a nu mber of mort ­
gage bank s, each with its operations confined 
to a prescribed region. Thr ee only were 
organised, th ose of Par is, Nev ers, and Mar. 
seilles i the last two were afterwards absorbed 
by th e first, t he operations of which were then , 
extend ed t o the whole of France. They were ­
st yled lJa1II[lJoUFoneiereswith t he name of their 
locality. On th eir amalgama t ion the subsist­
ing one was at first called the lJU/IU]'lUFIJ'nCiAr. 
de Franu , but on representati ons by th e lJanJ< 
of Fra na , which feared a confusion from the 
similarity of names; the title was changed to 
t hat of Credit Ftmcier de Frana. The opera­
tions of this establishment were a* first re­
stri ct ed t o loans on houses and rural property, 
with or with out redemption by a sinking fund. 
Th ey were exten ded in 1858 to loans for drain . 
age; in 18,60 to Algeria, and in 1860 th e 
Credit Frmcier was authorised to lend to towns 
and depart ments for publi c works and improve­
ments. This last extension contributed in a 
grea t measur e to the vast public works com­
menced under the empire and since continued. 
Th e Credit Ftmcier was also empowered in 1860 
to make advances in the form of discoun ts to 
the Sou,s-Comptoi r des En trepr ffl'leUr s, a eon­
tra ctors ' bank, which lends on mortgage to 
build ers aft er t heir work has reached a certain 
stage, and while in progress i the Credit Frmcier 
its elf only granting loans on houses when ready 
for occupati on. When the build ings are 
finished the bills discou nted by the ,s'ou,s­
Comp toir , and rediscounted by th e Credit , 
Eoncier, are cancelled by a regular mor tgage to 
the latt er company. The Credit Frmcier patron­
ised in 1861 the formation of the Credit Agric oZe, 
inst itute d to make advan ces t o agricult ure 
not authorised by its own statutes, and which 
i t assisted in a similar man ner by rediscounts . 
This involved the Crtfdit Fonde r in difficulties 
in 1876, the Credii AgricoZe having impru­
dently tak en in near ly seven milli ons sterling 
of treasury bills of the Egyptian floating debt, 
and passed them on to the Credu Eoncier, The 
Egyptia n government having made default, the 
Credi t A gricoZt had to go in to liquidation , and 
was merged in the Credi t Fonci er, shareholders 
receiving a part of their capital in new Credit 
Foncier shar es. The Credit Foncur sbaorb ed 
in 1882 a r ival mor tgage bank, the lJa'Tt1J"6 
H ypothicai re, which had been founded on th e ex­
pirat ion of the exclusive privil ege (gran ted for 
twenty .five years) of the former . Th is led to a 
furt her creati on of shar es, snd as the business 
of th e Crtdit Fonder incr eased, new capital was 
raised , the right of issue of mortga ge and com­
munal bonds being limited to twenty times th e 
share capital , the amount of which then r ose to 
£6, 820, 000, with a limit of £8 ,000 ,000. The 
government exercises a dire ct control over the 
Credit Eoncier by appointi ng t he governor and 
two deputy -governors. Decisions of th e elected 
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rema.ins nnused. A letter of this kind is called 
a circular letter of credi t . Circular let ters 01 
credit are also issued in the form of a request 
to the banks to whom they ar e addres sed to 
purchase th e holder's drafts on the bank who 
issued the let ter , sueh drafts to be drawn on 
the forms which are handed to the hold ers 01 
th e let ter of credit , each of thes e forms being 
marked with a fixed amount. Anoth er class of 
letters of credit-commouly called confirmed 
letters of credit-is much used in mercantile 
transac tions with foreign countri es. These 
letters are addr essed to tho person to whom 
the credit is gr ante d, and conta in an anthority 
to issue drafts up to a certa in amount on the 
writer or writ ers ; and also an und ertakin g, not 
only as against the dr awer, but also as agains t all 
bona fide hold ers, to accept such drafts , pro­
vided they are issued within a certain time. 
If the credit is given for th e purchase of goods 
there is a furth er condi t ion added, according to 
whieh shippin g doeuments of a value corre­
sponding to th e amon nt of the drafts must 
accompany or pr ecede them. E. s, 

CRIMINAL PROSECUTION in Scotland ia 
conducted by pnblio prosecutors, and privat e 
prosecuti on, whieh cann ot take place withou t 
the "concours e" or concurrence of the lord 
advocate, is almost unkn own. Wh en a crime 
has been committed , all who are supposed to 
be able to give evidence are called to testify 
before a magistrate in private: the suspected 
per son IDa.J d.lsvLiJ. b.~a ~ Jeuld.l'tioLiVh, which rna-y 
at once be satisfactory and enti t le him to libera ­
tion ; if not, he is at once, or after furth er 
examinati on, committe d for trial before a juq 
of fifteen, who acquit , condemn, or find " not 

oven," by a majority . 
CRISES , COMMERCIAL AND 

rmes 01 UllfieUJtyill commercrat rna...........""""'''', 
when pressure becomes acute, termed erises. 
The crises of 1857 and 1866 will be described 
in some detail . Th e most important ones 
which have occurred since the end of the 18th 
century likewise deserve noti ce ; thos e earlier 
than that date, tho ugh histori cally of interest, 
exhibit features which have littl e in common 
with the methods of condncting financial and 
commercial busine ss at the present day. The 
crisis of ] 792-93, of which Macph erson (Anna Zs 
of Commerce, vol. iv. p. 266) was th e hie­
torian , is described by him as having followed 
heavy investm ents " in machinery and in land 
navigation ." Th e nu mber of bankru ptcies was 
nn precedented . "M any h ouses of the most 
exte nsive dealings and most estab lished credi t 
failed i and their fall in volved vast numb ers 01 
th eir correspondents and conneotions in all 
parts of t1l.e country ." Th e usual features of 
a panic followed. Temporary loans became 
almost una ttainable i hoarding followed. " It 
was impossible to raise any money upon the 
security of machin ery or shares of canals , fOI 
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board of directors must be appr oved by th e 
governor. The Credi t Fancier enj oys the special 
privile ge of issuing bonds whic h, in addit ion t o 
the fixed inte rest, give a right to dr awinge for 
prizes. Each issue of bonds with a lott ery requires, 
however, a special ant horisation by th e govern­
ment . Th e Credit FUMier can only lend on first 
mortgage, and tothe amount ofone-half theestim­
atedvslue of houses and farms, and one-third of 
that of vineyards, woods, and other plantat ions. 
The sha re capita l in 1914 was £ 10, 000,00 0 
div ided into 500, 000 shares of £ 20 i this may 
be raised t o £1 2, 000,000 when the bonds in 
circulation amount to twenty tim es th e share 
capita l i th e increase may be made in one or in 
t wo operati ons. The rate of interest on t he 
loans may not exceed by more than 60 centim es 
per cent th e rate of the return (in terest, lot tery ­
fees, and other charges) from the bonds in circu­
lation at the time when the rate of in terest on 
th e loans is fixed. The annual payment (in­
terest and sinking fund ) is 12 '74 per cent for 
a loan to be redeemed in ten years i 7 '87 per 
cent in twenty years i 5 '3 3 per cent in fifty 
years i and 4 '99 per cent in seveut y-five years. 
Durin g the War it became neeess..ry to raise 
the ra te of in terest on mor tgage loans to 7 '15 
per cent . Th e rate in 1922 was 8 '2 5 per cent. 
Th e total amount of the mortga ge loans grante d 
sin ee th e origin of th e Credi t Eoncier (1852) to 
31st December 1913 was £2 67, 112 ,247 ; [of 
this £3 2, 792,9 93 has been paid off in annnal 
aunr a, £lSlJi OlJoiGu U~ Leeu .1'~ i J ull lit tulditlL' 
dates th an the tim e fixed, and £1 02,917 ,78 9 
remains ontstan ding. Th e mort gage loans 
Issued in Paris and in t he depar tment of Seine 
amounted to £154, 097,49 2, and in th e oth er de­
part ments, Algiers and Tunis , to £1 13, 014, 754. 
The communal and depa rtmental loans issued, 
1860-1 913, amounte d to £ 187,198,535, of which 
th ere st ill remained to be redeemed (31st Dec. 
1913) £ 94,70 5,378. The nominal value of 
the bond s in circulati on at th at dat e was 
£218 ,641, 540; t he balan ce in circulat ion, 
£ 178, 732,795. Th e chart er of the Credit 
Fonder was exten ded for ninety-nine years from 
1881. 

[C. Gide, Prin cipes D'Econom u Polu ique , Paris, 
1889; A. Ccurtois ,Histoi re des lJa"'l uesenFrane e, 
Paris, 1881 i A His tury of lJ anJr:ing i n all tAe 
Lead ing Na tions, New York, ] 896. Economis fA 
Fra"fl' is and M ortde Econom ique, passim .] 

T. L.; F. W. G. 
CREDIT, LETTEROF. A letter addressed to 

a banker , or some oth er person or firm, con­
taining a request to make paym ents or give 
acceptan ces toa th ird person or firm for accoun t 
of the writ er or writers of the lett er. Some­
times the lett er, instead of being addr essed to 
one parti cular person or firm, is direoted to a 
number of banks, with an indi cation that all 
payments must be indorsed on it by the parti es 
effecting th em, so as to show what amount 
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CREDIT­ CREDIT FONCIER OF FRANCE '64 

several hands before being presente d 'to the 
bank on which the y are drawn, they become 
instrum ents of credit, taking the place of coin 
or notes in th e dis tri ct where th ey circulate , 
In Englan d , where a lar ge proporti on of people 
have bank ing accounts, cheq ues do not ,circul ate 
long in this way, for th ey almost immediate ly 
reach the hands of some pers on who pays them 
into a bank, by whom they are "cl eared" in 
the usual ma nn er, but th ere is reason to think 
that in countri es wher e bank ing is less developed 
than in the United Kingdom, cheques on bank s 
of gr eat reput ation are made to do a good deal 
of work as an aid t o the coin and note circula­
tion. Cheques on London banks given to hotel­
keepers on the Contin ent often" r emain out " 
for mont hs, and when finally cleared are covered 
with th e endorsements of the persons and firms 
throu gh whose hands they have passed . Such 
cheques have , during the period in question, 
formed a real addition to th e circulati on of the 
distric ts th ey have trave rsed. 

Fureigr. CM'l'US.- During the last ten or 
twelve years th ere has been an importa nt ex­
tension of th e cheque syst em in connection wit h 
foreign tr ade, cheques dr awn in Berlin and 
Paris 0 11 a London bankin g house havin g be­
come negotiable instrume nts paya1l1e at sight, 
ju st lik e a cheque drawn in Manch ester on a 
London bsnk , so close are the relations between 
these two gr eat capitals and London. A still 
more remarkable featur e of modern busin ess is 
the use of .. tel egraphic tr ansfers; ' Which are 
largel y used in trade with Ind ia and th e United 
States. Th ey are of course merely orders sen t 
by bank ers to th eir agents in foreign Citi es to 
pay spe cific sums over to certai n persons, but 
they greatly facilita te the operati ons of mer­
ohants and bankers. 

Among the arr angements whioh have facili­
ta ted the extension of credit mus t be included 
the clearin g houses establish ed in London, Man­
chester and N ew York (see OLEARINGHOUSES; 
CLEA.RINGHOUSE,THELONDONBANKERS',App. ) 

[Ricardo, Wurk" (M'Cullocb), cb. n vil.-MiIl, 
P oli lical EcoMm y , bk. iii . ch, xi. xii, and :riii.­
F. A. Walker, M lJ'ney,pta. ii, and iiL-Bagehot, 
L<mlbard St reet, passim .­ Adam Smith, bk. ii. 
ch. ii .] ' w. H. 

CRE DI T FON CIER OF FRANCE. Th is 
insti tu t ion is intend ed to enable house and 
land owners to raise money on mortgage at a 
low rat e of inte rest, with facili ty of repayment 
by an annuity inclu ding redemption of th e 
capital. Th e foundati on of the Credit Frmcier 
was due to th e economist M. Wolowski. It 
dat es from 1852, but had been pr eceded in 
1820 by a mortgage bank called the Caisse 
HypoW caire, which, aft er a strugg ling exist­
ence, was finally liqu idat ed in 1846 . The new 
establishm ent was create d und er governme ntal 
patronag e, and in vest ed with special privile ges 
which oonstituted a virtual monopoly. The 



4:16 CRISES, COMMERCIAL AND FINANCIAL 

the value of such property seemed to be anni­
hila ted in the gloomy apprehensions of the 
sinkin g stat e of the country, its commerce and 
manufactures ; and those who had any money, 
not kn owing with whom th ey could place it 
with safcty, kept it unemployed and locked up 
in th eir coffers." At a meeting of some of the 
prin cipal merchan ts and trad ers in t he city 
(23rd April 1793) the government was asked to 
assist business houses of real substantia l stand­
ing by advances of exchequer bills . To this 
Mr. Pitt , th en prime min ister , agreed : th e 
result entir ely ju stified his resoluti on. " The 
very first in tima tion of th e inte nti on of the 
legislatur e to support the merchants operated 
all over the country like a charm, and in a 
great degree superseded th e necessity of the 
relief by an almost instantan eous restoration of 
mutual confidence." A similar plan to that 
adopted in London WllS pursued in Liverpool , 
and parliam ent autho rised the corporation of 
Liverpool to issue negotiabl e notes to the 
amount of £ 200,000 in support of th e credit 
of individuals . Tooke ment ions (H islbry of 
Prices, voL iv, p. 272) that in 1792, althou gh 
th e bank rate of discount was not reduced 
below 5 per cent, the market rate had fallen 
to, or helow, 3 per cent per annum , and the 3 
pel cent consols had reached 97t in the March 
of that year. " Thie comparati vely low rate of 
inter est had been, in some degree, both a cause 
and an effect of th e 'great extensi on of the 
coun try bank eystem, whieh about that tim e 
took place." Too heavy advances on insuffi­
cient or inconverti ble securities , and an over­
stimulat ed spirit of mercantil e enterprise, appear 
to have been the causes of this crisis. 

Durin g the year 1796, and at the commence­
ment of 1797, a severe pressure in the money 
mark et, extensive failures of banks in the 
north of England, and great mercant ile dis­
credit prevailed . ·The difficulties experienced 
were very great . At a meetin g held in the 
city, 2nd April 1796, resolutions respecting the 
" alarming scarcity of money" were passed, 
and affirming "that this scarcity proceeds 
chiefly, if not entire ly, from an increase of the 
commerce of the countr y, and from the great 
diminuti on of mercantile discount which the 
Bank of Engl and has thought proper to intro­
duce in the conduct of that estab lishment 
durin g the last th ree months," A plan was 
drawn up for Il board to be consti tuted by act 
of parli ament for th e support of credit. Th ey 
were to issue promissery notes, payable six 
month s after dat e, bearing interest at the rat e 
of £1: 18s. per cent per aunum , upon receiving 
th e value in gold and silver, Bank of England 
notes, or in bills of exchange not having more 
than thr ee months to run (Tooke, HisIbry of 
Prices, vol. i. p. 201). This proposal was not 
carri ed out . The pressure was aggravated to a 
great extent by alarms prevalent at the tim e. 

The next serious crisis, taken in chronologi­
cal order, took place in 1810-11_ A careful 
history of th e eveuts which led to this distur b­
ance is found in Tooke (H islbry of Prices, vol. L . 
p. 303). A great advance, and an enormously 
high ran ge of prices in this countr y, in 1808, 
while on the continent they were low, through 
the operation of the same causes which made 
tuem high here (see CoNTI NE NTAL SYSTEM), in­
duced merchants to make great efforts to over­
come or elude the obstacles to trade . Heavy 
importations took place, a great fall of prices 
followed, so great th at in many instances the 
import er, afte r paying for th e enormous cbsrgee 
on import ation, was left with noth ing whatever 
to meet th e previous cost. Simultaneous ly . 
tota l stop was put to the exports from this 
country to the Baltic. Here, as Tooke remar ks, 
all the incidents which lead to a severe crisis 
wcre present. "So many circumstances, on so \ 
large a scale, combining in the same dir ection, 
the fall of prices, the reduction of priva te paper, 
and the destruct ion of credit , were greater and 
more rap id than were before, or have since been 
known to have occurred within so short a space ' 
of time. " In August 1810 several failures ' 
of bank s, and of important business houses 
were reported (monthly C01TIITM7"t7ial "Beport, 1st 
August 1810) . I t is sta ted - " speculations in 
Spanish wool, an articl e which has fallen about 
60 per cent, are considered as the origin of 
those unlooked -for disasters. Five Manchester 
houses have stopped payment in the city, and 
we are sorry to add, have involved numerous 
industr ious persons, both in town and country, 
in their ruin . The demands upon the five 
houses are said to amount to two millions ; but 
it is supposed tha t the ir real property will ulti ­
mately cover all deficiencies. Speculative ex­
ports to South America are the rock upon which 
these houses have split. In consequence of 
these un expected events, public credit is at the 
present moment as low as ever it has been in the 
memory of man." The report continues , 1st 
December 1810- " A numerical evidence of the 
present sta te of trade may be deduced from the 
numb er of bankrupt cies in the Londo» Oaeeue. 
They amounted-

Th is month in 1810 to 273 
The same mon th 1809 " 130 

1808 " 100 
1807 " 97 
1806 " 65 
1805 " 87 

" t, 1804" 60 
besides stoppages and compositions equal in 
numb er to half the traders in the kingdom J 
These failures th roughout th e kingdom have 
wonderfully affected th e manufacture of every 
descript ion of goods; and a general want of 
confidence exists between the manufa ctur er and 
the export merchant" (1st Jan uary 1811) . 
" In our last report we sta ted the vast increase 
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of bankr uptcies within the last month compared 
with similar months for seven years back; and 
we regret to say that they still contin ue to in­
crease in number, and that confidence in th e 
mercantile world seetns nearly at an end. . . . 
In Lancashire the cotto n manufacturers appear , 
by the lat e gazett es, as well as by private in­
formati on, to be greatly distr essed, and business 
quite at a stand. In Mancheste r and other 
places houses stop not only every day but 
every hour . Cotton wool is in no demand at 
,.11Yprice, and no export of t he manufactur ed 
goods, except a few fine sorts to Rio, etc. The 
trade of Birmin gham, Sheffield, eto., quite at a 
stand, and no orders for executio n there, except 
a few for our home consumption." A reference 
to the parli amentary debates in the spring of 
1811 will show that this is nil ex.aggerated de­
scription, A select committee of the House of 
Commons made inquiries into the state of com­
mercial credit , and reported that th e sta tements 
as to th e great embarrass ment and distress were 
founded on fact, and that it " had arisen out of 
great and extensive speculat ions, which com­
menced upon the opening of the South American 
market in ' th e Brazils and elsewhere, to th e 
adventur es of British merchants ." The chan ­
cellor of t he exchequer (Hon . S. Perceval) re­
ferred to the subject in his apeech during th e 
debate on th e Commercial Credit Bill ; and after 
mention ing the report of the select committ ee, 
he continued, "the distress ,'originatin g with the 
merchant, and disabling hint from payin g the 
manufactur er, was felt most severely by th e 
msnufactur er and thos e employed by hint . All 
the principal manufac turers had been compelled 
to contrac t , and some wholly to suspend, their 
works . It appeared by the report that ther e 
was scarcely a cotton manufacturer in the king ­
dom who had not diminished by one half the 
number of persons employed in his mill s; and 
that many of the smaller manufactur ers had dis­
charged th eir people altogether ." Those em­
ployed by the manufacturers who still carried on 
business were reta ined at lower wages, and " th e 
most calamitous distress " is described as prevail ­
ing in many of th e manuf acturers' districts . The 
commercial trou bles of the time were not con­
fined to the Unit ed Kingdom ;. the condi tion of 
trade in th e United States was fully as bad. 
Tooke quotes a lett er from New York, dated 
11th February 1811, which sta tes that : "S uch 
times for money were never known, and all con­
fidence among merchants is t otall y, and indeed 
very justly, destroyed." This crisis appears to 
have been one of great severity; in reference to 
it and to the furth er and even heavier troubles 
of 1825 the very artifi cial conditions of business 
induced by the restrictions on tr ade imposed by 
th e great war waged at the commencement of 
th e century iu Europe, must be borne in mind . 
Tooke gives (H istury of Prices,vol. i.' 1'1'.·308 ­
BU) many detai ls of the heavy charges which 

had to be paid by merchants . Thus th e freight 
and insurance onhemp from th e Balti c to London 
was, 1809, in some insta nces from £ 40 to £50 
per ton. The charge of conveyance of silk from 
Italy to H avre amounted nearl y to £150 per bale 
of 240 lb. The following cases referred to, 
occurrin g between 1809 and 1812, are even 
more extraordin ary . "The charges of freights 
and French licence on a vessel oflittle more than 
100 tons bur den, have been known to amount 
to £ 50,000 for the voyage merely from Calais 
to London and back; this made the proportion 
of freight on indigo amount to 4s. 6d. per 
pound. A ship , of which the whole cost and 
out fit did not amount to £ 4000 , earned a gross 
freight of £ 80,000 on a voyage from Bordeaux 
to London and back ." Tooke says of this 
period (HisIbry of Prices, voL iv. p. 273), "th e 
commercial distr ess and banking discredit of 
1810-11 nearly equalled, in point of inten sity, 
those of 1792 and 1825 ; and the losses caused 
by the fall of prices in 1810 were, I am inclined 
to think , greate r t han they had been at any 
former period. I n the still more violent fluc­
tuation of prices which took place between 
1812 and the close of 1816, it is possible that 
the losses were great er; but there was not then 
any such sudd en and extensive revulsion of 
credit and commercial dist ress as occurred in 
1810.11. " 

The next serious crisis occurred in 1825, 
one of th e most severe through which the 
commercial and. bankin g systems 0; the OOWli.ry 
had ever passed. At this date speculatio n ran 
very high, for the most par t in loans and min­
ing adventures, and oth er investments abroad. 
The foreign exchanges were SO much depressed 
as to be th e cause of a nearly continuous drain 
on th e bullion of the bank. Thi s foreign drain, 
Tooke remarks, was not counteracted by any 
operation of the bank ; it was suffered, he 
observed, to run its course, til l it ceased of its 
own accord, th at is by simple efllux, towards 
th e close of th e summer . Many and heavy 
bankin g failur es, and a sta te of commercial dis­
credit, preceded and formed the earlier stage of 
the pan ic. Th e tendency to speculation, and 
the undue exten sion of credit , was preceded, 
probably caused, and certainl y favoured and 
promoted, by the low rate of int erest which 
had existed for some tim e previously ; and th is 
low ra te of interest was apparently prolonged 
by th e operations of th e Bank of England . 
Facility of bankin g accommodati on which had 
existed for some time previously, favoured un­
due extension of credit . 

This gradually led on to the great difficulti es 
of th e year. 

In the summer of 1822 th e bank reduced its 
rate of discount from 5 to 4 per cent. Th e 
course of the rat e of inter est is marked by the 
following sta tement of t he price of th e 3 per 
cent public funds . 
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1823. 3rd April • 73; 
1st July 80il 

.. 3rd October 82; 
1824. 1st January 86 

2nd April 94; 
28th" 971 (the highest) 

" November. 96* 
1825. January 94; 
1826. 14th Fellruary 73, (the lowest) 
The great severity of the pressure extended 

over a very short time, hardly more than 
three weeks. Some banking failures, princi­
pally in the provinces, in the month of Decem­
ber, were followed by the failure of several 
banks in London. A severe drain on the 
resources of the bank of England took place­
"the lowest amount of the bank treasure was 
on the 24th of December, viz., 

Coin £426,000 
Bullion.. 601,000 

£1,027,000 
"The accidental discovery, for such it was 
said by Mr. Harman, in his evidence in 1832 
(Bank Charter Report, 1832) to have been, of 
an amount of £1 notes which had been put 
away in the bank was, doubtless, a fortunate 
circumstance; for, although the sumwas not 
large (between £700,000 and £800,000), it 
perved to meet the peculiar difficulty of that 
time, which consisted in an extensive discredit 
of the small note country circulation. And it 
is probable that it had an immediate and very 
great effect in stopping the demand from the 
provinces for gold" (Tooke, History of Prices, 
vol. iv. p. 343). Though the period of pres­
sure in 1825 was so short, it had been preceded 
by considerable and extravagant speculations 
in foreign loans and shares of companies, 
mining and commercial. Besides several min­
ing companies for operation in Mexico, Chili, 
Brazil, Peru, and the provinces of Rio· de la 
Plata, "so great was the rage for speculation 
that, in the course of a very few weeks, in the 
early part of the year (1824), the following 
undertakings, among others, were brought for­
ward in London, and found subscriptions court­
ing their acceptance:- The Alliance Fire and 
Life Insurance Company, with a capital 
of £4,000,000; the Palladium Fire and 
Life Insurance Company, with a capital of 
£2,000,000; the British Annuity Company, 
whosecapital was £3,000,000; the Metropolitan 
Investment Company, with a capital of 
£1,000,000; the Thames and Isis Navigation 
Company, with a capital of £120,000; an Ale 
Brewery Association, with a capital of£200, 000 ; 
a company for obtaining from government a 
grant of a million of acres in New South 
Wales, and for improving the growth of.wool; 
an association for the cutting a canal across the 
Isthmus of Darien " [a curious anticipation 
of the enterprise of joining the Atlantic and 

Pacific oceans by the great Panama canal]. 
More than thirty private acts were brought 
forward in the House of Commons to give effect 
to these projects. " In all these speculations, 
only a small instalment, seldom exceeding five 
per cent, was paid at first; so that a very 
moderate rise on the prices of the shares 
produced a large profit on the sum actually 
invested. " Tooke describes the spirit of specu­
lation aroused as follows. "This possibility ot 
enormous profit by risking a small sum was 
a bait too tempting to be resisted; all the 
gambling propensities of human nature were 
constantly solicited into action; and crowds ot 
individuals of every description-tlo.e credulous 
and the suspicious, the crafty and the bold, the ' 
raw and the experienced, the intelligent and the 
ignorant; princes , nobles, politicians, placemen, 
patriots, lawyers, physicians, divines, philo­
sophers, poets, intermingled with women of all 
ranks and degrees(spinsters, wives, and widows) 
-hastened to venture some portion of their 
property in schemes of which scarcely anything / -;

,'-. was known except the names." 
The extent of the speculative rise in prices is 

well shown by the following instances of the 
upward movement in market prices of five of 
the principal mining companies. I

lOthDecember182'. 11th JanlllU')'182'1. 
e Jl Jl Jl Jl Jl 

Angl()oMexlcaul00.b. 10pd. 3S pro 168 116 126 
Brazlliau . . 100 10 10•. dis. 66 70 « pr,
Columbiau. . 100 10 19pro 82 S2 69 
Realdel Honte '00 70 660- 1360 
United Mexican 40 10 35 - 166 116 126 

The recoil from these speculations was inevit­
able. The country banks, whose advances and 
whose issues of notes had both exceeded the 
limit of prudence, were among the principal 
sufferers. Several London banks likewise failed. 
A remark made by Mr. Huskisson, "that we 
were within a few houra of a state of barter," 
has often been quoted as showing the severity 
of the trial the country passed through. The 
turning point appears to have been in the week 
ending Saturday 17th December 1825. On that 
day, according to a statement made by Mr. 
Richards, then deputy governor of the bank, 
"whether from fatigue, or whether from being 
satisfied, the public mind had yielded to cir­
cumstances, and the tide turned at the moment 
on that Saturday night." The greater part of 
1826 wasa time of considerable depression, but by 
1827 the trade and manufactures of the country 
had resumed their usual and steady course. 

The monetary diaturbances of 1836-37 are not 
included by Tooke among the memorable com­
mercial crises (History of Prices, iv. p. 269). 
"It was confined in a great measure to two 
branches of trade, the American and East Indian 
including China. The bank raised its rate 01 
discount to 5 per cent, and laid some restric­
tion upon the hills of the American houses, who 
were notoriously overtrading. But for purpQII" 
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of trade generally there was no want of accom­
modation; and the utmost rate that was heard 
of was 6 and 7 per cent for fair commercial bills 
of moderate length. And, with the exception 
above mentioned, there was depression in the 
prices of produce." The derangement of trade 
in 1836-37, as well as that of 1839, appears to 
have been but slight. 

Of a far different character was the crisis 
,.of the year 1847. As was the case before 

the crisis of 1825 came on, iI. considerable 
period of speculative activity, fostered by a 

fOw rate for money, preceded this crisis also. 
Another circumstance has to be noticed. The 
bank act of Sir R. Peel came into operation 
2nd September 1844. The automatic arrange­
ment for the management of the note circulation 
which that act introduced took away from the 
directors alike any power or any responsibility 
for the "regulation of the currency" so far as 
this consisted of their notes. This responsi­
bility being removed, the old arrangement by 
which a fixed or nearly fixed rate of discount 
was usually oharged passed away as well. The 
demand for money being extremely slack at the 
time, a charge of 4 per cent, as their rate then 
was, had kept the bank entirely out of the 
market. On 5th September 1844 the rate was 
lowered to 2§ per cent for first-cIass bills, with 
not more than ninety-five days to run, and to 
3 per cent for notes. 13th March 1845, the 
late was placed at 2, per cent, both for bills 
and notes, a lower rate than had ever been pre­
viously charged. The published rate was also 
for the first time stated (Msrch 1845) to be the 
minimum rate, and this form of announcement 
has been continued ever since. The fact that 
the bank competed now, practically for the first 
time, with the bill brokers in the open market 
was a very important factor. The bank soon 
became a large holder of commercial bills, and 
exercised a great influence accordingly. Mean­
while several other causes had contributed to 
the stringenoy of affairs which deserve attention. 
Such causes are usually to be traced to reasons 
which have been in existence for some time 
previously. Previously , both in 1825 and 1847, 
considerable reductions had been made in the 
interest paid on the public funds. Thi.a had in ' 
1825 the effect of turning people's minds to 
foreign investments. In 1847 speculation was 
chiefly direoted to the development of railways 
and other improvements at home. .. In social 
and financial interest and importance railways 
far surpass the other agencies of transport. The 
creation of the present century, they have con­
tributed largely to promote its special character­
istics." Prof. Bastable, PldiZi"Finance, London, 
1892, bk, ii ch, iii. § 12. Up to 1846 their 
progress had been slow. 

The amounts which parliament had authorised 
railway companies to raise are given in Porter's 
ProgrU$of t.heNatiIm, p. 327, as follows-e-

YearlyRailwayCapitaL Average. 

JlII 
817,000In Couryears 1826-29 3,261 ,000 

2,167.0001830-83 8.629,000 
10,380,000" " 1834·87 48,522,000 
3,614,000" " 1838-41 14,468,000 
4,686,000In two Y~1'8 1842-43 9,173,000 

17,870,000In ODe year 1844 17,870,000
60,824,000 60,824,00018'6" 132,096,000162,096,000" 18'S" " 

The enormous increase in this class of expendi­
ture, after 1841-43, explains of itself great part 
of the monetary difficulties which succeeded. 
Tooke gives (History of Prices, vol. iv. p. 314) 
an estimate of the actual outlay on labour and 
materials of railways about this period which is 
very instructive. 

Estimated Outlay on Labour and Materisls 
~ (Railways). 

1841 • £1,176,000 
1842 2,384,000 
1843 • 8,548,000 
18H • 4,880,000 
1845 11,280,000 
1846 29,188,000 
1847, first helf-year 20,560,000 

After an outlay which in the first half of 
1847 had been nearly two-thirds of the whole 
of that in 1846, this class of expenditure was 
sharply arrested. The effect of these different 
operations-(l) a sudden immensely increased 
outlay of capital on fixed investments; then 
(2) an even more sudden and sharp stop put to 
this outlay-<>n the business of the country may 
be well understood . M.eanwhile,simultaneously 
with this double derangement to the ordinary 
courseof transactions, a wild speculation in rail­
way stocks went on. 

Some idea of this may be obtained from a very 
careful paper read before a meeting of the Sta­
tistical Society, January 1847, by Mr. Dawson. 

"'Between March and September 1845 joint­
stock speculations for the immediate investment 
of capital were set on foot, Involving a larger 
aggregate amount than had ever before been so 
involved in this country. The amount to raise 
which, for railways alone, the sanction of parlia­
ment was actually applied for in the following 
session, exceeded £340,000,000 sterling. And 
if we include all the new schemes in which scrip, 
or letters of allotment, were actually selliug in 
the market at a premium in July, August, and 
September 1845, the amount cannot be esti­
mated at less than £500,000,000. 

"Many of the schemes of 1845 reached a high 
premium within a few weeks after their iasue; 
and all those first in the market, and having 
any substantial merit, were raised considerably 
above their true value. For instance, the 
Leeds and Thirsk Rai!way-£50 shares, with 
only a deposit of £2 : lOs. paid-were selling in 
March at £3 : lOs., in September .at £23 : 15s., 
and in November at £4 : 15s. per share. Again, 
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.th e Bolton , Wigan , and Liverrool -£40 shar es 
with £4 paid-were selling III Jan uary 1845 
at £4: l Os. ; in Septemb er at £42: 15s. ; and 
in December, when £9 had been paid, at £ 20 
per share. If we assume an average pr emium 
of £1 0 per cent upon the schemes then in th e 
market, the property temporarily created by 
these speculations (and the repeated purchase 
and sale of which, on commission, furnish ed 
profitable employment to some thousands of 
brokors) must ha ve been at least £50,000 ,000 . 

" And to this there is to be added an increased 
value, during the same period, of the shares in 
the establishod lines of railway . For instance: 

" The Midland stock-amount £4,180,000 
- was selling in January 1845 at 114 per cent, 
and in July at 188 per cent; showing a rise 
of 74 per cent , and an increase -in th c aggre­
gate value of the stock of £3,098 ,000 ; ­

"The Great Western--sha re capital issued 
£ 8, 100,000--£ 100 shares selling in January 
1845 at £156; and in July at £228; and 
(allowing for a call at £5 per share in th o 
interim), showing a rise of 67 per cent, and an 
increase in the aggregate value of the shares of 
£5,467,000. 

"The Manchester and Leeds- share capital 
£4,660,000-£10 0 shares selling in January 
1845 at £126 ; and in August at £215 ; show­
ing a rise of 89 per cent , and an increased 
value in the aggregate of £4,147,000. 

"The average increase in the value of £10 0 
shares in these three lines was £76 ; and th e 
tota l increase of valu e in August and September 
was upwards of £12 ,000,000 ." 

Mr. Dawson continues : "It will be seen, on 
reference to t he tables, that during those 
months in which the purchases and sales of 
rail way property were most num erous and 
extensive, while everybody WBB buying and 
selling shares, and the current rate of interest 

-ywas only 2t per cent, that porti on of the 
circulating mediu m which consisted of Bank of 
England not es was but very slightly, if at all, 
increased; and that it reached its great est 
amount when the prices of shares were lowest­
when th e number and amount of current 
transactions were reduced to the lowest point 
by discredit, and when the current rate of 
interest for first-class bills had risen from 2+ to 
4t per cent." 

These last remarks of Mr. Dawson 's refer to 
an important point connected with this crisis­
the first authoritative suapension of the bank 
act of 1844, and also, incid entally , t o the 
questi on of the connection between th e circula­
lation of notes and periods of commercial crisis. 
Reference will be made to this furth er on. 
Meanwhile other complications occurred. 

, The failure of the pota to . crop in 1846 
csused the need for a heavy importation .of 
torn . "The price of corn was very h igh in 
1847, the average in May being 92s. 10d. per 

bank were very considerable, and were the more ...' 
..j noticed at the time as nothing exactly similar 

had ever occurred before. 
On 1st January 1847 th e notice of 27th 

August 1846, fixing th e minimum rate at 3 
per cent per annum on 95 days bills , was still 
in force. 

1847. Pe r cent. 
14th Jan. 3t minimum on 95 days bills. 
21st" 4 

8th April fi 
15th.. 5 omitting all stipulati on as to the 

term of the paper. • 
2nd Aug. 5 on 1 month bills; fit on 2 months; 

6 per cent above 2 months. 
5t minimum rate. ..5th " 

2nd Sept. 5 on loans till 14th Oct. 
23rd " 5t on 2 months bills; 6 per cent on 

3 months, 
1st Oct. 5t on everything falling due before
 

14th Oct., and total refusal to
 
advance on public securities.
 

25th" 8 minimum rat e under authority 01 
the government letter of this date. 

22nd Nov. 7 minimum rate. 
2nd Dec. 6 

23rd " 5 
1848. 

27th Jan. 4 

Th e announ cement of 1st October that no 
advances would be made on public securities 
produced (see Ectm{Jmist, 9th October 1847) a 
severe panic on the stock exchang e. There 
was no failure of a bank, however, except 
that of Cockburns and Co. of White hall, till 
13th October, when Knapp and Co. .of Abing­
don suspended paym ent . . On 18th 'October 
the Royal Bank of 'Liverpool stopped ; before 
23rd October oth er important banking failures 
took place at Liverpool, Manchester, Newcastle, 
and in th e West of England . 3 per cent consols, 
which had stood at 84, on 5th October, wer. 

quarter, but the imports rose in proporti on. 
In t he three years from 1845 to 1847 thoy 
were as follows : 

1845 1846 1847 
- - - - - -

CwtoR. Cwts. Cwts. 
Wheat .. ... ... ...... 8,777t 140 6,207,894 11,511,305 
Wheatmeal and Flour 945.8M 8,190,429 6,3211,058 
Maize ... .... . .... .. .. 241,667 ,J3,024,883 15,464,194 

The corn merchants, who for some tim e had 
great difficulty in obtaini ng advan ces upon 
cargoes in consequence of the high rate of dis­
count, lost immense sums from the great fall 
in prices which took place, owing to the pro­
spect of all abundant harvest. ' A~d the result' 
was the failure of many houses in the com 
trade, which became the signal for other heavy 
bankruptcies. Several banks succumbed, and 
credit was severely shaken" (L. Levi, History' 
of British Commer ce, p. 310) . 

The fluctuations in the rate charged by the 

by this time 77i, th e lowest point, and a total 
suspension of all business and all paym ents was 
imminent . The reserve of the bank was reduced 
to a very low ebb. 

1847. Reserve at-Specie . 

16th Oct. £3 ,070,000 
23rd 1,990,000" 
30th .. 1,600,000 

Meanwhile the anxiet y and alarm prevailing 
wero causing a general hoarding of coin and 
bank notes, and it really appeared not uulilrely 
that the banking department of the Bank of 
Engla nd might be compelled to stop payment 
while there was more than £6,000,000 of specie 
in the issue department, The chan cellor of th e 
exchequer (Sir C.Wood, afterwards Lord Halifax) 
was urged by many deputations and ramon­
strances to relax the bank act , but he declined . 

.At last, on 22nd or 23rd Octob er, some of the 
leading city bankers had an interview with 
the prime minister (Lord John, afterwards Earl 
Russell), and on th eir explaining the necessities 
of the position , the desired relaxation was given . 
The official letter (1!5th October) recommended 
" the directors of the Bank of England, in the 
presen t emergency, to enlarge the amount of 
their discounts and advances, upon approved 
security." A high rat e, 8 per cent, was to be ':"
charged, to keep these operations within reason­I~ able limits; a bill of indemni ty was promised if 
the arrange ment led to a breach of the law. 
The extra profit derived was to be for the bene­
fit of the public. No really adequate reason 
has ever been given for this last : stip ulati on, 
unless it is supposed to have been made to pre­
vent the bank from mainta ining the extra rate 
unduly long. 

The effect of the governme nt let ter in allay­
ing the panio was complete. When anxiety as 
to obtainin g bank notes or gold was removed, 
the immediate pressure. shortly disapp eared. 
Speaking in the HOWleof Commons, during the 
debat e of 30th Novemb er on this subject, the 
chancellor of the exchequer (Sir C. Wood) 
stated that the tenor of th e temarks made by 
those who applied to him was "Let us have 
notes" . . • " We don 't mean indeed to take 
the notes, because we shall not want them; 
only tell us tha t we can get th em, and this will 
at once resto re confidence ." 

The space which can be allowed here to this 
subj ect does not permit furthe r deta ils being 

I given. It should be observed that th e earlier 
crises than the las t one mentioned here, that of 
1847, were all so greatly influenced by the 
highly artificia l condition both of trade and 
credit , caused by the terri ble wars of the com­
n.aacement of the century, that the lessons to 
be drawn from them are, comparatively speaking , 
inapplicable to the buslness circumstances of 

. ..the present time. The commercial histories of 
that period , including th o admirabl e one con­

ta ined in Tooke and Newmarch 's History oj 
Prices,are full of remarks on the questions how 
far the crises were brought on, or increased in 
severity, by the issues of no.tes made by the ,,; 
countr y bankers at th at period, Tha t those 
banks employed the ir own credit frequently 
unwisely there is no doubt, and eqnally that 
they frequently gave credit unwisely to traders 
on inadequate security . Notes were at that ~ 
date the recognised medium in which advances 
were made; and that there ,vas by all banks, 
including the Bank of England, at times an 
over-issue of the circulat ing medium may be 
conceded . It is, however, matter for fair dis­
cussion whether any statesman nowadays would 
have arranged the bank act of 1844 on the 
principles of Peel, or wheth er it is advisable to 
concentrate the whole of the issues on one bank, 
however powerful and well -organised , 

Commercial crises may tak e place without any 
reference to the circulating medium, as has been 
exemplified in Hamburg and elsewhere. They' 
can only be averted or mitigated by the judg ­
ment of those with whom th e guidance of com­
mercial affaira and of the banking inst itutions . 
of the country rests at the time. 

[The periodicity of crises hae frequently been
 
noticed. Mr. Wm. Langton, in his paper" Ob­

servations on a Table showing th e Balance of Ac­

count between the Mercantile Public and the Bank
 
of England," Transactiom 01 ManchesfAr StatUi­

tical Socul:y, 1857-58 (reprinted also in the
 
Transactiom, 1875-76, Appendix), has mad.
 
valuable remarks on the 8ubject.-Mr. John Mills
 
(" Paper on Credit Cycles," Transactian.s 01 tM
 
1JfancMster Sl.aI.istiall Socitty, 1867-68), has shown
 
the connection between these periods and the vari­

ations of personal feeling.-Aleo paper by H.
 
Chubb (Statistiall Socidy J'''''rnal, Jun e 1872),
 
"Bank Act and Crisis of 1866.-Pr of. J evoIis­

(IntJ<3tigatiO'flo3 , pp. 153,
 in Currtney and Fi'fla'floU
203-8), has ehown, with his cnstomary ingenuity of 
research, that the period of credit cycles and of the 
solar cycles of uiaximum intensity correspond 
with considerable exactness. The frequeJl~ recur­
rence of periods of excitement and depression in 
monetsry and commercial matters is likewise re­
ferred to by Mr. Jam es Wilson, FllJCt'UoatiO'flo3oj 
Currency, Commerce, and ~fanllola c ttvr., relerahl. 
to the Crnn L aws. We must be careful not to 
yield to the belief that post hoc is identical with 
proJ!fAr hoc in these mattere; but this subject ie 
eminently one in which carefui historical investi­
gation may be expected to prod uce useful and 
practical results . See also F. Lavington, TM 
Trade Cycle [London, 191!2). For earlier history, 
Macpherson, An nals 01 Commerce (4 vols. Loudon, 
1805).-A nderson, 0rig:i1I, 01 Commeru (4 vols. 
London, 1801).- &leCt Tracts "" Commerce and 
Eart'll Tracts on Commerce, reprinted and edited 
by J . R. M'Culloch, 1856-1859.-Max Wirth, 
a. scM.chte der H anddslt:ris en, Frankf urt am Main, 
1891.-D . Morier Evans, Commercial Orisi., 1847­
1848 (published 1848).- D. Morier Evans, Com­
mercial Orisis, 1857-58 (published 1859).-C. 
Jug1ar, Des Orises Commerciales, Paris, 1889.] 
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ORISES, 1857· 1866.1890. The early panics 
of the last century having been described 
above, our atte ntion will be confined here par. 
ticularly to the events of 1857, 1866, and 1890. 
~ One of th e most remarkable and instruct ive 
facts is negative, viz. tha t there has been really 

,.,no panic in England since 1866. The differ­
ence between th e events of that year and what 
occurred in 1890 will be explained lat er on. 
lt was formerly regarded as almost a law of 
nature that a crisis should arise every ten years 
or thereabouts, and the years 1825, '37, '47, '57, 
and '66 confirmed this impression. But since the 
last date, with th e exception of some alarm in 
1878 (when the City of Glasgow and th e West 
of England Banks collapsed under circumstances 
calculated to cause such disquietude as would in 
former times have caused alarm if not panic), 
though there have been many changes in busi­
ness, and a huge development of trad e, we had 
no crisis until November 1890. This last crisis 
differed much from previous disturbanc es of 
credit. In former times alarm was diffueed 
over the whole kingdom ; London was drain ed 
ofi ts reserves to fill up th e wants of the country , 
and th e imprudences of banks having caused or 
aggravated alarms, there was a general uneasi­
ness in the banking world and a consequent 
increased holding of cash, and an indisposition 
to grant assistance to th e tradi ng world. But, 
on this last occasion th ere was no general 
alarm in the country . Banks outside London 
were hardly sensible of the crisis, and even in 
London th ere was no panic except in Oapel 
Oourt. No bank failed in town or country , 
and no suspicion of danger to banks seems to 
have existed amongst their customers. Some 
great issuing houses lost the ir positi on, and 
narrowly escaped suspension. Enormous losses 
fell on the public, but not on banks , except 

_ indir ectly. It was not a panio as involving 
general alarm amongst the public, but a crisis 
in special directions, which might easily have 
extended,' so as to have caused such a panic as 
never yet has occurred in any coun try. The 
danger was prodigious, but it was averted. 

+- In former crises the danger was not averted , 
and thin gs were allowed to drift , so that great 
houses and banks failed, and general alarm 

, ensued. In this case, no great house suspended, 
though Barings, one of th e greatest of all, went 
int o liquidation. Instead of a huge lock up of 
mercantile capital in unpaid documents, busi­
ness Wllll carried on without any serious inoon­
venience to any one ; and it may be fairly said 
that, for all practical purposes, nothin g was 
known of the crisis in the country Itt large, 
until all was over. 

..' In some respects all crises are alike, inaa­
much as all such events arise from what 
is called an " abuse of credit." But th at 

--abuse may take various forms. Sometimes 
the vagaries of banks in lending enormous sums 

without any secnri ty tha t can be realised, han 
caused the troub le. At other tim es, as lor' 
instance in the case just referred to, great 
investm ents by th e public in .atocks which are 
worthless, or much depreciated, have had a 
similar effect in arousing exaggerated alarms. • 
The causes varying , the results also vary'mudb. 

Of course, if the eno l'S of 'banks start the 
anxiety , it is natural th at ot her banks should 
feel the effects more than merchants who have 
nothin g to do with th e matter , except that 
th ey suffer for the mistakes of others. ~ f, on 
the other hand, as in 1890, mercanti le unpru. 
dence originated the mischief, then, most nstu­
rally, mercantil e credit is affected more than 
that of banks , who may suffet, but not 
deservedly. 

A glance at the peculiar features of th e 
several crises above mentioned will illustra te 
what has been here stated , and will bring out 
more clearly th ose resemblances and differ­
ences which tend to throw light on the whole 
subject . ' 

,. It is not very easy to define how far credit 
may extend aafely, but it is very clear that 
during th e years 1855 and 1856 the extension 
of credit was enormous and dangerous. It has 

! been sometimes asserted, th ough th ere is no 
way of testing the trut h of the asserti on, th at 
during th e years in question there were as many 
bill" offered for discount in Lombard Street as 
there are now, th ough th e real volume of trade 
has vastly increased since 1857, the total of the 
imports and exports being unitedly £311 ,764,000 
in 1856, and £74 8,944,000 in 1890. In those 
times it was a common thin g for banks in 
manufacturin g districts to send great massea ot 
bills to London for rediscount, ...e. bills taken 
by the banks, but which th ey were unable to 
hold to maturity from th eir own resources. 
The amount of this business in 1856 and 1857 
was enormous, and even after the panic of that 
year, when many bills came to an end by failures 
of traders and of bankers, the amount of redia­
counts by banks continued to be very large. 
But, at this moment, tha t business has almost 
come to an end. It was much reduced after 
1866, and it is now confined within narrow 
and perfectly legitimate limits. In fact most 
of the banks which in 1857 were borrowers in 
London are now large depositors ther e. 

Those who are too young to remember 1857 
would not find it easy to imagine the condition 
of thin gs which then existed. The reserve ot 
the Bank of England may be aaid to have been 
coutinually at danger point (t he amounts in 
the aut umn of 1857 are given in the table that 
follows), alt hough the daily tra nsactions in 
Lombard Street were large and important. 

•The demands were often heavy, as we have 
-said, but th e reserve was miserably smalL It • 
was a common thing for th e largest operators in 
bills to keep practically no reserve what ever. 

and to depend on applicati on to the Bank of 
• England	 for the supply of their wants . The 

average rate of int erest paid on loans and dis 
counts was very high, and th ough it is tru e th at 
no prudent tr ader was ever killed by int erest 
paid on borrowed money, it is clear that in a 
condit ion of thin gs when trad ers generally were 
large borrowers, the existence of a very high 
rate of disccunt was one of those circumstances 
which combined to create an electri cal and ex 
citable condition in men's minds, so that alarm 
and panic were very liable to supervene. 
~ The immediate cause of panic is of course the 
fear on the part of borrowers that th ey will not 
be able to secure what they need, accompanied 
by a fear on the part of lenders of giving what, 
in ordinary times, they would grant with 

- pleasure. Th is fear arises in different ways on 
different occasions. I t may be caused by heav.y 
failures making even th e solve.nt ~'J1.<Cig,\l8 ..as 
to ,.the!!:. futur~JID'JlLtrad6ra...he.v.e. payments 
for which th ey must p'ro,!i_d~, Or it may arise 
from the'conditi6if of The 13ank of England, as 
her accounts are periodically published, and 
are supposed to tell all th e world what may be 
expected as to borrowing and lending. How 
ever small may be the reserve kept by other 
operators, " th e Bank " is expected to be ready 
for every emergency, and if her reserve should be 
depleted, everyone gets alarmed and desires to 
provide without delay against a very uncertain 

~ tuture. So it comes about that adverse ex 
changes combine with internal alarms to reduce 
the surplus notes of the bank, and this condi­
tion adds to the demands upon her just when 

,she	 is least able to meet them. Under our 
aystem, however great the pressure, she cannot 
take a sovereign from her issue department . 
The gold held th ere is as sacred as if deposited 
at Westminst er in the custody of the govern. 
ment. The Bank, th erefore, raises th e rat e of 
interest, so as if possible to attrac t gold from 

( other cotlntries. That movement cannot opel'. 
, ate at once, but th e fact of her taking such 

aotion is quickly effective in increasing alarms 
outside. Demands increase still more, so that 
the Bank has recourse to restrictions in one 
form or another-res trictions which only 
aggravate panic, until at last the Bank must 
either collapse as a bank, and cease to make 
advances, or must obtain extraordin ary powers, 
so that she may allay alarm by a greater 
freedom in her operations. 

So marked has been the influence of these 
considerati ons during recent panics, that some 
writers have been disposed to att ribute our 
present liabilit y to th ese alarms to th e change 
made in our currency laws in 1844, when the 
two departments of the Bank were separat ed, 
and the old elasticity of the issues of the bank 
was replaced by a hard and fast limit depend. 
ent on supplies of bullion. But th e answer to 
tllis suggestion is very simple, viz. that our 

panics before 1844 were probably far mol' 
severe than th ose which have occurred since, 
and that for forty-six years since 1866, with 
the same law, we have had no proper panic. 
In 1837 th e Bank was very nearly denuded 0 

gold, her issue of notes not being restri cted, 
whereas since 1844 she has never been deprived 
of a large reserve in the issue department, • 
reserve not available without special authority 
from government, but still a reserve which is 
available, and has been found ample for every 
emergency of modern times. Alike in 1841, 
1857, and 1866, a letter from the chancellor 
dissipated the panic as by the wand of a 
magician. Once remove the fear of a complete 
break-down, and panic passes away far more 
quickly than it arose. It is astonishing how 
soon all real alarm disappears, and business 
resumes an ordinary course. High rates of 
discount may prevail for some time, but , sooner 
or later , th ey too disappear, and " confidence is 
restored," until a renewal of commercial blunders 
or follies brings about a renewal of 'disoredit 
and consequent alarm. ' 

The following tab le shows the rapid change 
which arises as soon as the panic has subsided: ­

OOOomltted!ncola. 2an.ds. FiguresfromDureatreturn. 
I I I 

1 "2.000,000 was, under authority or Treasury letter, 
12th November 1857, added to the securitlea In the 
lun e departmept, in the returns fr OID 18th Noyember 
to 28rd Decembel' 18~7 , both inclnslve. Tbe atrlct 
limits or the Act or 1844 "'era only exceeded In the
retumeof18thand 28th November1881. Tbey "erenot 
exceeded in 1847 and in 1866. Tradition , founded on a 
.ta temen.t made by the late Mr."William Newmarch, 
reports that they would have been exceededIn 1866had 
not the ban ks In the city repaid to the Bank of 'sogland 
Inry evenlug, during the won t or the crisis, the note" 
which they had drawnout in the day. 

I Reducedto 8 percent16th.An K1lI ~ 



i 

4611 '64	 CRISES, 1857-1866-1890 CRISES, 1857·1866·1890 

So far the features of both the panics now 
under consideration are very similar . The 
difference is more one of detail than of principle. 

• In	 both there was the high rate of discount 
following adverse exchanges, and great demands 

• for accommodation	 by traders. In both there 
was the depletion, more or less rapid, of the 
bank reserve, and finally the heavy failures and 
the consequent alarms, ending in a sort of 
"stampede" or "sauve qui peut," if one may 

• use such expressions in this place. . In neither 
case did a single solvent firm succumb, though 
in both cases, and especially in lJ!§'l,1)10rethan 
one solvent house escaped as by a sort of 

....miracle. 
Of course the panic of 1866 waS marked by 

the great failure of the almost historic house of 
Overend, Gurney, &; Co., and by that memor­
able "Black Friday," when it seemed likely 
that confidence might be utterly lost, whereas 
in fact it was maintained in a truly astonish . 
ing way. Lombard Street was given over 
to an excited crowd who did not, however, 
withdraw their deposita, if they had any, and 
the day passed off with most trifling results 
as compared with the fears that pervaded the 
minds of mauy experienced persons. But the 
panic of 1857 was in one way more striking and 
more serious than that of1866, inasmuch as it 
was as widespread in America as it was in the 
United Kingdom, and in fact began in New 
York. But these differences are not of first-rate 
importance . The grand distinction between 
the two panics is that already mentioned, viz. 
that in the former no warning was taken, and 
the panic was followed in a few years 'by another 
equally severe, while, in the latter case, the 
lesson seemed to have been taken to heart, the 
excessive credit was cut down, and the era 
of panics seemed to have passed away. Why 
this should be so is not very clear. Some say 
that the disappearance of Overend, Gurney, &; 

Co., and their friends is one great cause of 
the change . Without refusing to give some 
weight to this fact, it is difficult to suppose 
that this can be the ouly cause of so remarkable 
a contrast. It seems more rational to say that 
the tremendous lessons of 1857 and 1866 were 
not Iost on the financial or the mercantile world, 
and that, as a result, credit has been maintained 

~ on a far sounder footing than in former years. 
This confidence in our present position was, 

it is true , somewhat rudely shaken during the 
year 1890. As already stated, although we 
were not visited by an old-fashioned panic, the 
events of 1890 bore no small resemblance to 
those of former years, and, but for much judg­
ment and skill displayed by the directors of 
the Bank of England, the crisis of 1890 might 
have easily ended in failures and panic far more 
'serious than those of any former years. It is 
probably quite true that the tremendous lessons 
of 1867 and 1866 were not lost OD the financial 

or the mercantile world, and that credit was' 
maintained on a comparatively sound footing. 
for many years. There has been abundance­
of enterprise since 1866, but those who have 
been familiar with the money market for thirty 
years ,will, we think, agree that a much larger 
proportion of business is now transacted on a 
cash basis, and without recourse to credit, than, 
was possible a quarter of a century ago. But 
though this is so, and, in ordinary business, 
there may be less danger of " abuse of credit " 
than there was when the country was much 
less "capitalised" than it now is, the .very 
abundance of means may have given rise to 
an inclination towards excessive confidence, as 
if the capital available for loan.f of all kinds 
had no limit. This feeling may also have been 
intensiJied by the great accumulation of capital , 
in the hands of ., trusts" or ., investment com­
panies" eager for profit, and not always so 
much alive as are individuals to the danger 01 
great mistakes. 

But, probably, the most important distinction 
which marked the position of1890 as compared 
with 1857 and 1866 will be found in the eon­
clition of the Bank of England. When alarm 
began at the latter end of October 1857, the 
reserve of the Bank was under £5,000,000, 
and at the end of April 1866 it was under 
£6,000,000. In one day in 1866 £4,000,000 
left the bank in notes and coin, in consequence 
of the failure of Overend, Gurney, &: Co. 
Such a position was dangerous, and the publi­
cation of such returns, combined with the rais­
ing of the rate of discount to nine and ten per 
oent, was sure to aggravate alarms. nut in 
1890 the reserve stood at £14, 500, 000 when it 
became known that the great house of Baring 
had gone into liquidation, and that its liabili­
ties would be paid by the Bank. The positiou 
of the Bank being so strong, and it being known 
or rumoured that the action of the Bank was 
approved and supported by the gov1\rnment, 
panic did not arise, except as to the price 01 
securities directly affected by this great failure, 
or by failures in America, and no mercantile 
disaster of the least consequence occurred, nor 
was the rate of interest charged on discounts 
excessive. In fact, there was no general dis­
credit. Of course there was uneasiness, it being 
known that other houses must have lost heavily 
through South American complications, but 
banking and other business went on as usual, 
and prices of produce were not seriously affected. 

There were none of the usual symptoms 01 
panic, except in the Stock Exchange, and the 
contrast to those who had lived through 1857 
and 1866 was very remarkable. In those years 
people feared that the Bank would be -unable, 
without an increased power of issue, to deal 
with the emergency, and it W3S never absolutely 
certain when, if at all, the government would 
come to the aid of the Bank. In. 1890, thanks " '~ 

J. Tne contrast Ofthe three great crises with reference 
to the reserves of the bank in its banking department, 
Ia shown by the following Table. 

Notu ' .. r....... I" th.lla"kiJ'I1 Departm.n.toj
tho Bank 0/ Engla"d. 

1861. I 1866. I 1890. 

.& £ .& 
Oct. 3 4,e06,OOOApril 11 61317,000 Oct. 16 10,215,000 

n 10 4 .0~4,000 JJ 25 6,844)000 It 29 10,600,000i 
.. 17 3,211,000 May 9 4,950,000 Nov. 12 10,024,000
H 24 3,485,000 " 16 730,000 It 19 13,378,000 
It 31 2,258,000 " 23 830,000 H 26 15,309,000 

Nov • .( 2,U5,000 n SO 415,000 Dec. 10 15,90l,ooo 
" 11 957,000 June 6 2,161,000 ,. IT 15,797,000
n 18 1,148,000 H 20 4,067,000 Jt 24 14,205,000 
.. 25 1,'18,000 July 4 3,335,000 

Dec. 2 2,268,000 .. 18 2,496,000 
" 9 3,900,000 Aug. 1 2,412,000 
" 165,7'51.000 n 15 3,611,000 
It 23 7,426,000 H 29 5,833,000 

1 

1 

1 

[For returns from ISth NOHmbar to 23rd Decembe
18~7t see note 1, !>"(63.] 
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that we should not attribute muoh permanent 
effect to the panies of former periods. No one is 
likely to forget the temporary effects of a panio 
if he has lived through nne, but, as to perman . 
eut results, panics are probably not important. 

But paniea in the United States have been very 
severe. The sharpest were in 1837. 1857, 1873, 
1893 and 1907. The olosing months of 1907 
weremarked by an outburstof widespread and un­
reasoning alarm, and, by the suspension of cash 
payments by many of the 16,000 banks of the 
country. Cash could not be obtained, and theuse 
of an emergency currency of cheques guaranteed 
by the Clearing Houses, estimated at upwards of 
£100,000,000, was required. The crisis began in 
New York conneoted with two of the National 
Banks and oontinued with two of the Trust com­
panies. (.&on.Journ.,London, 1908, "The Ameri· 
can Crisis of 1907"; of Ecrm., Quart. JO'lVl'1..
U.S.A:, 1908, "Hoarding in the Panic of1907.") 

It is interesting to observe that countries 
where panics are rare, as France and Germany, 
do not appear to make greater commercial pro­
gress than England and the States, where pamee 
have been, comparatively, not infrequent. 

In fact, in countries of great enterprise, and 
where credit attains a great development, it is 
obvious that there must be a danger of undue 
expansion followed by excessive alarma, Such' 
people use up their means too closely , no doubt, 
but, on the other hand, they do far more bnsi­
ness and acquire far larger profits from their 
enterprise than can be seoured by people who 
are no doubt more prudent, but are less ener­
getic . The very prudent nations escape panic, 
but they at the same time must accept a smaller 
return on their capital They, no doubt keep 
larger reserves than less cautious traders, but 
suoh reserves are expensive to maintain, and it 
may bewelldoubted whether in the long run more 
is not gained by the more enterprising peoples, 
even though they may subject themselves to oc­
casional alarms of a serious and painful nature . 

The general result seems to be that, however 
remarkable the phenomena of crises may be, 
they are not of great permanent importance, 
nor are they to be regarded as an inevitable 
oonsequence of an active and enterprising con. 
duct of business. They are really spasmodic 
symptoms, and not symptoms of any serious and 
oontinuous disease whioh has to be brought 
under some legislative remedy. They Illustrate ' 
the results of a temporary suspension of the 
laws which regulate the ordinary ourrenoy of a 
nation when confidence between man and man 
is lost, but events so exceptional defy regula­
tion, and the cure for such evils will probably be 
found rather in the practical good sense of men 
of business than in any expedients invented I 

by ingenious law makers. 
It has. however, been suggested that some 

kinds of legislation may aggravate panic; as, 
for instance, the law of the United States of 

211 
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America as to bank reserves, and our own law'I 
as to the issues of th e Bank of Englan d. We 

I:	 certainly think tha.t the experiences of 1847, 
1857 and 1866 (to say nothing of 1890) , show 
tha.t such a law as ours, which gives no power 

\li of expansion to the bank, as such, no matter 
i; how grave may be the emergency, is one of 
~ very doubtful wisdom. It would , we believe, 
" be far more reasonable to adopt something likeI: 
" ':::.	 the plan adopt ed by th e German Bank law ofI ci) 1875, whereby the bank can issue beyond th e 

usual limit on paying at the rate of 5 per cent ,I _ 
3- per annum to the governm ent on all extra­o ordina ry issue, as a sort of penalty- an arrange­

:1 '-C ment which ensures a reasonable charge to the 

;1 
public on such extr a. issues, and thus compels 

.1, contract ion of obligations by a sort of automatic!III: oS process. Panic is thus avoided, while a whole­
i, <s some warn ing is extended to the tr adin g world, 
~ and the money market is brought under th e 
00;- rul e of law, and is not, as with us, dependent 
'"'" in the worst ti mes on the caprice of a Chan­
.::s cellor of the Exchequer , who ma.y be a man 

ignorant of the dangers and difficulti es of com­I' I merce, or who only kn ows them vagnely, as set 
l..-, forth in the books of mere theorists. w. F. 

I 
CRIS ES, PERIODIOITY OF. In the world of 

phys ics the idea. of " periodicity" of " cycles .. 
is familiar , The twenty-e ight years period of 
the san is a simple illustr ati on of a. regular 
cycle. 

, The recurrence of commercial crises over a 
centu ry, a.t int ervals of ten or twelve years, has 
been frequently noti ced by economists, and the 
suggestion made that possibly the physical law 
which, every t en or eleven years, brings good 
vintage years to Europe and droughts to India , 
may control the commercial fortunes of men. 

•	 An enumeration of recorded years of acute com­
mercial distr ess-175 3, 1763, 1772-73, 1783, 
1793, 1815, 1825, 1836-39, 1847,1857, 1866, 
1878, 1890- -suggests periodicity. Duringthese 
140 years trade and banking have been carried 
on in war and peace, with a silver stan dard , with 
a gold standard, und er a suspension of cash pay. 
menta, in tim es of plenty , and in times of want ; 
but the f&tal years have come round with & 
considerable approach - to cyclical regularity. 
While admitting tha.t the commercial crises 
to which this generati on has been exposed have 
been less acute th an those which afIlicted the 
close of the 18th and the beginn ing of the 

I 19th century, the fact of their recurrence 
, in someth ing like periodicity remains-s-a fact 
-, which it is easier to record than to explain. 

Space only permits a sta tement of some of the 
more importa nt crises, with a reference to works 
from which fuller information may be derived. 

To commence with the beginning of this 
century , the question of th e periodicity of cycles 
is discussed by H enry Thornton, whose well­
known sagacity caused him to be greatl y con­
sult ed on financial questions by William Pitt, 

in his work, .An Enqu iry into the Effects01 the 
Paper Credi t 01(heat Britain, 1802. Thornton 
speaks of the crisis of 1793 as the first mate rial 
one of the kind which had for a long time 
happen ed. He points out that the panic greatly 
abated, and mercantile credit began to be re­
stored, so soon as the int entiun. to issue _ex­
chequer bills was announced. He also mentions 
as worthy of notice that, though the failures 
had originated in an extraordinary demand for 
gold, it was not any supply of gold which 
effected the cure, but the idea of general solvency 
which was created by the promised issue of 
exchequer bills (pp. 49-51). He furthe r men; 
tions (p. 152) that the fluctuation in the balance 
of trade with foreign countries w~ch we ex­
perience had also become lar ger than heretofore , 
in consequence of the greater extent of our 
populati on and commerce. "The scale of all 
things having increased, the scale of this balance 
may have increased also in a degree unexpected 
by the bank." 

Tooke, in his H istory 01 PT'ius, vol. i. p. 176, 
gives a clear account of the progress of events 
leading up to the disasters of 1793. Tooke 
sta tes th at immediat ely preceding that crisis 
a great revulsion and dersngement of commercial 
credit had occurred, due to a pre-existing and 
undue extens ion of credit and paper circulat ion. 

In vol. ii. p. 5, in discussing the causes which 
led to the discredit of 1816, he explains that 
the speculat ion in exported commodities , which 
had its first rise in the prospect of the down­
fall of the power of Napoleon 1. in Europe , 
reached its height in the spring of 1814, and ~ 
that the tardy discovery that the effective de- \ 
mand of the contin ent had been over-rated pre· ' 
cipita ted th e crisis of 1815·16. ­

Th e causea of the crisis of 1825 are discussed 
by Tooke (vol. ii. pp. 149-1 59). In 1822, the 
British 5 per cent had been reduced to 4 per 
cent ; this	 had led to a. general restlessn ess 
among those whose incomes were reduced, and 
a readiness	 to invest in foreign loans, the 
principal borrowing states being South Ameri· 
can. The	 South American loans ultima.tely 
entailed a. loss of nearly the whole of the sums 
subscribed.	 The exaggerated views of coming' 
prosperity allowed full scope for an undue 
enlar gement and abuse of credit. 

The panic of 1836 is fully described by Tooke 
(vol. ii p. 274). It is not iceable tha.t whereas 
the disasters in 1825 were principally due to, 
foreign specula tions, those of 1835 were due to 
home speculatione, an undue extension of credit 
arising from gambling in shares of railways" 
j oint -stock banks, et c. 

In vol. iv., speaking of th e crisis -of 1847, 
Tooke says : "In .A.ugust 1845 the specula. 
tion assumed all th e apparent characteristi cs of a 
mania . Symptoms of sn approaching revulsion 
were, however, then clearly discernible." 

It is noteworthy tha.t the gradual develop-

CRISES, PERIODICITY OF-CRO ME 

ment and overgrowth of credit indicat ed by 
Langton, Je vons, and Mills, are clearly stat ed 
by Tooke. 

A v&fiety of causes brought about the serious 
crash in 1847-railway calls in excess of the 
means of the country, high price of corn, etc.; 
but the evidence of a culmina tion of prev iously 
developing causea is as clear on this occasion as 
on the oth ers which hav e preceded and followed 
that date. 

Mr. William Langton, of Manchester, speak­
ing of periodicity says ( Tra1l8actiun8 of the 
MI1IMhest,,;rS tatistica l Society , December 1857) : 
"These disturban ces are the accompanim ent of 
anoth er wav e which appe&rsto ha ve a decennial 
period,and in the generation of which moral 

, causes have no doubt an important part. Th e 
promptin g cause of th ese convulsive movements 

•	 appears to lie in the inordina te use of credit ." 
The doctrine of periodi city was held strongly 

by Professor Jevons, who carr ied his investiga­
tions into the subject over a great length of 
time, and with his not ed abili ty . In a com­
municati on on the study of periodic fluctuations, 
British Association 1862 (Cambridge), Jevons 
says, " There is a period ic t endency to com­
mercial distress and difficulty during th ese 
months (October and November). It is when 
great irr egular fluctust ions aggr&vate th is dis­
tress, as in the years 1836-39, 1847, 1857, that 
disastrous breaches of commercial credit occur." 
In elucidation of Jevons 's allus ion to "gr eat 
Irregular fluctus tions, " a quota tion from his 
paper on " The frequent pressure in the money 
market," Journal 01 eM S tat ist ical Society 01 
London, 1866, voL xxix. p, 285, may be useful. 

(	 "Thes e changes arise from deficient or excessive 
harvests , from sudden changes of supply or 
demand in any of our great staple ar ticles, from 
periods of excessive investment or speculation , 
from wars and politi cal disturb ances, or oth er 
fortuitous occurrences which we cannot calculate 
upon, and all ow for." Still furthe r 'developing 
the notion of periodicity , J evons (Polit ical 
Economy, 1878, Science Primers) says, " Good 
vintage years on the contin ent of Eur ope, and 
drough ts in India , recur every ten or eleven 
years, and it seems probabl e th at commercial 
crises are connected with a periodic variat ion 
of weather affecting all parts of the earth , and 
probably arising from increased waves of heat 
received from the sun at average intervals of 
ten years and a fracti on ." 

Th e influence of solar rad iation, and th e 
possibility of a relation between the sun-spot 
period and the price of corn and other events, 
formed a subject of inquiry sui ted to the exact 
and scienti fic mind of J evons. For this the 
reader may be referred to h is In vestigatiun8 in 
Cun-rency and Fin an ce, in which his det ached 
papers sre collected, and L etters and Journal of 
W. S. Jev01I8. 

The inv ention of the term "or edit cycle" m&y 

be traced to Mr. John Mills of M&nchestel 
(Paper on .. Credit Cycles and the Origin 01 
Commercial Panics," Transad i01l8 of tM Man,.. 
chester Statistica l S ociety, December 1867). 
Mr. Mills discussed the patholo gy of crises; 
and after alludin g to "the occult forces which 
swell or diminish the volume of trensac tiona 
through a procession of years," thus spoke 01 
periodicity. .. It is an unqu estionable fact 
that about every ten yesrs th ere occurs a vast 
and sudden increase of demand in the loan 
market followed by a great revulsion and a 
temporary destruction of credit . 

"The periodi city of commercial crises is at 
&nyrate a l ad. The decades in terposed between -­
the great commercial crises are normal cycles of 
development of credit under certa.in existing 
conditi ons ; th at during each of these decades 
commercial credit runs throu gh the mutations 
of &life, having its Infancy, growth to maturity , 
diseased overgrowth, and death by collapse." 

Mr. Mills enters into a minute examination of 
the life-history of a credit cycle in a communica­
tion made to the Manchester Statisti cal Society , 
Tra=tiun8 1871. Four years earlier , in his 
paper read before the M&nchester Statiati cal 
Society in 1867, Mr. Mills had discussed the 
possibility of finding remedies for th e periodic 
recurrence of commercial pan ics, in-seekin g for 
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which he laid stress on the increased spread 01 ~ 

information. Mr. Mills's anti cipation &ppears 
to have been verified in some measure by the ~ 
course of events . -.L 

[Max Wirth, GescMdtte tier Hand el8k:risen, _ 
l8 83.- Clement Juglar, Des Crises Commerciale. CJ 
ee de leur retfJ'Urp modil[Ue 1m F'ra1lU, 1m A ngle- .t\ 
terre, et aw: Et au -Unis, 1889.] G.II. P. 0 

CROMBIE,	 ALEXANDER(1762 -1842), born 
at Aberdeen, was for some time Presbyterian 
minister, and th en schoolmast er, in London. 
He was known for his writings on etymology 
and syntax, especially for his (}ymir,asium , a 
book of exercises in Latin composit ion ; but 
he wrote also on theology, philosophy, and 
political economy. Apart from his books, he 

-seems to have had a wide personal influence. 
Major Torr ens dedicated to Dr. Crombie -his 
Essay un. MIYM'Yand Paper Currency (1812), 
and speaks of him with great deference in the 
Essay on tM External Corn Trade (1815). In 
18113 Crombie published, in the Pamphleteer 
(vol. z.) a L euer to David Rica rdo contai'llilng 
an analysis 01 his pamphlet on tM Depreciation 
01 Bank N otes; but Ricard o did not regard 
him as & perfectly faithful exponent of his 
views. Crombie's L etters on tM A gricultur al 
Inte rest (18 16) would seem to have been the 
last of his economical writings. 

[Ricardo's lett ers to Malthus, 1887, Clar. Pre98, 
p. 82, S1dJdat o 21st Apl'il18 15.] J. B. 

CROME, AUGUST FRIEDRIOH WILHELM 
(1753-1833), a distingnish ed German 1ltatisti­


