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ESSAYS ON ECONOMICS AND SOCIETY

1850-1879

THE SAVINGS OF THE MIDDLE AND WORKING
CLASSES

1850

EDITOR’S NOTE

Parliamentary Papers, 1850, XIX, 253-66. Not republished. Original heading: “John
Stuart Mill, Esq., called in; and Examined.” Running heads: “Minutes of Evidence
taken before Select Committee/On Savings of Middle and Working Classes.” The
evidence was taken on 6 June, 1850, with R. A. Slaney in the Chair, and the following
members of the Committee present: John Ellis, William Ewart (whose name is
omitted from the list in Parliamentary Papers), Thomas Greene, Frederick Peel, John
Abel Smith, and Lord James Stuart. Identified in JSM’s bibliography as “ ‘Evidence
before the Select Committee of the House of Commons on Investments for the
Savings of the Middle and Working Classes’ printed with their Report, forming No.
508 of the papers of the Session of 1850” (MacMinn, 75). No copy in Somerville
College.

JSM’s examination includes questions 835 to 961 of the evidence before the
Committee.

The Savings Of The Middle And Working Classes

1. a. slaney: You are the Author of a work on Political Economy?@ [ am.

In that work you have directed your attention to the improvement of the condition of
all classes? The working classes more particularly.

Have you considered any of the obstacles that you think may arise from the present
laws of parmership?@ The laws of partnership oppose obstacles of various kinds to
the improvement of the working classes; but perhaps the most important is the
obstacle which they throw in the way of combinations among the workmen engaged
in any particular branch of industry, for the purpose of carrying on that industry co-
operatively, either with their own capital or with capital which they borrow.

With respect, first of all, to capital to be invested in industrial enterprises, every
person, by the present law of partnership, who advances any portion of the capital, is
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liable to the whole amount of his fortune, is he not? Except in the case of chartered
companies; I believe there is no other exception.

Do you think that such liability prevents many persons of prudence and caution, who
would otherwise be willing to advance capital to a certain limited amount, from
making such advances? 1 have no means of answering that question from personal
experience, but from the reason of the thing, I think it must oppose a very great
obstacle.

Another obstacle is the difficulty there is in parties combining together for industrial
purposes, to prevent fraud among themselves, is it not? That I have understood is the
most serious difficulty at present, a still more serious one than that arising from
unlimited liability. With respect to the sort of combinations that I speak of, I am not
sure that limited liability, so far as regards the working classes themselves, would
make much difference; if they invest anything we may be pretty sure that they invest
nearly all they have, and if they lose that they lose everything; but [ am quite aware
from what I have heard stated by members of the working classes, and by persons
active and anxious for the improvement of their condition, that they feel very great
difficulty in establishing a proper control over one another, and over the managers;
and they ascribe to that the failure of such enterprises hitherto, in the cases in which
they have failed.

At present, if any one of those humbler persons who join together in partnership to
carry on an industrial enterprise acts fraudulently, there is no summary mode of
punishing him, is there? 1 presume there is hardly any certain mode of punishing a
partner for almost any frauds, for he is considered to be making use of his own
property. The recent fraud on the Globe Insurance Company affords a striking
example of that.

Another thing that these industrious persons desire, is to be enabled to enforce the
rules made among themselves, before a magistrate, in a summary manner, without
going to the Court of Chancery? Exactly. That I understand to be a very great
inconvenience in the law of partnership, even when there are but a few partners
concerned. It is hardly possible for them to obtain any decision of questions arising
between themselves, unless they consent to break up the partnership, and even then
only by the extremely expensive process of a proceeding in the Court of Chancery.

Do not the difficulties which exist render it quite impracticable for the humbler
classes to join together for such purposes? 1 imagine they do so at a very great risk.
And with regard to the permanence of any association consisting of great numbers,
where the members cannot know one another, nor have a sufficient guarantee for each
other’s integrity and good sense, it can be hardly possible for any association to keep
together long without providing some easy means of obtaining a settlement of their
disputes and of preventing frauds.

Do not you think it would be politic and wise to afford them some such facilities as we
have spoken of, with regard to preventing fraud between themselves, and summarily
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enforcing the rules made by them? 1 have no doubt that it would be of the greatest
value, both in regard to such associations and many others.

Putting aside all consideration of the law of partnership as to limited liability,
because you have stated that possibly that might not be necessary, would it not be just
and politic to give to those working people associating together facilities, in the first
instance, for preventing fraud among themselves, by summary jurisdiction before a
magistrate, and, secondly, that of enforcing the rules before a magistrate also? 1
should think that hardly anything which the Legislature could do, in the present state
of society, and the present state of the feelings of the working classes, would be more
useful than that.

Both those powers are given by the Friendly Societies Acts@to certainassociations
enrolled under those Acts, are they not? 1 am not particularly acquainted with the
provisions of those Acts; but I have always understood that there are peculiar facilities
afforded, and that there is a Government referee in the case of those societies, who is
a judge in some degree, I do not know with what powers, as to the rules which they
establish, and which they are governed by; so that he is in some measure both adviser
and judge how far the regulations of the societies are conducive to the objects they
have in view.

Would it be advantageous to the classes that have been referred to, to give them
facilities for enrolling themselves under the Friendly Societies Acts, or to give them
similar powers, without giving them any peculiar advantage except that facility which
the law gives? 1 think it would be very useful. A limitation of the responsibility, so far
as relates to the working classes themselves, might not be essential; but still I think
that an alteration of the law in regard to the responsibility of partners would be of
great importance to those associations, not for the sake of the responsibility of the
operatives who may be members of such associations, but in order to induce persons
of capital to advance it to them for those purposes. I think that the great value of a
limitation of responsiblity, as relates to the working classes, would be not so much to
facilitate the investment of their savings, not so much to enable the poor to lend to
those who are rich, as to enable the rich to lend to those who are poor.

Do not you think that if such limited liability were introduced, under reasonable
safeguards, many benevolent persons, or persons desirous of giving facilities to
improve the condition of the working classes, would be willing to lend moderate sums,
say from 1001 to 200l. or 300L. to put them in action? 1 have not the least doubt that
many persons would do so.

At present if they do so they have no security, for if they take any share of the profits
they become liable to the whole amount of their fortunes? They do. It is true they
might save themselves from unlimited liability by advancing the money in the form of
loans: but that would not be of nearly so much use to the borrowers; because those
who advanced the money as loans would come in as creditors in common with all
other creditors, and therefore would diminish instead of increasing the amount of
credit to which the association is entitled; but if they came in as commandite partners,
that would enable the association to benefit, not only by the capital advanced, but by
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the credit which that capital would give them, and which would be equivalent to so
much more capital.

Do you think from what you have heard among the intelligent members of the working
classes and others friendly to them, that some such regulations as those which have
been mentioned would go far to promote contentment amongst them, and to remove
causes of discontent? 1 think it would promote contentment in a very great degree,
and that it ought to do so; it would remove one great cause of discontent, and a very
just cause.

Do you not think, even supposing that the industrial combinations referred to should
not succeed, that it would be judicious to allow them to try the experiment, and to
undeceive themselves supposing they should be disappointed in the expectations they
had formed? 1 think even if it were quite certain that they would not succeed, it would
be of the greatest importance that they should be allowed to try the experiment, and
that they should have every facility given to them, to convince those who were trying
the experiment, that it was tried fairly. Besides, even if such experiments failed, the
attempt to make them succeed would be a very important matter in the way of
education to the working classes, both intellectually and morally. I may add that I see
no reason why they should not succeed; they are under some disadvantages, but they
have other advantages, and it is quite a question whether the advantages do not
preponderate. I think it is a matter which experience can alone ascertain.

Are you aware that amongst a portion of the more intelligent of the working classes,
an opinion prevails that the present laws are unjust and unequal, and prevent them
having fair play in the use of their small capitals, and which they think is afforded to
persons possessing greater wealth? Yes, and I certainly see great reason in that. The
advantages which the possession of large capital gives, which are very great, and
which are growing greater and greater inasmuch as it is the tendency of business more
and more to be conducted on a large scale; these advantages are at present, not from
any intention of the Legislature, but arising from things into which intention does not
enter at all, to a great degree a monopoly in the hands of the rich, and it is natural that
the poor should desire to obtain those same advantages by association, the only way
in which they can do so. Perhaps I may add this also: I think there is no way in which
the working classes can make so beneficial a use of their savings both to themselves
and to society, as by the formation of associations to carry on the business with which
they are acquainted, and in which they are themselves engaged as workpeople,
provided always that experience should show that these associations can keep
together. If the experiment should succeed, I think there is much more advantage to be
gained to the working classes by this than by any other mode of investing their
savings. | do not speak of political or social considerations, but in a purely economical
sense. When it has happened to any one, as it must have happened to most people, to
have inquired or to have known in particular cases what portion of the price paid at a
shop for an article really goes to the person who made it, and forms his remuneration,
I think any one who has had occasion to make inquiries into that fact, must often have
been astonished to find how small it is, and how much less a proportion the
remuneration of the real labourer bears to the whole price than would be supposed
beforehand; and it is of great importance to consider what is the cause of this. Now
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one thing is very important to remember in itself, and it is important that the working
classes should be aware of it; and that is, that this does not arise from the extravagant
remuneration of capital. Capital, when the security is good, can be borrowed in any
quantity at little more than three per cent., and I imagine there is no co-operative
association of working-people who would find it their interest to allow less than that
remuneration, as an inducement to any of their members who, instead of consuming
their share of the proceeds, might choose to save it, and add it to the capital of the
association. Therefore it is not from the remuneration of capital that the evil proceeds.
I think it proceeds from two causes: one of them (which does not fall strictly within
the limits of the inquiry which the Committee is carrying on) is the very great, [ may
say, extravagant portion of the whole produce of the community that now goes to
mere distributors; the immense amount that is taken up by the different classes of
dealers, and especially by retailers. Competition no doubt has some tendency to
reduce this rate of remuneration; still I am afraid that in most cases, looking at it on
the whole, the effect of competition is, as in the case of the fees of professional
people, rather to divide the amount among a larger number, and so diminish the share
of each, than to lower the scale of what is obtained by the class generally. Another
cause, more immediately connected with the present inquiry, is the difference
between interest which is low, and profits which are high. Writers have very often set
down all which is not interest, all that portion of profit which is in excess of interest,
as the wages of superintendence, as Adam Smith terms it, and, in one point of view, it
is properly called so. But then it should be added, that the wages of the labour of
superintendence are not regulated like other wages by demand and supply, but are in
reality the subject of a sort of monopoly; because the management of capital is a thing
which no person can command except the person who has capital of his own, and
therefore he is able, if he has a large capital, to obtain, in addition to interest, often a
very large profit, for one-tenth part of which he could, and very often does, engage the
services of some competent person to transact the whole of the labour of management,
which would otherwise devolve upon himself. I do not say that this is unjust in the
present state of society, for it is a necessary consequence of the law of property, and
must exist while that law exists in its present form; but it is very natural that the
working classes should wish to try whether they could not contrive to get this portion
of the produce of their labour for themselves, so that the whole of the proceeds of an
enterprize in which they were engaged might be theirs, after deducting the real
remuneration of the capital they may require from others, which we know does not in
general, when the security is good, much exceed three per cent. This seems to be an
extremely legitimate purpose on the part of the working classes, and one that it would
be desirable to carry out, if it could be effected; so that the enterprizes in which they
would be engaged would not be conducted, as they are now, by a capitalist, hiring
labourers as he wants them, but by the labourers themselves, mental as well as
manual, hiring the capital they require at the market rate.

You think, under the circumstances you have referred to, that at all events the more
intelligent of the working classes fully believe that it would be a great advantage to

them to be enabled to carry out this experiment? They certainly do.

And that it would be but just and politic to allow them, under reasonable safeguards,
to do so, that if they are right they may receive the benefit, and if they are wrong they
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may be undeceived in their unreasonable expectations? Certainly; and there would be
this great advantage, that supposing those associations embraced only a small part of
the working classes, they would have almost the same salutary effect on their minds
as if they embraced the whole; because if a number of those associations were in
existence, and they were found to be able to maintain their ground, and to compete
well or tolerably, or to compete under great disadvantages even, with individual
capitalists, still the whole of the working classes would see that all such disadvantages
arose not from the law, but from the nature of the case, or from the absence of the
necessary qualities in them; therefore those who might continue to be receivers of
wages in the service of individual capitalists, would then feel that they were not doing
so from compulsion but from choice, and that taking all the circumstances into
consideration their condition appeared to them preferable as receivers of wages.

Putting aside the question as to the unlimited liability of partners, but supposing that
capital was found by any parties willing to lend it, what the working classes would
desire then would be simply to have laws to prevent fraud amongst themselves, and to
enforce the rules which they might make in a simple and inexpensive manner? Those
would be the primary objects which I think they would chiefly desire.

w. ewart:Are the Committee to understand you to say, that the effect of this co-
operation on the part of the working classes would be to cut off the cost of the
intermediate agency between the producer and the consumer? Exactly. I may mention
that as long ago as the years 1837 and 1838 I have heard intelligent leaders of the
working classes speak of this state of the law as one of the greatest grievances which
the working classes had to endure.

f. peel:But the share that falls to the retail dealer must vary very much in a small town
and in a large town? No doubt, estimated by the ordinary rule of per centage, the
profits where the market was small must be greater in order to afford any
remuneration whatever for trouble.

Would the effect of those associations be to reduce the cost of commodities?
Associations of workpeople for the purpose of co-operative production would not
necessarily have much effect in diminishing the amount of the produce which now
goes to the distributors; there might, however, be co-operative shops or bazaars, and
in that way the function of distribution might be reduced to the employing of a much
smaller number of persons than at present. The greater the number of productive
labourers, the greater, in general, is the produce: but an increased number of mere
distributors has no tendency to increase the quantity of wealth to be distributed, but
only quarters an additional number of persons upon it. For this reason, some of the
writers and thinkers of the co-operative school have thought it desirable that
distribution should be, as it were, a public function; in which case the distributors
might be reduced to a very small number; as the whole of the distribution, that is, the
buying and selling, which is required for a village for instance, or a small town, might
be performed at one office by very few people. These speculations are not
immediately applicable to practice in present circumstances, but still they are not
altogether from the purpose.
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J. ellis:Have you any good reason to suppose, that if these facilities were offered,
money could be borrowed at 3, or 3% per cent., or 4 per cent.; can you cite any case?
I think it probable, certainly, that it could not at present, or perhaps for a long time, be
borrowed at such a rate as that, because there would not be sufficient confidence in
the security.

r. a. slaney:lf by any alteration of the law there was sufficient confidence felt in the
security, do you think then that it might be borrowed at some such rate as that? We
know that when the security is good, that is the ordinary rate of interest now, and
anything more than that is compensation for risk, or for some peculiar disadvantage. I
suppose that money could be obtained at that rate if the security were considered
good, and if these associations did as much business as a tradesman in good credit, or
as merchants with a similar amount of capital do now, they could borrow at the same
rate in time.

Supposing the interest of the money to be gauged by the interest paid in the public
funds, then every increase of interest above that is in some sort an insurance interest?
Yes; | only mentioned that rate of interest to show that it was not the extravagant
remuneration of capital, properly so called, which is the reason why less than is
desirable goes to the actual producer; because it is impossible to say, when capital can
be borrowed, as we know it can, at such a rate as that, and in almost any quantity, that
that is too great a remuneration for the abstinence exercised in saving.

J- ellis:Are you aware that 4 and 47> per cent. is now very freely given,when the
security is very ample indeed, for very large sums of money? 1 am quite aware that the
rates vary. | have understood that when the lender can get his capital back again upon
short notice, it may sometimes be borrowed at as low an interest as 2 per cent.

r. a. slaney:Do you not think it possible, without stating a confident opinion, that for
any of the industrial enterprises which we have spoken of, and to which we have
contemplated that facilities might be given in the mode mentioned, if the intelligent
minds of the working classes were directed to such objects, that very likely there
might be discoveries of economical improvements where they had to manage their
own affairs, such as we have not yet seen, and which might produce considerable
benefits? 1 should think so.

Is it not well known that most of the many inventions for the improvement of
machinery from time to time have been made by the workmen themselves? 1 believe
they have very often.

Do you not think it is likely that the intelligence of those men directed to the
management of their own affairs would from time to time suggest improvements in the
objects to which their attention was directed? 1 think we can hardly set limits to the
consequences that might arise in the way of improvements, from the feeling that
would be diffused through the whole of the persons employed in an undertaking, of
personal interest in its success.
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At the present time, however, existing circumstances prevent that taking place? To a
great degree.

w. ewart:Have you had the advantage of the experience of any such co-operative
societies in America or Holland, or in other countries on the Continent? There exist
many such in several countries, especially in France; but I believe they are of too
recent origin to afford much experience of their success; we shall probably have to
wait some years before the experiment can be considered as conclusive.

In the United States of America have such experiments been tried, to your knowledge?
I understand your question as applying to associations of workpeople, and I believe
there are in America a considerable number of manufacturing associations in which
all the workpeople have an interest; I have understood that that is the case with many
manufacturing establishments in New England; that they are held in shares, and that
the operatives are almost all shareholders, and all may expect to become so.

t. greene: With limited liability? 1 believe so.

r. a. slaney:/n page 324 of your work, volume 2,[*_]you refer to the co-operative
principle of capitalists and workmen as prevailing in American trading ships, and
among the Cornish miners also? Yes; | am not particularly acquainted with the
circumstances as to the Cornish miners; I mentioned them as instances of the
advantage which was ascertained by experience to arise from allowing an interest in
the undertaking to all the persons employed; I do not know that they are partners in all
those cases, but they have an interest, and that varies with the success.

You think under such circumstances that would be likely to stimulate their activity and
intelligence? It could not fail to do so; I believe that the working people are generally
found to be particularly intelligent and zealous under such circumstances, and that has
been always remarked of the Cornish miners.

%
You have quoted in your work!Mr. Babbage’s example of the fishermen on the south
coast, and other examples, to show how applicable, under certain circumstances, the
same principle would be to manufactures? Yes.

That it would be quite practicable to give a moderate interest to the workmen in such
a way as to stimulate their good conduct and their industry? A very interesting
pamphlet has been published by a French employer of labour, a house-painter, named
Leclaire;@ and I understand his experiment still goes on, and goes on with great
success. He speaks very strongly of the moral improvement which it produced in his
workmen; an improvement in their conduct both when at work and even at other
times; they seemed to have assumed quite a different character, through the feeling
that they were not merely working for some one else but for themselves. It seemed to
raise them in their own estimation, and induced them to cultivate careful habits of all
sorts.

You have also stated in a passage in page 459, “the industrial economy which divides
society absolutely into two portions, the payers of wages and the receivers, the first
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counted by thousands and the last by millions, is not fit for indefinite duration. ”EIS
that the opinion you still entertain? 1 do.

You think that improvements may be made in those respects by carrying out some of
the plans that we have spoken of in such a way as, without endangering property,
would give greater contentment to many of those persons? 1 think that the
remuneration of capital, properly so called, would not be felt under those
circumstances by the intelligent among the working people to be a grievance. And
speaking generally, I do not think that they feel so much, either in this country or in
others, the inequality of property, considered in itself, as they do the inequality
consequent upon it, which unhappily exists now, namely, that those who already have
property have so much greater facilities for getting more, than those who have it not,
have for acquiring it.

At pages 469 and 470@0f your work you have given the example of the good working
of the system in New England, and have enumerated the benefits received from it as
many and lasting, and amongst those advantages you particularly mention that the
workmen consider this principle as a sort of stepping stones to enable them to raise
their condition, by little and little, according to their industry and intelligence, and
that it goes far to content them with their humble situation? No doubt; because it
makes their situation not a humble one.

w. ewart: You think that the possession of power by the working classes to co-operate
in the way you have mentioned, would satisfy them, at all events, if the results did not
equal their expectations? 1 think if the experiment failed, they would see that it failed
from some defect either in the principle or in their qualifications for carrying out the
experiment.

Have you ever inquired into that association conducted on the co-operative principle,
called the “People’s Mill,” at Leeds? 1 have heard of it; but I am not particularly
acquainted with it.

J- a. smith:4re the Committee to understand you to suggest as one of the most useful
things in reference to these co-operative societies, an alteration in the law, which may
be called an alteration in the law of partnership as affecting them, and should you
advise that generally, or confine it specially to the working classes? 1 think such an
alteration particularly important as regards the working classes at present, but I would
make it universal.

If there were a limitation, could you give the Committee any mode of ascertaining to
what extent the principle might practically be carried in reference to those particular
views at once? 1 think it would be difficult; at any rate I have not considered that
point, because I have never seen a necessity for any limitation.

With regard to the limitation, is there any mode of arriving at that by limiting the

objects to which you would apply the co-operation? 1t would be very difficult, I think,
to draw any line, and to say that the principle is fit for some objects and not for others;
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I do not see any object for which it is unfit, though it may be more necessary for some
than for others.

In reference to the results in an economical point of view, if I understand you rightly,
you imagine that if it were generally adopted it would very much limit the number of
retail dealers? 1t is uncertain whether any such effect would be produced at first,
since the co-operative associations of workpeople are associations for carrying on
production rather than distribution; still I do not doubt that retail dealing might be
carried on by associations of shopmen and clerks without the assistance of great
capitalists.

Do not these societies, as far as we have any experience of them, combine production
and distribution? Some of them do.

If they do combine distribution and production, that would tend very considerably to
limit the number of distributors, would it not? No doubt.

Should you consider that desirable, or the reverse? 1 should consider it desirable,
provided it were done without the assistance of any restrictive laws or privileges.

Why should you consider it advantageous? On the same principle on which it is
advantageous to suppress any useless intermediate steps in the process of production.
If any of those who are employed in the production of wealth can be rendered
unnecessary by any new discovery, it is thought an advantage to do so. If the business
of distribution, which now employs, taking the different classes of dealers and their
families, perhaps more than a million of the inhabitants of this country—and that is a
very large draught upon the total wealth of the country—if all that they do could be
done by a hundred thousand people, I should think the other nine hundred thousand
could be dispensed with, and that would be the same sort of advantage as dispensing
with labour by any improvement in production.

w. ewart: Would not this illustrate your principle: In the town of Liverpool formerly
the consumers were supplied from shops, a few years ago large markets were
established in that town, and on a very splendid scale. The consumers did not go any
longer to the intermediate distributors, but went to the markets, and therefore there
was in that instance, by the operation of improvement, a cutting off of the
intermediate agents between the producers and the consumers, of course with much
greater cheapness to the consumers than formerly? Exactly. | understand that there
are many branches of trade in which certain grades and classes of middlemen have
been dispensed with, a more direct communication being established between either
the wholesale dealers and the consumers, or the wholesale dealers and some particular
class of retailers. I believe there was a much greater number of factors, brokers, and
such intermediate agents between the different classes of dealers, formerly than there
are now.

J- a. smith: You do not mean that it was an undecided question whether the number of

retail dealers or distributors would be diminished or not, and that it was possible by
this mode of co-operation that production would take place at a less cost, and
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therefore consumption be largely increased? 1 think that is an undecided question,
certainly; there is a good deal to be said in the way of probabilities on both sides, but
it could be clearly ascertained by the common law of competition. If this mode of
production was found more advantageous and economical, it would undersell the
others of course, and if not it would be undersold.

Generally speaking, you think, as an economical question, that it would be desirable
to encourage associations of this co-operative character? Decidedly.

r. a. slaney:To give them fair play, at all events? To give them all possible facilities,
but no premium.

J- a. smith:But it is to a certain degree an experiment, if the law of partnership, as
affecting them, is much to differ from the law of partnership as affecting the
community at large? Yes, that enters into the question, whether the law as respects the
community at large should not be altered.

w. ewart:Do you think it would be advisable to make a special law, in fact, for any
particular class without considering the expediency of altering the whole law with
regard to partnership? If it were not possible to alter the law of partnership generally,
altering it in favour of a particular class would be, I will not say objectionable, but it
would be a serious argument against it.

J- a. smith: Would any alteration of the law of partnership, inter se, affecting the large
transactions in the commercial world in England necessarily involve a machinery of
expense and delay, bearing in mind, that however it might be simplified, it could
hardly be made applicable to small enterprises, such as those which have been spoken
of? It would give the smaller enterprises an advantage, certainly; but I am not aware
that that advantage would be greater than what arises from any arrangement for the
administration of justice, or the decision of disputes by tribunals or by arbitrators.

Are you not rather looking to a tribunal of less authority and less weight and less
importance, in reference to the disputes of these workmen amongst themselves when
associated together co-operatively, than to a tribunal of a higher order, with greater
knowledge and experience, and greater weight, which would be necessary to decide
the various difficult questions arising out of partnerships engaged in large
transactions in commerce? | have understood that there is great difficulty and
inconvenience felt in the case of ordinary partnerships for want of a tribunal. If there
were a tribunal properly constituted, and adequate to decide such questions, which are
often, and necessarily so, of a very complicated nature, I should think that this class of
associations would rather be under a disadvantage than an advantage in consequence
of their great numbers.

There might be a more expensive tribunal than those people could afford to go to? If

it were made a general measure, probably it would be thought that the State ought to
supply the tribunal, as it does in all other cases.
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The State when it does give in other cases a tribunal of justice managesto make it
tolerably onerous? Yes, it does; but many people, of whom I am one, think that one
of the great defects in the present institutions of all countries.

r. a. slaney: Would it be equal justice that a tribunal for the decision of disputes
between partners should be so costly that it would be utterly impossible for the
working men to go into it at all; and do not you think that where the existing law is
such as that humble persons joining together as small capitalists are utterly deprived
of any tribunal, that is an unjust state of things? 1 think so.

J- a. smith:lnasmuch as that question as to the expense of law is of very great
importance, and an extensive question, which must involve long consideration and
long time in its settlement, would it not be expedient, at all events in the meantime,
that some means, even if it were temporary, should be given to the working classes to
settle disputes amongst themselves in an easy, effectual, and cheap manner, by
reference to a tribunal to be appointed for that special purpose? Perhaps so. It takes
so long to frame, and so much longer to carry, a general measure of improvement in
the law, that it is sometimes desirable to have a temporary measure applicable to
particular classes of cases.

Do you think there is anything in the present tone and temper of the working classes
which would make it now desirable to give attention to this subject? 1 think there is at
this moment more than there has ever been before, and there is likely to be more and
more, a feeling on their part, against all the inequalities which exist in society. There
is a very growing feeling of that kind, and the only way of mitigating that feeling is to
remove all inequalities that can be removed without preponderant disadvantages.

r. a. slaney:At all events, by that means you could give them facilities for trying
industrial associations, without giving them privileges, but merely those facilities
which you think would be politic? Certainly.

w. ewart:Do not tribunals exist in France, self-formed among the working classes,
called, “Société de Prud’hommes”? The “Conseils de Prud’hommes” are public
institutions for the purpose of arbitrating in disputes between the masters and the
workpeople. Before the February revolution they consisted entirely of masters; but by
a law subsequently enacted, they have been constituted on a different footing, and are
now composed of masters and workmen in equal numbers; including among workmen
the Chefs d’Ateliers.

r. a. slaney:Do they work pretty well? 1 have not much knowledge of that; the law has
not existed very long.

w. ewart: With regard to the Tribunal of Commerce, that is constituted, is it not, of
persons conversant in trade? Yes, the judges are elected by the merchants of Paris.

J- a. smith:Have they anything to do with the settlement of disputes? They are an

established court of justice in commercial cases; I do not know whether in all such
cases, or only in some. It is one of the principles of that branch of French law that
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questions of mercantile law should be decided on by merchants, and not by lawyers;
the parties plead their own cause.

Do you think that is a sound principle? 1 think that still better tribunals might be
devised.

r. a. slaney: Without speaking of those industrial associations, but with reference to the
general law of partnership, and to some alteration of the law of unlimited liability, do
you not think that the existing law of unlimited liability has a tendency to prevent
persons of prudence and position in their respective neighbourhoods from taking
shares in any local enterprises of moderate risk, on account of their being liable to
the whole amount of their properties? 1 should think it must have that tendency.

Are you aware with reference to the proposition which was made in this metropolis
for the purpose of establishing model lodging-houses, which were intended for the
improvement of the condition of the working classes, to be carried on by joint shares,
and in which many noblemen and gentlemen took shares, that the first thing that
prevented its being carried out was the law of unlimited liability? 1 have heard so.

And that they were obliged to apply for a charter? Yes.

And that the charter cost upwards of 1,000 [.? 1 have heard that it did, but I do not
know that personally.

Supposing that the cost of obtaining a charter is what I have stated, do not you think
that, and the law of unlimited liability, two circumstances almost sufficient to prevent
any parties from embarking in such undertakings? We see that they do embark in
them very often; but I have no doubt they are often prevented by the circumstances
that you mention.

Do not you think that in many of the large towns in this country it is probable that
persons, if they had facilities given them of taking shares with limited liability for
local enterprises of public benefit, would be willing to do so? Many persons no doubt
would.

Are you aware that application has been already made from eight or ten large towns
to have the shelter of the charter given to this society for improving the dwellings of
the humble classes in London? 1 have heard it mentioned.

Do you not think that if such advantages were conceded, either by limited liability
confined possibly to such enterprises, or by means of limited liability given by a
charter, without expense and delay, that it would give great encouragement to such
enterprises being carried out in those large towns? There are two questions of
limitation of liability; one is that of allowing commandite partnerships, under which
the managing and acting partners are under unlimited liability; and the liability that is
limited is only as to those who advance capital, but do not take part in the
management. The other is the question of allowing perfect freedom of forming joint-
stock companies with unlimited liability; and that is a question much more difficult
than the other. It there were a general law, by which persons might form themselves
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into joint-stock companies with limited liability whenever they pleased, I think you
ought to allow individuals also to limit their liability, giving due notice; in order that
the competition might be equal. It would be a very great alteration in the present state
of the law, but one to which general principles are favourable. On general principles,
one sees no sufficient reason why people should not be allowed to employ their
capital and labour on any terms that they please, and to deal with others on any terms
that they please, provided those terms are known, and that they do not give
themselves out for what they are not. Still that is a more difficult question than the
question of commandite partnerships; and it is very possible that in the case of joint-
stock companies with unlimited liability, it might be better to consider each particular
case on its own merits; to facilitate the obtaining of a charter where the purpose was
of public utility, and to take away the expense in cases where the public advantage
was recognised.

Supposing in the law of partnership, either for particular enterprises or generally,
there were introduced limited liability, are there any safeguards which you think it
would be right to introduce against fraud, as, for instance, that the shares should be
paid up, that the names of the shareholders should be known, that there should be a
public audit, that the accounts should be open, and that the interest upon the shares
should be limited, or any such conditions as those which I have mentioned? Does the
question relate to companies with unlimited responsibility of partners, or to
commandite partnerships?

Either to one or the other, as you may think it right to apply the limitation. In the case
of commandite partnership there does not seem to be a necessity for anything like the
same amount of precautions that might be necessary in the other case, but generally
speaking I should say that any security that could be taken for complete publicity
would be desirable; anything tending to prevent the terms of the business from being
held forth as different from what they really were.

Anything to prevent fraud upon the public, in short? Anything to prevent people from
being misled as to what they had to expect.

Do not you think that some kind of precaution to prevent uneducated or incautious
persons from being induced by the plausible representations of projectors from
entertaining too high an opinion of the speculation that shall be entered into (for
instance, as to the amount of capital to bedivided), might be advantageous? The
reason that you suggest, the danger that persons might be deceived by pro]i ectors, 1s
the same reason which was long given for maintaining the Usury Laws;i and it
seems to me that the prohibition of commandite partnership belongs to the same kind
of legislation as the Usury Laws. It belongs to the idea that the law ought to regulate
the terms on which money shall be permitted to be lent, under the supposition that the
lenders are not capable of taking care of themselves. I look upon commandite
partnerships as a mode of lending. So long as it was the principle of the law that you
ought to prevent people from lending at more than a limited rate of interest, it was
necessary to prevent them from evading the prohibition, and doing the same thing in
an indirect way; but that principle the law appears to have given up, with a single
exception, for which reasons other than those of public utility may be assigned; the

PLL v5 (generated January 22, 2010) 19 http://oll.libertyfund.org/title/232



Online Library of Liberty: The Collected Works of John Stuart Mill, Volume V - Essays on Economics
and Society Part II

case of contracts relating to land. I think it an inconsistency to say that people are free
to lend money in the ordinary way at any rates they like, but that there shall be one
particular mode of lending from which they are interdicted, namely, lending at a rate
of interest varying with the profits of a concern; which is the only difference between
commandite partnerships and any other loan, except one other difference, which is
greatly to the advantage of all parties, namely, that the loan by commandite increases
the security of all the other creditors instead of diminishing it, because all the other
creditors must be paid out of the capital of the commanditaire before he can recover
anything.

Do you think, on the whole, that the introduction of the law of commandite, with such
safeguards, or regulations, or limitations as the wisdom of the Legislature might
introduce, would be advisable? 1 see no reason against it.

Do you think that if it were introduced, with such regulations and such safeguards, it
would give additional facility for enterprises directed by intelligence, and create
additional facilities for the investments of the middle and working classes? 1 think it
would do both these things; and above all, which is very important, it would enable
personal qualities to obtain in a greater degree than they can now the advantages
which the use and aid of capital affords. It would enable persons of recognised
integrity and capacity for business to obtain credit, and to share more freely in the
advantages which are now confined in a great degree to those who have capital of
their own.

J- a. smith: You do not think that in this country any enterprise that offers a chance of
more than an ordinary rate of profit is ever stopped by want of capital? 1t 1s difficult
to say; I think one can never tell while a restrictive law exists, what number of useful
things it prevents. In the case of the duties which have been taken off, a number of
minor articles in the tariff, nobody could have told before the duties were taken off
whether they prevented much commerce or not; I believe in many cases that branches
of trade have risen up since which promise to be of great importance. In the same
manner I do not think anybody can now appreciate the degree in which the existence
of restrictions on partnerships may prevent persons of capacity for business from
obtaining credit and the use of capital which would be advantageous to the public and
to them.

Does it seem an unreasonable inference from the existence of so many enterprises of a
very speculative and wild character, that no reasonable enterprise has failed from
want of capital? Perhaps, with regard to the very same people who encourage rash
enterprises, the same imperfection of judgment might make them reject beneficial
ones.

That would not arise from reluctance to embark capital, but from a want of discretion
in the selection of the mode of embarking it? 1t might arise from this: there might be
the promise of more brilliant success in the enterprises they undertook, than in those
which they rejected. There may be many cases in which the promise of possible
benefit is not so tempting, but in which the chances of profit would on the whole be
better.
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The danger of responsibility is not the motive or the reason why they reject a sound
scheme? It is possible that rash people now do advance capital, and that the prudent
do not in the same degree.

r. a. slaney:Do not you think that the existing law has rather a tendency to give
advantage to persons possessing large amounts of capital, and disadvantage to those
possessing small amounts of capital? 1 think that is the tendency of the present law of
partnership.

Do not you also think the unlimited liability of partnerships has a tendency to keep
out of partnerships persons of cautious and prudent habits, who would be the very
persons likely to direct many local enterprises? 1 think it must have a great tendency
to induce prudent people, when they are no longer able to give personal attention to
business, to take their capital out of such enterprises.

And to abstain from investing it in them? Yes.

Are not enterprises guided by prudent and cautious persons, the very enterprises one
should seek for, for the investments of the middle and industrious classes? In the case
of persons of very small means, no doubt security is the primary consideration, much
more than profit, but in the case of the middle classes very often the advantage to
them would be great of having a tolerably safe investment for their savings, which
would at the same time promise them a higher degree of interest than the means
which they must have recourse to at present.

Do you think that such local enterprises would be more cautiously andproperly
guided, if limited liability were introduced in them, so that more cautious persons
would be willing to embark in them? 1 should think so; I have not very specially
considered that part of the subject.

J- a. smith:Do not you think that the existence of limited liability would render it
probable that enterprizes would be undertaken with even less scrutiny and less
examination than under the present law? 1 do not see that. At present it is in the
power of anybody to commence these businesses with borrowed capital. Now the
same person who has sufficient confidence in the undertaking to risk money en
commandite upon it, would probably advance the same amount on loan; which would
be a less advantageous mode both to the borrower and to all persons with whom he
might deal, because the lender would come into competition with the other creditors
in the event of failure, instead of supplying funds out of which their claims might be
satisfied. The Legislature does not think it necessary to restrict people from carrying
on business with borrowed money, lest it should give a stimulus to speculation; and
there seems no reason why, when it permits borrowing in every other mode, it should
select for prohibition the one mode which is at the same time the most useful to the
borrower, and the most advantageous to the security of all other creditors. A person to
whom 5,000 /. have been advanced in commandite, is in exactly the same position
with regard to those who have transactions with him as if he had inherited, or acquired
that sum in his own right.

PLL v5 (generated January 22, 2010) 21 http://oll.libertyfund.org/title/232



Online Library of Liberty: The Collected Works of John Stuart Mill, Volume V - Essays on Economics
and Society Part II

You give an unqualified opinion in favour of commandite partnership, and an
undecided opinion with respect to joint-stock companies with limited liability? Yes.

Is it easy to distinguish between a large commandite partnership and a joint-stock
company? The distinction in principle is clear enough, because where the law of
commandite exists no person whose responsibility is limited is allowed to do any act
whatever as a partner; he may inspect the accounts and give his opinion and that
opinion will have weight, but he cannot act towards any third party as a partner, nor
even as an agent, nor can his name appear in the firm, nor can be he held forth as a
party concerned; so that he is in reality merely a creditor; but he is a creditor on
peculiar terms; that is to say, he receives nothing at all unless the concern is
profitable; if it fails he is the last satisfied, and may lose all, when no other creditor
loses anything.

You consider that the great distinguishing feature and merit of the commandite
system is the unlimited liability, the complete responsibility of the managers? And the
facilities for publicity: though even without publicity, I see no greater objection to
commandite than to any other mode of carrying on business with borrowed money. As
long as a person in business can borrow at all, persons may deal with him under a
supposition that the capital with which he is trading is his, when in point of fact it may
all have been borrowed. Still the case of commandite partnership affords facilities for
giving publicity, which are taken advantage of in the American and French law. Both
in the law of New York and in the French law the amount of the sum advanced en
commandite must be registered, and the number of persons from whom it comes; and
the fact that the amount is registered enables persons dealing with that firm to be
acquainted with the resources of the firm much more than with those of any other firm
whatever.

r. a. slaney: You think on the whole that the law of commandite, with such
improvements as might be suggested upon deliberation, would be advantageous?
Very advantageous.

Do you think that it works well in Holland and America; and I believe it prevails also
in France and in Germany? 1 am not informed as to its working anywhere but in
France and in America. I believe the general opinion there is, that it works very well.

J. a. smith:/n reference to the economical interests of the middle and industrious
classes, do you conceive it is desirable that in choosing their investments they should
think more of perfect security or of a high rate of profit? In the case of the working
classes no doubt security is the main object, and in the case generally of all those
whose savings are small.

Agreeing with you mainly in that view myself, would it not influence you in your
decision as to presenting this temptation or encouragement to the working classes to
engage in trade? In regard to the working classes it could make very little difference;
I think it would be neither an encouragement nor a discouragement; the savings of
those classes are seldom so large as that they have much more to lose, if they lose
what they have invested.
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Does not that make it still more important to them to keep what they have? Only, if
they are to invest it at all, they are equally liable to lose it whether commandite 1s
permitted or not; if they had unlimited liability, it would be just the same.

My question meant this, would it not be a thing to be desired, for instance, that they
should rather put their savings into the Three per cent. Consols than avail themselves
of almost any other devisable means of investment? With certain exceptions; for
instance, the associations referred to, the associations by the working classes to carry
on, as their own capitalists, their own employment. I think those have very great
advantages over any other investments for the working classes. Those associations are
on a very different footing in point of security for good management from joint-stock
associations generally. Ordinary joint-stock management is management by directors
only and the directors are very often not chosen with the necessary degree of
discrimination, and are not sufficiently superintended, because the shareholders have
other occupations, and their attention is otherwise taken up, and the sum they have
invested is probably but a small portion of what they have; but in the case of these
associations, in which the capital would be employed in carrying on a business with
which all the persons concerned are alike familiar, which they know better than
anything else, and which they are daily occupied about, their whole attention being
given to it, they would be likely to keep a much better control over the managers, and
to be much better judges of who would be the best managers.

Would it not almost follow from that, that you would not wish, as far as your desires
went, to see the lower and working classes engaged in such enterprises as the
Honourable Chairman has alluded to, such as bridges or roads? 1t is not very likely
that they would engage in them. The means for carrying on such enterprises would be
more likely to be supplied from the savings of the middle classes, and from sums
which the higher classes could spare, and which they would willingly invest, though
they would not willingly incur larger responsibility.

Have you any suggestions to make with regard to the working of savings banks in
reference to the mode of investments for the poorer classes as now existing? 1 think it
would be very useful to make the nation responsible for the amount deposited.
Certainly the general opinion among the depositors hitherto was, that the nation was
responsible; they were not aware that they had only the responsibility of the trustees
to rely upon.

Are you aware that the Bill now before Parliament accomplishes that object? 1 am not
aware to what extent it accomplishes it.

r. a. slaney: Would it be advisable to devise some mode by which the working classes
might be enabled from their high gains at one period of the year to provide against
the time when they might be out of work? 1t would be very useful.

Are you not aware that at the present time they have no safe investments into which

they can put such a fund so as to be able, from what they gain at one period of the
year, to make an allowance to those out of work at another period of the year? 1 am
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not aware how far the law of Benefit Societies affords them any advantages for that
purpose.

J. a. smith:Are the Committee to understand you to mean that the savings banks offer
a mode of investment to those who, while in the receipt of high wages, are willing to
deny themselves and to save money against the time when they may be out of
employment, or when wages may be much reduced; but that there ought to be greater
facilities afforded for establishing mutual insurance funds amongst the men for the
purpose of guarding against the contingencies arising from the chances of trade,
sickness, and other accidents to which they may be liable? There is an association
now projected, and I believe some progress has been made in it, under the name of the
Tailors’ Guild, which has that object among others.

r. a. slaney:Do you think that additional facilities should be afforded for bodies of
workmen under proper regulations to join together for the purpose of insuring to
those parties who are out of work an allowance from their aggregated capital, or
fund, laid together when they are in work? 1 do.

Do you think that that would be useful, not merely referable to the fluctuations of the
demand for labour arising from the fluctuations in commerce, but also from the
changes of season in particular works? Yes, and from changes of fashion.

The changes of seasons with regard to bricklayers and several trades have the effect
in the winter months of rendering the demand for their services slacker than at other
periods? In the case of those periodical slacknesses of work, as they all undergo them
nearly equally, in the long run it must be from the individual’s own savings that he
makes up that loss. But even as individuals they might be induced to practise greater
economy, by forming themselves into an association and coming under engagements
to one another; as is found in the case of the temperance societies, which primd facie
have the air of an absurdity, being associations not for the purpose of doing, but of not
doing something; yet they are found very effectual in promoting their object.

Is not the principle of co-operation a very popular one among the working classes,
and one which they are very desirous to carry out? It appears to be so.

Would it not be useful to direct that to good purposes? Even in the case of personal
conduct the fact of being associated is felt as a sort of pledge that they will adhere to
certain rules.

In the case of friendly societies, it seems to be carried out very effectually in providing
against illness, does it not? Yes.

J- a. smith:On the other hand, has not the spirit of union amongst the working classes,
or rather the expectation of benefit to be received from the trades unions, very much
diminished of late years? 1 am not aware how far that has diminished of late years; but
we so seldom hear of strikes now, that I should think that is the case. I have found that
the intelligent members of the working classes have ceased to place the confidence in
the effect of strikes which they did formerly, and which it was natural they should do
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as long as the Combination Laws were unrepealed, and even for some time after. The
repeal of the Combination Laws@ was I think one of the most useful things in its
effect on the minds of the working classes, and on the soundness of their judgment,
that the Legislature ever did.

r. a. slaney: You are aware generally that the proceedings regarding the title and
conveyance of real property are very complex and expensive? Every one is aware of
that.

Do you not think that that has the effect, as regards the middle andworking classes, of
excluding that species of investment in a great measure from their means? 1 think
almost entirely, and perhaps that is one reason why there is so little of that taste
among the poor for investments in land, which is so universal in other countries.

Would it not be a great advantage if it were practicable to give facilities for a simpler
and less expensive mode of conveyance, and the purchase of small portions of either
real property, or divisions of charges upon real property, in the way of mortgage? No
doubt it would be of great importance to do both. In regard to the last, that has been
found to be of great importance practically. In Germany, one of the safest and most
usual investments for small sums is in a kind of land debentures. My information is
derived from reading a report by an officer who was sent by the French Government
into Germany to study the laws and practice of the different States there, with a view
of introducing improvements into the French law of crédit foncier, which has long
been a great object in France, but has not yet been accomplished. This report was
published, and contained a full account of the whole system of the laws of mortgage
in the different States of Germany, from which it appeared that by a combination of
the different landed proprietors, making their joint security available for each
individual, a very convenient mode had been provided of raising money on
mortgages, but which were always temporary; there was always a provision for
redemption at the end of a certain time. Those mortgages were divided into shares,
and the documents which conveyed the right to those shares, which attested the fact of
the holder’s being a mortgagee to a certain amount, were very generally in use as an
investment by all classes, and were found very convenient, and increased very much
the facilities of mortgaging land for its value.

J. a. smith:And also increased the value of land? Undoubtedly, they must have had
that effect.

You are also perhaps aware that an experiment with these land debentures is about to
be made in Ireland; you would be highly favourable to that probably? Very much so.

Those debentures, sufficiently subdivided in amount, might give to the lower classes a
degree of interest in the land susceptible of no question on the ground of subdivision?
There could be no possible objections of an economical nature to that kind of
subdivision.
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1t would not meet all the results that you think follow to the landowner by the
possession of land? It would be a safe investment for small savings, and no doubt
would interest the possessor in the security of landed tenure.

But it would not have the same effect upon his character and self-esteem as the actual
possession of the land? 1 think it would operate in quite a different way; I do not think
it would have any other moral effect than the possession of the same sum in a savings
bank might have.

r. a. slaney:Do not you think that affording facilities to the middle and humbler
classes, without interfering with the rights of property, for obtaining moderate
portions of land, would also be of great advantage? Yes, in many ways.

As under the existing laws referable to landed property the title is so complex, and the
difficulties connected with it are so great as that the middle and humble classes are
almost entirely precluded from such investments, is it not the more necessary to give
them facilities for investments in other ways? The difficulty is always greatest in
investing small sums, and therefore the facilities are most necessary in the case of
small amounts.
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THE REGULATION OF THE LONDON WATER SUPPLY

1851

EDITOR’S NOTE

Public Agency v. Trading Companies: The Economical and Administrative Principles
of Water-Supply for the Metropolis. Correspondence between John Stuart Mill, Esq.,
Author of “Principles of Political Economy,” and the Metropolitan Sanitary
Association on the Proper Agency for Regulating the Water-Supply for the
Metropolis, as a Question of Economical and Administrative Principle. London:
Metropolitan Sanitary Association, [1851,] 19-23. Not republished. Headed “Letter by
John Stuart Mill, Esq.,” dated 15 February, 1851, and addressed “To the Honorary
Secretaries of the Metropolitan Sanitary Association” (M. W. Lusignan and Adolphus
Barnett). Identified in JSM’s bibliography as “A letter to the Metropolitan Sanitary
Association, in answer to an application for my opinion on the Water supply of the
Metropolis—dated 15 February 1851 and printed by the Association in a pamphlet
entitled ‘Memorials on Sanitary Reform’ ” (MacMinn, 76). No corrections or variants
in Somerville College copy. The pamphlet consists of a “Memorial” addressed to
Lord John Russell, the Prime Minister, and Sir George Grey, the Home Secretary, by
the Honorary Secretaries of the Association; a letter covering the Memorial; the letter
asking for JSM’s opinion; his letter, with a postscript by the Secretaries; and two
Appendixes.

In a letter to Edwin Chadwick, dated only “Thursday”, JSM says in part: “I shall not
give the Assn a long answer. If they want me as an authority against the nonsense of
the Economist &c. they will get what they want.” (Letter in University College,
London.)

The Regulation Of The London Water Supply

gentlemen,—The subject on which the Committee of the Metropolitan Sanitary
Association has done me the honour of asking my opinion is a question of general
policy rather than of political economy.

The water supply of London may be provided in three modes:—By trading
companies, as at present; by a functionary, or a board of functionaries, appointed by
Government; or by some local or municipal authority. Each of these modes of supply
has its advocates.

The defenders, on principle, of the existing system, rely mainly on general arguments
against the interference of public authority in operations which can be adequately
performed by the free agency of individuals. They contend, that the supply of water is
no more a fit subject for Government interference, than the supply of food, and should
be left, as that is, to the ordinary operations of industry.
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The maxim, that the supply of the physical wants of the community should be left to
private agency is, like other general maxims, liable to mislead, if applied without
consideration of the reasons on which it is grounded. The policy of depending on
individuals for the supply of the markets, assumes the existence of competition. If the
supply be in the hands of an individual secured against competition, he will best
promote his interest and his ease by making the article dear and bad; and there will be
no escape from these influences but by laying on him a legal obligation, that is, by
making him a public functionary.

Now, in the case of water-supply, there is virtually no competition. Even the
possibility of it is limited to a very small number of individuals or companies, whose
interest prompts them, except during occasional short periods, not to compete but to
combine. In such a case, the system of private supply loses all that, in other cases,
forms its recommendation. The article being one of indispensable necessity, the
arrangement between the companies and the consumer is as much compulsory as if
the rate were imposed by Government; and the only security for the efficient
performance by the companies of what they undertake, is public opinion, a check
which would operate much more effectually on a public board.

To establish the alleged parity between the supply of water and that of food, it would
be necessary to suppose, that food could only be brought to London at so great an
expense, and by arrangements on so large a scale, as to limit the supply to seven or
eight associations. Were these the necessary conditions of the supply of food, the
public would certainly require that either the article should be supplied, or the terms
of its supply fixed and controlled, by a public authority. The question is not between
free trade and a Government monopoly. The case is one of those in which a practical
monopoly is unavoidable; and the possession of the monopoly by individuals
constitutes not freedom but slavery; it delivers over the public to the mercy of those
individuals.

The cases to which the water-supply of towns bears most analogy, are such as the
making of roads and bridges, the paving, lighting, and cleansing of streets. The
nearest analogy of all is the drainage of towns, with which the supply of water has a
natural connexion. Of all these operations it may reasonably be affirmed to be the
duty of Government, not necessarily to perform them itself, but to ensure their being
adequately performed. I do not say that it ought not to be lawful to build a house
without proper drainage and a proper water-supply; but assuredly every one who
owns or builds houses in a town should have the means of effectual drainage and
water-supply put in his power, at the smallest practicable expense.

The principle, therefore, of Government regulations, I conceive to be indisputable.
But it remains to be considered whether the Government may best discharge this
function by itself undertaking the operations for the supply of water, or by controlling
the operations of others.

It is quite possible, especially when private companies have long since established

themselves, and have taken possession of the supply, that the most eligible mode of
proceeding might be to leave the operations in the hands of the companies;
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prescribing such conditions as to quantity and quality of water, convenience of
supply, and rate of charge, as to ensure the best provision at the cheapest rate which
local facilities and the state of science and engineering may admit of.

If the saving to be obtained by a consolidation of establishments and of works be a
sufficient reason against keeping up a plurality of companies, it might be expedient to
entrust the whole to a single company, giving the preference to that which would
undertake to conform to the prescribed conditions at the lowest rates of charge.

It does not, however, appear to me that this last plan would have any real advantage
over that (for instance) of a board elected by the ratepayers. Individuals acting for
their own pecuniary interests are likely to be in general more careful and economical
than a public board; but the Directors of a Joint Stock Company are not acting for
their own pecuniary interests, but for those of their constituents. The management of a
company is representative management, as much as that of an elective public board,
and experience shows that it is quite as liable to be corrupt or negligent.

Whether the operations are actually conducted or merely controlled in behalf of the
public, an officer or officers would be required for the purpose. It is, then, to be next
considered, whether these should be state or municipal officers; whether they should
be appointed by, and responsible to, the general government, or the local government
of the town.

In the case of London, unfortunately, this question is not at present a practical one.
There is no local government of London. There is a very badly constituted and badly
administered local government of one section of London. Beyond this there are only
parochial authorities.

The municipal administration of a town, whether great or small, ought to be
undivided. Most of the matters of business which belong to local administration
concern the whole town, not the separate parts of it, and must be all taken in at one
view, to enable any part to be well managed. Such are the drainage, the water-supply,
the police, the management of the markets, and of the port. Besides, the
administration of an entire town, being a larger object, attracts more attention, excites
more discussion, and is carried on under greater responsibility to public opinion;
while, for the same reason, it will naturally be sought by a far superior class of
persons. Were there a General Council, or Board of Administration for all London,
invested with power over every branch of its local affairs, a place in that Council or
Board would, like a place in the Municipal Commission of Paris, be sought and
diligently filled by persons of high character and standing, as men not only of
business capacity, but of general instruction and cultivation. The contrast between
such persons and those who usually compose parish vestries, or the Common Council
and Court of Aldermen, is too obvious to require comment.

Were such a body in existence, I should have no hesitation in expressing an opinion,
that to it and not to Parliament or the general government should be given the charge
of the operations for the water-supply of the capital. The jealousy which prevails in
this country of any extension of the coercive and compulsory powers of the general
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government I conceive to be, though not always wisely directed, and often acting the
most strongly in the wrong places, yet, on the whole, a most salutary sentiment, and
one to which this country owes the chief points of superiority which its government
possesses over those of the Continent. Nor does it appear to me that a government
agency is by any means peculiarly suited for conducting business of this character. A
Government board is an excellent organ for giving the first start to an improved
system. The time when an improvement is introduced is always a time when much
attention is directed to the subject; and the interest felt in it by the public and by the
Government insures, in the first choice of officers, a certain degree of attention to
superior qualifications, and on the part of the officers themselves a considerable
amount of zeal and activity. In ordinary times such boards are apt to become
indifferent and inactive; and little being required of them, those who appoint them
soon think that anybody is good enough for the office, and it becomes a mere job for
personal connexions or Parliamentary adherents. No doubt, the same tendency exists,
and perhaps to as great an extent, in appointments by municipal authorities; but the
mischief of local jobbing does not extend much beyond the matter immediately
concerned; while jobbing by a minister or a political party helps to give undue
influence in the legislature. Besides, a body popularly elected for local business only
is likely to be held by the opinion of its constituents (if sufficiently numerous and
intelligent) to a stricter responsibility for the due performance of its one business, than
will usually be felt by the general government, for what can after all be only one of its
minor occupations.

While, however, it appears to me preferable on the whole that the Government should
not habitually conduct the operations for local purposes, there is no similar reason
against its appointing persons to watch and advise those who do. I consider no
municipal government to be complete without an accredited representative on the part
of the general government. I conceive it to be one of the duties of the general
government to hold the local government to the performance of its duties. There are
two modes in which the general government might exercise this superintendance. It
might have an officer attached to each municipal corporation or county board, who,
like the préfect in France, but without his compulsory powers, might give advice and
suggestions to the local body in all things pertaining to its functions; and if it failed of
the due performance of them, might report to Parliament, that the necessary means
might be taken to compel performance. Or, instead of a functionary attached to each
local corporation, and taking cognizance of all subjects, there might be a board for
each distinct subject, corresponding on that subject with all the corporations. There
might be a Drainage Board, a Waterworks Board, and so forth; or, rather, for the sake
of undivided responsibility, a General Commissioner of Waterworks or of Drainage,
whose business should be to make himself master of his particular subject; to
communicate his best ideas and information on that subject to the various local
elective bodies; to give his opinion on all their plans; to suggest plans to them when
they proposed none of their own; and to report annually to Parliament the state of that
particular branch of local administration throughout the country. This functionary
should, I think, have no power of over-ruling the decisions of the local bodies, but he
might recommend to Parliament to do so, if he saw need.
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This would, I conceive, be in itself the best mode of providing for questions of local
administration, similar to that of water-supply; and when a local body, such as I have
described, shall exist in London, I am of opinion that the water arrangements should,
under some such securities as I have suggested, be delivered up to its charge. For the
present it seems to me that the authority to which the work may most fittingly be
entrusted is a Commissioner, appointed by the Government, and responsible to
Parliament like the Commissioners of Poor Laws.@ Whether this officer should
reform the water system of London by the formation of new arrangements, or by
employing, under a rigid system of controul, the existing water companies is a
question, not of principle, but of practical expediency, which can only be decided on
by those who are accurately acquainted with the matters of fact on which it depends.
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NEWMAN’S POLITICAL ECONOMY

1851

EDITOR’S NOTE

Westminster Review, LVI (Oct., 1851), 83-101. Unsigned; not republished. Originally
headed: “Art. IV.—Lectures on Political Economy. By Francis William Newman,
formerly Fellow of Balliol College, Oxford.—London: [Chapman,] 1851.” Running
head: “Newman’s Political Economy.” Identified in JSM’s bibliography as “A review
of Newman’s Lectures on Political Economy in the Westminster Review for October
1851” (MacMinn, 76). W. E. Hickson, the editor of the Westminster, suggested the
subject to JSM in June, 1851, and he agreed to write on it on 20 July; after its
publication, he wrote to Hickson (15 Oct., 1851), saying in part: “The article on
Newman is spoilt by printer’s punctuation & typographical errors.” (Letters in the
Huntington Library.)

The substantive corrections and variants indicated in ink by JSM in the Somerville
College copy (an offprint paged 1-19, but otherwise unaltered) are given in the text
below. JSM also added nine commas and deleted one; these alterations are accepted
silently. His correction of the typographical error at 457.20 is noted in the Textual
Introduction, as is the error at 451.24, which he did not correct.

Newman’S Political Economy

a new treatise on Political Economy, whether professedly scientific, or, like the one
before us, discursive and popular, is now opened and read with very different
expectations from what would have been felt even a few years ago. At that time,
however polemical might be the performance, and however great the author’s notion
of the importance of what he had to say, the reader might feel certain beforehand that
all the leading principles of the existing structure of European and even of English
society would be assumed, not discussed: or if occasionally a writer, to satisfy his
ideas of scientific completeness or didactic symmetry, gave a place in his book to a
few remarks in justification, for example, of the institution of private property, there
was a slightness in the texture of his argument—an air of carelessness and “routine” in
the “selection” and treatment of his topics, showing plainly that the contest was but a
sham fight, with no serious adversary. Now, however, in this, as in many other
respects, there is a change perceptible, at least in the higher regions of political and
moral discussion. The days of taking for granted are passing away: doctrines and
principles, which were lately deemed an infallible standard for the decision of
disputed questions, are now required to produce their own credentials. The minds of
thinkers and readers have become unsettled, and there is a growing conviction that
they have to be disturbed still more before they can be again settled on any firm basis.
The value of a treatise on social subjects now principally depends on the worth of its
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treatment of precisely those topics which, but recently, were not even made subjects
of discussion.

It is under this aspect, then, that we shall first consider Mr. Newman’s book; these
being also the topics on which he first enters, and forming the principal subject of
several of the thirteen lectures into which the work is divided.

The business and relations of life, within the province of political economy, are
mainly constituted on the basis of private property and competition. Another practical
principle, commonly called association or co-operation, also rules within certain
limits, which, as society advances, are progressively widening. Many eminent
reformers, being forcibly impressed with the mass of physical and moral evils which
are not only consistent with, but directly grow out of the facts of competition and
individual property, have adopted the opinion, that these facts, so full of deplorable
consequences, should cease—that individual ownership, at least in the instruments of
production, should no more be suffered, but that all who are capable of work, should
form themselves into co-operative associations, work for the common account, and
share the produce with each other and with those unable to work, not by competition,
but on a prearranged principle of justice. Opinions are not unanimous as to what this
principle should be; according to some, equality; others say that each should receive
according to his or her wants and requirements; others, again, hold that quantity and
quality of services should be considered, and that those who do most for society
should receive most from it. There is also a great variety in the means proposed for
holding the members of the association to the fulfilment of its conditions. All the
supporters of association, as opposed to competition, however they may differ
respecting the rules of association, call themselves, or are called, Socialists.

In this controversy, Mr. Newman takes part with things as they are; he dislikes
socialism, and is in favour of private property and competition. He does not defend all
the applications which are made of the idea of property, nor deny that there are evils
and injustice in the present economical order of society, and that a great part of these
may be remedied; but his position is, on the whole, that of an apologist for the
existing social system.

His defence of private property and competition, against socialist attacks, is not at all
calculated to convince an opponent, or to remove doubts or difficulties in the mind of
a sincere inquirer. Some just and valid reasons he of course brings forward. The
benefits that flow from private property and competition are, like the evils, too
obvious to be missed; and there is so much exaggeration, and often radical
misconception, in a great part of what is said on the other side, that no advocate of
private property against its opponents can help being often in the right; but when Mr.
Newman steps, even for an instant, out of the veriest commonplaces of his subject,
what he finds to say always admits of a very obvious reply.

For example, an argument on which he lays great stress, is, that the idea of property is
not created by law, but exists anterior to law, which only recognizes, sanctions, and in
certain cases, limits it [pp. 29ff.]. From the beginning, he argues, people have a sense
that what they have called into existence by their skill and labour is their own, and
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that they are wronged when they are deprived of it. The fact is historically and
psychologically true. A socialist, however, might say that it is of small consequence
what are a savage’s ideas of justice; that if a savage thinks he has a property in the
weapon or the ornament which he has fashioned, he is, as Mr. Newman admits,
persuaded that he has a property as unquestionable and as unlimited in human
“beings: in the captives whom he has taken in war. Socialists, however, can afford to
admit the right of the savage to the produce of his own industry, and they do so with
perfect oonsistency. They” are the last who can be accused of undervaluing the right
of those who work, as against those who take without “working. Their® quarrel with
existing arrangements is precisely because that right is not, as they contend, respected
Jsufficiently. But' they do not deny that until mankind have adopted a just rule for
sharing the produce of their combined labour, each should be protected in the fruits of
his own; that it is unjust to take from any one when he has, without also giving to him
when he has not; that so long as the individual cannot look to society to compensate
him for his bad chances, it is just to leave him the benefit of the good. This is not, in
the smallest degree, inconsistent with desiring to do away with dependence fon®
chance, and make reward depend on exertion alone; and this socialists assert to be
possible.

Mr. Newman thinks it a sufficient argument against socialism that property is of
natural rlght It would be necessary to settle, in the first instance, what this expression
"means. We” apprehend that what is called natural right, would be more properly
described as a first appearance of right; it is a perception of fitness, grounded on some
of the more obvious circumstances of the case, and requires, quite as much as any
other first impression, to be corrected or controlled by the considerate judgment. So
partial and imperfect are these supposed natural impressions of justice, that almost
every disputed moral or social question affords them on both sides. Mr. Newman
appeals to a natural feeling of the right of a person to what he has made; socialists
appeal to a natural feeling of the right of every one who is born, to be born to as
advantageous a lot as every other human being. The question is a very complex one,
into which the not offending these supposed instincts about rights, may be allowed to
enter as one consideration, but not a principal one, of the many involved. The ultimate
standard 1s the tendency of things to promote or impede human happiness, and to this
even Mr. Newman is obliged to resort, though like others of his school, he tries to
show that he only does it when his other standards fail him. Thus he says, that
expediency must decide whether persons shall have power by will to tie up their
property to particular uses, because “by nature, whatever property a man possesses, is
his to keep or to give away; and therefore, by his last will, he may give it to
whomsoever he pleases, but he has no natural power or right to give it away under
limitations.” [P. 32.] This restriction of his assumed “natural right” is very arbitrary.
If, by nature, he can give the thing to whomsoever he pleases, absolutely and
unconditionally, why can he not, in the exercise of the same right, give it on condition
of a promise? and that admitted, everything else follows, even to an entail in
perpetuity. If the question is to be argued as one of natural right, Mr. Newman would
find 1t difficult to reply to the many moralists and jurists who have said that there is
no natural right whatever to bestow property by 'will. One’ can only give (it may be
said), what one has; after death the thing has passed out of the possession of the
person who was the owner, and he can exercise no power over it. Bad as this
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argument is, and deserving no better name than that of a lawyer’s quibble, it is yet
preferable to Mr. Newman’s.

1t appears to us that nothing valid can be said against socialism in principle; and that
the attempts to assail it, or to defend private property, on the ground of justice, must
inevitably fail. The distinction between rich and poor, so slightly connected as it is
with merit and demerit, or even with exertion and want of exertion in the individual,
1s obviously unjust; such a feature could not be put into the rudest imaginings of a
perfectly just state of society; the present capricious distribution of the means of life
and enjoyment, could only be defended as an admitted imperfection, submitted to as
an effect of causes in other respects beneficial. Again, the moral objection to
competition, as arming one human being against another, making the good of each
depend upon evil to others, making all who have anything to gain or lose, live as in
the midst of enemies, by no means deserves the disdain with which it is treated by
some of the adversaries of socialism, and among the rest, by Mr. Newman. Socialism,
as long as it attacks the existing individualism, is easily triumphant; its weakness
hitherto is in what it proposes to *substitute. The* reasonable objections to socialism
are altogether practical, consisting in difficulties to be surmounted, and in the
insufficiency of any scheme yet promulgated to provide against them; their removal
must be a work of thought and discussion, aided by progressive experiments, and by
the general moral improvement of mankind, through good government and education.

The following paragraph contains Mr. Newman’s summary of his criticisms on
socialism:—

Their errors I would classify as moral, political, and economical. Moral:—1st, In
speaking as though my duties were equal towards all mankind; which is untrue. To
have any but a very secondary care for those who are unconnected with me in the
relations of life, would be a hurtful Quixotism. 2nd, In wonderfully undervaluing the
difficulty of subduing a ruinous selfishness in a community that lived on common
property. Political:—In imagining that such a community, if men were allowed to
choose their own occupations, would not presently break in pieces from the rival
preferences; or that if it were subjected to the despotism of a single mind, it would fail
to degenerate into apathetic stupidity. But my peculiar business is with the Economic
error, which consists in blindness to the fact, that there can be no such thing as price,
except through the influence of competition; and that if they mean to allow exchanges
between community and community, they ought to abandon this declamation against
competition.

(Pp. 10-11.)

Of these objections, the second alone touches a really vulnerable point. The other
three appear to us inconsistent with any just conception of the subject, or any
knowledge of the opinions of socialists; and the first “moral objection,” in point of
moral judgment and feeling, thoroughly vulgar minded. To regard impartially the
interests of all—to be concerned in any but a very trifling degree for those who are
not in some special relation with self, is termed Quixotism! a word invented to hold
up to contempt any nobleness and generosity beyond the conception of the common
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herd. With respect to “duties;” if at present our duties are not “equal towards all
mankind,” this is only true as a consequence of the institutions which it is adduced to
justify. The duty meant is, of course, that of beneficence; for the duty of justice is
“equal towards all mankind.” If, then, we are more bound to good offices towards
certain persons than towards others, it can only be because those persons are by
position more dependent upon our good offices. The argument therefore is in a circle.
It is this—the system of private property and insulated families, causes a certain group
of persons to have only each other to look to for help and sacrifice; therefore they are
more bound towards each other than towards other people; therefore it would be
wrong to take away the exclusive dependence, because, to do so, would abolish the
exclusive obligation!

As well might it be said, If [ am a soldier, I am bound to fight against those with
whom my government is at war, therefore there ought to be soldiers and war. If there
is an established clergy, they are bound to teach the doctrines of their church,
therefore there ought to be an established church. If the decisions of the judges ought
to be according to the laws as they are, therefore the laws ought to be as they are. The
answer is, that bad as well as good institutions create moral obligations; but to erect
these into a moral argument against changing the institutions, is as bad morality as it
is bad reasoning.

The “political” objection is, that the socialist community would break in pieces if the
members were allowed to choose their own occupations, and stagnate if a single mind
chose for them. It shows a great lack, either of invention or of candour, to see only
this alternative, and admit no choice in human affairs between no government at all,
and the despotism of one. A teacher of political economy, writing against socialism,
should have known something of what has been proposed by socialists, for getting
over the difficulty. According to Owen, the able-bodied would share by turns all kind
of necessary labour; the community deciding in general assembly, or by its elected
officers, what labours are necessary. According to Fourier, each would select his or
her own occupations; but if some employments were chosen by too many persons,
and others by too few, the remuneration of the former would be lowered, and of the
latter raised, so as to restore the balance. Socialists may be over-confident, but they
are no such fools as Mr. Newman takes them for; they have foreseen many more
objections than he tells them of; and if there are others which they have not foreseen,
or have not effectually provided against, his criticisms do not reach the depth even of
lth_eirl failures.

There remains the “economic” error: “blindness to the fact, that there can be no such
thing as price, except through the influence of competition;” nor, therefore, without
competition, can there be any exchanges between community and community.
Socialists would reply, that they propose that exchanges between community and
community should be at cost price. If it were asked how the cost price is to be
ascertained, they would answer, that in the operations of communities, every element
of cost would be a matter of public record; ™ that every dealer, on the private system,
is required and able to ascertain what price will remunerate him for his goods, and the
agents of the communities would only be required to do the same thing. This would
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be, no doubt, one of the practical difficulties, and we think it somewhat undervalued
by them; but the difficulty cannot be insurmountable.

The following is one of Mr. Newman’s arguments for competition:—

The truth is really plain, but needs to be enforced, that competition, though, like all
the laws of nature, often severe, is yet a beneficial, as well as a necessary process. If
desire to get my garden dug, and am about to pay a man 4s. for his day’s work,
merely because I have been accustomed to pay that sum; but before I have agreed
with him, another man offers to do the same work for 3s. 6d., the presumption is, that
the latter is in greater need, and, unless I am in some previous moral relation to the
former, which ought to be respected, I shall do a more humane act by employing the
one at 3s. 6d. than the other at 4s.

(P. 12.)

Humanity may be a reason for employing the man who will take 3s. 6d., but not for
paying him only 3s. 6d. Humanity dictates giving the preference to the most
necessitous, but does it dictate taking advantage of his necessities? Would not any
person, in a right moral state, pay to the necessitous as much as he would have paid to
the man who needed it less? If 4s. are the fit and proper wages for a day’s digging, it
is an evil that competition should reduce wages below that amount. Mr. Newman may
say that there is no mode of deciding what are the fit and proper wages; but he cannot
pretend that competition decides it. The question, then, is resolved into the possibility
of determining by law, what wages society can afford to give to those who do its
work. Now, what there is to be said as to the difficulty of deciding this, or of
enforcing the decision, does not apply to socialists; in their communities no such
difficulties would exist; there would be no doubt either what could be given, or that it
would be given. Socialists do not say that competition can be dispensed with in
society as it is. But they say it is a great defect in the constitution of society, that it can
only work by such an instrument.

As we are not on the present occasion discussing socialism, but Mr. Newman’s book,
these examples of his treatment of that subject may suffice.

As a treatise on political economy, in the narrower sense—an exposition of the
working of existing economical laws, of the causes by which the amount and
distribution of the produce of labour are determined under the conditions of the
present social organization, Mr. Newman’s book does not afford much to be said,
either in commendation or in dispraise. He has followed, in general, the best previous
authors; not implicitly, but his deviations from them in "our” opinion are seldom
improvements. Not a few of his criticisms on them are evidently grounded on
imperfect acquaintance with their works. For example, speaking of what is called the
Ricardo theory of rent, which he in the main agrees with, though a number of his
pages are employed in combating it in detail, he says, “it assumes that wheat is the
only agricultural product, and that the value of land 1s to be measured by capacity of
producing it.” (P. 153.) This is a complete misapprehension. Ricardo’s numerical
illustrations are expressed in quarters of wheat; but any one, who will take the trouble,
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can adapt the theory to all other products of land; his successors have partially done
so. Mr. Newman’s other objections to the doctrine, as a practical representation of the
facts, have reference chiefly to the allowance which must be made in this as in all
other theories of political economy, for disturbing causes, and especially for fixed
habits, and the difficulty of removing capital to another employment, which difficulty
he deems peculiarly great in the case of agriculture. We believe it would be more
correct to say, that as far as regards rent the influence of this disturbing cause is
particularly small. A farmer either has a lease, and in that case he makes his contract
so as to be repaid during the currency of his lease for the sacrifice of that portion of
his capital which he cannot remove; or he has no lease, and in that case, if he has
ordinary prudence, he does not sink his capital, but keeps it in a form to be capable of
removal at six months’ notice. The only remark of Mr. Newman, tending to a
correction of the Ricardo theory, to which we can allow any value (and that remark
has been made by others before him) is, that there are many small capitalist farmers,
whose position, in respect of rent, is analogous to the peasant farmers of Ireland,
inasmuch as they cultivate for subsistence, not for trading profit; and as long as they
can live by their farms, never think of changing their occupation, however their
profits may be reduced. If such persons, therefore, are numerous, habit may keep up
their rent, or competition may raise it, beyond what would be the value of their farm
on any mercantile principle.

A doctrine respecting price continually recurs in the book, apparently without any
knowledge of its being disputable, which a more careful reading of former writers
would have corrected. It is used (p. 25) as an argument against protectionists, but is
not the less, in our opinion, erroneous; it is, that price (the price of food, for instance),
can only be raised by diminishing the supply. We apprehend it is quite possible that
the supply may be as great at a high as at a low price. We grant, that if there were no
power of diminishing the supply, the price would not rise; but it is not necessary that
the power should be exercised; and even if it be exercised, the diminution of supply
will not necessarily be more than temporary. As much will be produced at the
increased price as can find a market at that price: there will be no permanent
diminution of quantity, unless the heightened price has placed the article beyond the
means or the inclination of some of the consumers. In the case of an article of
necessity like food, it might easily happen that as much might be demanded and as
much consequently produced after the rise of price as before. The inconvenience to
the consumers would then consist in the privation of something else, a greater part
than before of their means of expenditure being required for food.

The operation of tithes is discussed (pp. 165-175) without any apparent knowledge of
the view taken of it by the best writers since Ricardo—namely, that a tax of a fixed
proportion of the gross produce raises the price of the produce in that proportion. The
author displays, with the minuteness of numerical examples, what he supposes to be
the effect of a tithe in discouraging improvement; tacitly supposing, that when the
farmer is taxed one-tenth of his produce, he obtains no higher price than before for the
remaining nine-tenths. If the price rises in proportion to the tithe, all his conclusions
are vitiated. A tithe undoubtedly prevents many improvements, which would be made
if there were the same price without any tithe to pay; but all those which would be
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profitable if there were no tithe, and the price of produce were a tenth lower, will be
profitable in spite of the tithe.

On the population doctrine of Malthus, Mr. Newman’s opinion is, that “when stated
as an abstract theory,” it is “undeniably true; but that every practical application,
which either Malthus or his followers have given it, is deplorably and perniciously
false.” [P. 107.]

One of the “practical applications” which he seems to have in view, is the objection at
first made by Mr. Malthus against poor laws: thus far, however, he is fighting
shadows, since no Malthusian now condemns poor laws when so administered as not
to take away the inducement to self-support. It is difficult to see, from any of Mr.
Newman’s explanations, in what consists the “Malthusianism” which he objects to.
He says “it is impossible for any poor man to hope that his individual prudence in the
delay or renunciation of marriage, will ever be remunerated by a higher rate of wages.
He knows that others will swamp his market with their children if 4e live childless. If
the good alone are Malthusians, the bad families will outbreed them.” (Pp. 109-10). ¢
This is perfectly true: what is wanted is, not that the good should abstain in order that
the selfish may indulge, but such a state of opinion as may deter the selfish from this
kind of intemperance by stamping it as disgraceful. He next says (p. 111) “it does not
appear that Malthus, or any of his followers, have given us any test by which we may
ascertain that we are actually suffering under redundancy of population.” They have
given the only possible test: they say that population is excessive when, in a country
in which labour is tolerably productive, wages are too low. “The only intelligible
test,” according to the author, of general over-population, “is that propounded by Mr.
Lawson@ —viz., a people is then beginning to press on the limits of its subsistence,
when a larger and larger portion of its entire power is needed to raise the food of the
community.” [P. 111.]7 Independently of all other objections to this criterion, it does
not show whether the pressure on the means of subsistence is too great, but only
whether it is increasing. No Malthusian, we believe, thinks that the pressure of
population is greater, relatively to the means of subsistence, than it was thirty years
ago. No one can think so who believes that there has been any moral or mental
improvement in the people. The complaint is, not that there is no improvement, but
that there is not improvement enough—that wages which, with greater restraint on
population, might be as high as in America, are kept down by too rapid multiplication.
Malthusians would deplore that the advancement constantly taking place in the arts of
life, and the good which may be expected from improved social institutions, and a
better distribution of the fruits of labour, should be nullified for practical purposes, by
serving, as such things have always hitherto done, to increase the numbers of the
labouring class much more than to improve their condition.

The part of these lectures to which we can give most praise, is that which treats of the
limitations to the right of property, and especially of property in land. We agree fully
with Mr. Newman in the doctrine that there can be, morally speaking, only a qualified
property in things not produced by labour, such as the raw material of the earth. We
might go further, and say, that there is only a qualified property in anything not made
by the individual’s own labour; but we confine ourselves at present to property in
land. We think this subject so important, and so usefully (though not altogether
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unexceptionably) treated by the author, that we shall make a rather long extract from
his observations:—

If a solitary family land on the shores of an empty continent, like Australia, and
occupy a plot of desert land, prior occupation would confer on them a right superior to
that of any other claimant. After they had cultivated it ten years, if a stranger tried to
drive them off, all bystanders would call it an invasion of right. Let him take a portion
of the unoccupied land if he please, but not eject them from that which they have
made their own by usage and by improvement. . . . . .

If the stranger, on considering the labour which it will cost him to clear copses, to
make fences, to dig drains or wells, to build outhouses, to make roads, or execute
other works, to say nothing of the dwelling-house, chooses to offer a price to the
pioneers of civilization for their improvements, on condition of their yielding up the
farm to him, it needs no proof that they are able to make over to him the whole of
their right, and that the price which they receive will have been honestly earned. But
thereby they abandon all further claim to it.

Should he not be rich enough to pay down what they regard as a fair compensation for
their labour, the contract may take the form of a yearly payment on his part, which
may perhaps be called a rent. But supposing it to be intended as a remuneration for
the trouble which they have taken with the estate, the payment will, in fact, be a return
of profit to the capital sunk, exactly as in a common house rent. . . .. ..

Let me alter my supposition. After the colonist has held his land for some years, he
removes and occupies a different spot. A new colonist comes in, and seats himself on
the vacated ground. Can we imagine the first occupant hereupon to send him word,
not to intrude on his private property, but to go elsewhither? I think not. The new
comer would reply, that empty ground is open to all; that the first was free to use, to
occupy, to keep; but what he has left he cannot keep. At the utmost he might hope to
receive some thankoffering from the new comer, as soon as it proved convenient, as
an acknowledgment of the advantage derived from his predecessor’s labours. But any
claim on his part to be regarded as the owner of the soil would be treated with
contempt. ‘What!’ the stranger would reply, ‘did you create the earth? or why is it
yours? You used it while convenient, you abandoned it when convenient; and it is
now mine as much as it then was yours.” . . . ...

But what if a settler were to forbid a stranger to occupy land within a mile of that
which the former was cultivating, saying that he wished to keep this for galloping and
hunting ground, or that he expected it would be useful to his children twenty years
hence? This surely would be greedy usurpation, not to be defended by the plea that he
had set up marks, or run a light trench, to denote the extent of his intended park, or of
his children’s future estate. Where land is so abundant and so equally convenient, that
each may exercise his caprice without inconvenience to others, even caprices might
be respected; but none would be justified in thus excluding their neighbours from
valuable sites. If any one who pleases is allowed to carve out a park in the wilderness,
yet he cannot be allowed to take the river-side for it, so as to shut others out from its
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conveniences. Over land that has never been subdued and improved by labour, no
individual has any moral claim. Being wild, it is public.

Let me suppose that the English Crown, while it was the legal owner of vast tracts in
interior America, gave away an estate ten miles square to some British subject, who
succeeded in planting colonists on it, from whom he received some trifling rent. This
rent they are willing to pay, in order to get security from molestation. Time goes on,
and a political revolution overthrows all power of England in those districts. The
increase of population and the industry of the farmers has gradually improved the
farms; a new generation has succeeded; and now the representative of the first
grantee, calling himself the owner of the soil by gift of the King of England, claims to
raise the rents of the farmers, because of the increased value of the farms. Is this
conceivable? In England, undoubtedly such things are done: but if not enacted by a
most peculiar state of law, it certainly would never suggest itself as right. In America
such a claim would be a signal to the farmers to pay no more rent. They would say,
this man, who calls himself landowner, has done nothing for the soil. By favour of an
old king, his predecessor was once invested with a nominal right over it; that right
was worth something at the time, and it was paid for: it is worth nothing now, and we
will pay no longer.

(Pp. 134-9.)

The conclusion is, that property in land is essentially subordinate to public
convenience; that the rights of the landed proprietor ought to be construed strictly;
that the law should not merely, as in the case of moveable property, forbid him from
using it to the injury of others, but should compel him to allow to others all such use
as 1s not incompatible with the purposes for which he is permitted to exercise
dominion over it; and, finally, that it may at any time, if the public interest requires,
be taken by the legislature, on payment of compensation.

Imagine a continent like America to be gradually covered by tenant freeholders, each
of whom is recognized, for the present, as absolute owner of the soil which he
cultivates. You will yet see that an increase of human population might hereafter take
place, so great that the law must refuse any longer to admit the right of the freeholders
to be absolute. For to allow anything to become a complete private property it must
either be needless to human life, as jewels; or practically unlimited in quantity, as
water; or brought into existence by human labour, as the most important kinds of
food; and it is rather as a result of experience and wisdom than by direct moral
perception that we forbid all invasion of private property in food, even to alleviate
public famine. Now, as water, which is ordinarily allowed to be private, becomes
public property in time of siege, so soon as its quantity is painfully limited; and as the
possessors of wells would then be indemnified for the expense of their well only and
not for water, so if at any time land becomes needed fo live upon, the right of private
possessors to withhold it comes to an end, and the State has merely to secure that they
be liberally indemnified for their actual expenses, and for any fixed capital which they
are made to yield up.

(Pp. 140-1.)
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The concluding sentence is ambiguous, and if the writer means that landowners have
no claim to indemnity for the market value of their land, but only for the capital which
has been laid out on it, we cannot admit that he awards full justice to them. It is true
the original claim to hold land as private property, was only valid in so far as it was
grounded on past, or conceded with a view to future, expenditure of labour and
capital. But when the law has given more than this—has allowed the original powers
of the soil to be permanently appropriated, and to pass by purchase and sale to those
who have paid full value for it in things produced by labour—this property is no more
a fit subject of confiscation than any other. Society has no right to seize upon one
particular kind of property, and on the ground of a moral defect in the first title, a
thousand years ago, turn out the possessors with no compensation except for actual
expenses. For the sake of great public reforms, sacrifices may have to be imposed on
the possessors of property, but not on one class or description of property peculiarly,
no more than on one individual; and the most proper time for demanding such
sacrifices is on the occasion of succession by death, that being the mode which least
inter;feres with the habits and expectations which have grown up under the sanction of
law.

The last two lectures relate to “Remedies for Pauperism,” distinguished without much
precision into “Public” and “Economical.” Most of these “remedies” have no peculiar
reference to pauperism, but apply generally to what the author considers as evils in
the present state of society; with his conception of which, though we think at least as
ill of the present state of society as he does, we can by no means agree.

Mr. Newman considers as the great evil in society, that it is, what he calls, morally
“disorganized;” that it is “relapsing into a disorganization similar to that of primitive
barbarism.” [P. 292.] Many other writers have said the same thing; it has been said,
especially by the various socialist schools of the continent, but they said it in a
different and a far deeper sense than his. They meant by it the gradual wearing out of
belief in the old creeds and doctrines, and the sort of interregnum which precedes the
growth and general acceptance of other and higher convictions. This, however, is not
what Mr. Newman means by moral disorganization. His complaint is, virtually, that
the old doctrines and old institutions do not continue. He complains that human
beings are not bound together into fixed groups by an irrevocable bond; that hardly
any of the relations of life are permanent; that people do not always hire the same
labourers, buy and sell with the same persons, work for the same employers, and so
forth; which he not only thinks it desirable they should do, but would have them
permitted and encouraged to bind themselves to do by a legal engagement.

He who buys once at a shop, or in a fair, enters into no permanent moral relation with
the seller nor conceives any particular interest in his welfare; but if we, every day of
our lives, see the same street-sweeper at the same crossing, the repeated sight gives
him some kind of lodgment in our good will and good wishes. . . We all know that the
sanctity of marriage depends upon its permanence, and the same is true of all other
relations. But nearly all of these are apt to be dissolved by change of place, hence a
flitting population loses internal coherence. The masses which meet externally in
large towns have lost all organization. They work at certain trades, or for certain
masters, and sell to certain shops, or in the open market or street; but they have no
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fixed moral unions with any part of the community, except the narrowest ties of
family life. . . . Marriage, with the kinsmanship arising out of it, is fast becoming the
only permanent relation in cultivated England, so grievously disorganized are we, so
deplorably has the temporal power forgot its moral mission.

(Pp. 291-2.)

Thus, while the thinking minds of Europe are tending more and more to the opinion
that the enforced adherence to a choice once made, the irrevocability of an error once
committed, is a vice and an immorality in the institution of marriage, Mr. Newman,
on the contrary, makes the indissolubility of marriage the type of what he thinks
desirable in social relations generally. He would have labourers encouraged (pp.
322-3) to bind themselves by what he terms “labour-leases,” [p. 327] to the same
employer for long periods; and he would re-establish the relation of patrons and
clients (by a ceremoney at church!) between domestic servants and their masters.

In the Hebrew law, if a servant loved his master and his family, and desired to serve
for ever, the master performed a symbolic act by which the servant became nailed to
the house as a permanent part of it, and the same result would everywhere be a
wholesome consummation. Our difficulty is that custom needs to grow up as a guide
to law before enactments can be wise and profitable, while, in fact, custom has long
been moving in the opposite direction, making the union of master and servant, as of
buyer and seller, more and more transient. In ancient times religion did for a nation
what law could not do, and so it might be with us if we would wink at some of our
differences, and if the ministers of religion were not bound in iron fetters. Else, if
had a servant whom I esteemed, and who trusted me, why might I not come forward
with him before the Church and exchange solemn pledges with him; I, declaring that I
take him as my client, and promise to him a kindly protection and care for his welfare;
and he, avowing that he takes me as his patron, and promises to me honour and
respect? After such a mutual public recognition, a neglect of duty on either side would
incur moral censure. Precedent would grow up, indicating and limiting the rights of
the parties, and it would ultimately appear whether the sanction of legislation was also
desirable. By the institution of clienship, every family rich enough to have servants
would be brought into nearer contact with a number of poorer families. For when a
client married, or on other grounds left the patron’s house, the bond would not be
broken; and that result would in part be brought about, which is so very desirable in
large towns, a definite relation between certain richer and certain poorer men.

(Pp. 304-6.)

Permanence in human relations is not a good, perfse. Permanence? when it is
unforced, spontaneous, when the relation is permanent not because the persons
concerned cannot, but because they will not change, is a proof or a presumption that
the relation has been found good by experience, and when thus voluntary, it doubtless
excites in the persons concerned a much greater degree of reciprocal interest in the
well-being of each other, than arises from a relation known and intended on both sides
to be transient. But because these are the natural effects of a permanent connexion
when it is permanent because it is preferred, and when every month or year that it
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continues affords additional proof of voluntary preference; this is no ground for
expecting that the same benefits will arise from making the connexion permanent
whether preferred or not. The only “moral relation” which there is any certainty of
establishing by such means, is one of moral obligation, which in itself, and
independently of the purposes for which it exists, cannot be accounted a good. Ties
are not desirable merely because they are ties; duties ought not to be created merely
that they may be fulfilled; the only ties which are desirable in themselves are those of
love and attachment, and we are very sceptical respecting the attachment to a position
which is engendered by not being able to get out of it. If the attachment would not
exist without compulsion, patience and resignation would be its more suitable
epithets. There is such a thing as making a virtue of necessity, but that is no reason for
creating as much necessity as possible, in order that there may be the more virtue.

Mr. Newman seems to be under an historical delusion on the subject of permanent
union. He thinks that human beings began by being solitary and isolated; that the first
step out of barbarism was marriage, and that every advance in civilization was marked
by the greater number and closeness of permanent ties. Accordingly the tendency
which he now perceives in a direction contrary to permanence, presents itself to his
mind as a relapse into barbarism. We find no warrant for this doctrine in history.
Whether there was ever a time when human beings lived in a state of entire isolation,
we have no means of knowing: but the rudest men of whom we have any knowledge,
either in past or in present times, were bound by ties of great strength and
permanency, either to their family in the patriarchal "sense” , or, like North American
Indians, to their tribe: and in the earliest known nations which had industry and laws,
men were bound even to their hereditary occupations. There is a period doubtless in
the upward growth of society, during which there is a tendency to bring every
individual into permanent relations with some other or others. The reason is that
permanence is the earliest contrivance for the tempering of oppression. When there is
no law capable of restraining the tyranny of a powerful man, his weaker neighbours
consent to become his vassals, that he may have an inducement to protect them
against all tyrants but himself, and that the degree of interest which he may feel in
them as his dependents, may serve (instead of*conscience or humanity) as a motive to
confine his own tyranny within some bounds._

This particular phasis of social progress attained its greatest development in the
middle ages, which according to Mr. Newman’s theory, should be the type of
perfection in social life; since there was no one, the king excepted, who was not
bound by an indissoluble relation to some superior, and no one save the lowest of
serfs who was not tied by some reciprocal obligation to a host of inferiors. When this
social organization had reached its height, all subsequent improvements assisted in the
gradual decomposition of it. As society emerged from a state of mere compromise
with lawlessness, and came to some extent under the authority of impartial laws, each
step in advance has set free a less or greater part of the community from enforced ties.
The workman no longer needing the protection of his guild, is no longer tied to it; the
labourer has ceased to be the serf of any seigneur; the nation is no longer entailed by
hereditary right on a particular line of rulers. These “permanent moral unions” have
been dissolved, because in themselves they were an evil, when the exigencies which
alone rendered them useful had ceased to exist. And since such exigencies are not
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likely to return, it may safely be predicted, that whatever permanence is to be looked
for as the consequence of future improvement, will be the effect of reason and free
choice, not of irrevocable engagements;—will be voluntary, and not in any shape
compulsory.

Even putting compulsion out of the question, such fixity of relations as Mr. Newman
aims at, is inconsistent with a rapidly progressive state of society and life. By his
theory on this subject, he is an apostle of Conservatism. His ideal could only be
realised in an age of standing still. The spirit of progress, the best and only hope of the
world, is incompatible with shutting the door, first here, then there, against change for
the better. Even physical progress, improvement in the material arts of life, is not
consistent with his system. If customers were always to adhere to the same dealer as
long as they found him honest, it would doubtless be an encouragement to honesty,
but a great discouragement to improvement. To whom could the producer or dealer
who supplied better goods at lower prices, look for his remuneration? Fixed personal
relations, as a general rule, can only belong to a fixed state of society. Until Mr.
Newman or somebody else can point out any existing state of society which it is
desirable to have stereotyped for perpetual use, we must regard as an evil, all restraint
put upon the spirit which never yet since society existed has been in excess—that
which bids us “try all things” as the only means by which with knowledge and
assurance we can “hold fast to that which is good.”@

Some of the measures of political improvement which Mr. Newman advocates, we
recognize as useful, though not always for the reasons he assigns. He insists much on
the value of provincial legislatures, to transact the local business now performed by
private Acts of Parliament, together with much other business not now performed at
all. We are of the same opinion; not however for the sake of remedying what he
deplores, “the loss of local patriotism;” [p. 293] for the provincial spirit, in every
country where it exists, is a mere hindrance to improvement. In the United States,
which Mr. Newman justly holds up as a model of local self-government, the local
institutions do not engender local, but general patriotism; or (to call it by a better
name, because unconnected with ideas of narrowness,) public spirit, and intelligent
interest in public affairs.

The concluding chapters contain some useful observations in favour of small landed
properties, of commandite partnerships, of giving the labourers a joint interest in the
profits of the capitalist, and other matters of considerable, though secondary
importance, of which the limits already attained by this article, forbid any more
particular notice.
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THE LAW OF PARTNERSHIP
1851
EDITOR’S NOTE

“Appendix to the Report from the Select Committee on the Law of Partnership,”
Parliamentary Papers, 1851, XVIII, 182. Signed; not republished. Original heading:
“l.—Reply to Queries by J. Stuart Mill, Esq.” Not mentioned in JSM’s bibliography
or Autobiography. No copy in Somerville College.

JSM’s reply was to the following “Form of Queries” (ibid., 181), which was sent to
twelve respondents in all:

“It has been proposed to limit the liability of partners to the amount of their respective
subscription in certain companies or partnerships duly registered.

It has been thought by some persons that such a measure, properly guarded by
regulations to prevent fraud and rash speculation, may assist useful investments for
the combination of capital of the middle classes, and aid useful local enterprises.

It is proposed that this measure should not extend to banking, insurance, or other
employments for capital of a very speculative nature.

Such partnerships of limited liability, under certain rules, are established in France,
Germany, Holland, and the United States of America.

It is desired by some parties that such partnerships should be introduced here.

Your opinion is requested on this subject, with such suggestions as you may think
useful.”

The Law Of Partnership

the liberty of entering into partnerships of limited liability, similar to the commandite
partnerships of France and other countries, appears to me an important element in the
general freedom of commercial transactions, and in many cases a valuable aid to
undertakings of general usefulness.

I do not see any weight in the reasons which have been given for confining the
principle to certain kinds of business, or for making certain employments an
exception from it. The prohibition of commandite is, I conceive, only tenable on the
principles of the usury laws, and may reasonably be abandoned since those principles
have been given up. Commandite partnership is merely one of the modes of lending
money, viz., at an interest dependent on, and varying with, the profits of the concern;
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and subject to the condition, in case of failure, of receiving nothing until other
creditors have been paid in full. This mode of lending capital is evidently more
advantageous than any other mode to all persons with whom the concern may have
dealings; and to retain restrictions on this mode after having abandoned them on all
others, appear to me inconsistent and inexpedient.

The only regulations on the subject of limited partnerships which seem to me
desirable, are such as may secure the public from falling into error, by being led to
believe that partners who have only a limited responsibility, are liable to the whole
extent of their property. For this purpose, it would probably be expedient, that the
names of the limited partners, with the amount for which each was responsible,
should be recorded in a register, accessible to all persons; and it might also be
recorded, whether the whole, or if not, what portion of the amount, had been paid up.

If these particulars were made generally accessible, concerns in which there were
limited partners would present in some respects a greater security to the public than
private firms now afford; since there are at present no means of ascertaining what
portion of the funds with which a firm carries on business may consist of borrowed
capital.

No one, I think, can consistently condemn these partnerships without being prepared
to maintain that it is desirable that no one should carry on business with borrowed
capital; in other words, that the profits of business should be wholly monopolized by
those who have had time to accumulate, or the good fortune to inherit capital: a
proposition, in the present state of commerce and industry, evidently absurd.
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THE INCOME AND PROPERTY TAX

1852

EDITOR’S NOTE

Parliamentary Papers, 1852, 1X, 780-91, and 794-820. Not republished. Original
headings: “John Stuart Mill, Esq., called in; and Examined,” and “John Stuart Mill,
Esq. called in; and further Examined.” Running heads: “Minutes of Evidence taken
before the/Select Committee on Income and Property Tax.” The evidence was taken
on 17 and 20 May, 1852, with Joseph Hume in the Chair, and the following members
of the Committee present on the 17th: Sir Francis Baring, Joseph Henley, Charles
Newdegate, John Lewis Ricardo, Harry Vane, Thomas Vesey, and Sir Charles Wood.
On the 20th the same members were present, except Baring, Newdegate, and Vane,
and in addition Benjamin Disraeli (Chancellor of the Exchequer), Edward Horsman,
T. Sotheron Estcourt, and James Wilson. Identified in JSM’s bibliography as
“Evidence before the Select Committee of the House of Commons on the Income
Tax, printed with their Report, forming Vol. IX of the papers of the Session of 1852”
(MacMinn, 77). No copy in Somerville College.

On 17 May, JSM’s examination includes questions 5222 to 5269 of the evidence
before the Committee; on 20 May, questions 5277 to 5447.

The Income And Property Tax

J. hume:You have given considerable attention to the subject of taxation, and have
published your opinions upon th*e income and property tax? On the general principles
of the income and property tax.l']

What is your opinion of the present income tax, mas regards its fairness and equality
to the different interests affected by it? It seems to me to be the chief defect of the
present tax, that it does not make any distinction between permanent and temporary
incomes, or between precarious and certain incomes. I should not however be inclined
to make so great a distinction in either of those cases as is contended for by many.
The most popular of the plans for remedying the inequality or injustice of the present
tax in making no distinction between permanent and temporary incomes, is the plan of
capitalizing, as it is called, the income, and taxing each income at what would be its
selling value at the moment when the tax is levied. Now this appears to me to involve
an arithmetical fallacy. Suppose, for instance, there were two incomes, each of 1,000/,
a year, the one a permanent income, and the other an income for 10 years, or what is
equivalent, a life income, the life being supposed to be worth 10 years’ purchase.
Supposing that the permanent income would sell for 20 years’ purchase, it would be
double the value of the other, and, according to the maxim of taxing all persons in
proportion to their means without consideration of anything else, all would admit that
an income which is worth only half as much as another income, should pay only half
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as much. Under cover, however, of this principle, it is contended that an income of
1,000 a year which is to last for only 10 years, should be considered as equivalent to
an income of 500/. a year to last for ever, and should be taxed at only the same rate at
which a perpetual annuity of 500/. would be taxed. This appears to me to be
fallacious: because, after converting an income of 1,000/. a year for 10 years into an
equivalent value in perpetuity, that is to say, into 500/ a year in perpetuity, you do not
tax it in perpetuity, which you would do if it were really a permanent income of that
value, but you tax it only for 10 years. The fallacy lies in capitalizing the income
without at the same time capitalizing the tax. It appears to me that you ought to do
both, or neither. The point might be illustrated in this way. Supposing the tax were to
be paid only once, and assuming, as before, that a perpetual income 1s worth 20 years’
purchase, it would be fair to take from a perpetual income of 1,000/ a year exactly
twice as much as you take from an income of 1,000/. a year for 10 years; that is to
say, an income of 1,000/. in perpetuity being worth 20,000/., an income of 1,000/. a
year for life at 10 years’ purchase, would be worth only 10,000/, and therefore ought
to pay half as much as the other. Now supposing the tax were levied once for all, and
that it were a tax of five per cent., the one income would pay 1,000/. once, and the
other income would pay 500/ once, because the one would be worth 20,000/., and the
other only 10,000/.; that everybody would allow to be fair, the one being half the
selling value of the other. As that would be fair if the tax was to be levied only once, I
apprehend that it would be fair in whatever mode the tax was levied; the one ought to
pay what is equivalent to 1,000/., and the other to pay what is equivalent to 500/. But
it is proposed that an income of 1,000/. a year for 10 years only, should be taxed as if
it were an income of 500/. a year, that it should be taxed therefore only 25/. a year,
and should pay that for only 10 years. So that where the perpetual income pays a
perpetual tax equal in value to 1,0007, the terminable income pays a terminable tax
equivalent only to 250/, and consequently pays a fourth, instead of a half, what the
other pays. This, I conceive, is not consistent with the principle of paying in
proportion to means, which is the principle of the tax as at present levied. At the same
time, I do not consider that to be the right principle of taxation. I do not conceive that
the tax should be in proportion to the means only, but that it should take into
consideration the means, and also the wants. I would therefore tax temporary or
precarious incomes at a lower scale than permanent or certain incomes, not because of
their having a less selling value, but because the possessors of those incomes have one
want, which those who possess permanent incomes have not; they are liable to be
called upon in most cases to save something out of that income to provide for their
own future years, or to provide for others who are dependent upon them; while those
who possess permanent incomes can spend the whole, and still leave the property to
their descendants or others. It is for this reason that I would tax a temporary income at
a lower rate than a permanent income.

When you speak of temporary incomes, you include professional incomes? Yes.

You say that in the case of temporary incomes, not only the means but the wants
should be taken into consideration in levying the tax. Are youable to point out what
those wants are, in regard to any particular class of incomes, or to lay down a rule
upon the subject? 1t is impossible to lay down a rule with precision, and entirely
impossible to take into consideration the special circumstances of individual cases;
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but it may be said generally of both classes of incomes, that is, temporary and
precarious, that the possessors will be unable prudently to spend the whole of the
incomes, as possessors of permanent incomes might do. I think that this difference
between those classes of persons and persons having permanent incomes is a ground
for making a distinction between them in taxation. The true principle of the equality
of taxation, I conceive to be, not that it shall be equal in proportion to means, but that
it shall, as far as possible, demand an equal sacrifice from all. If two persons have
equal incomes, and one of them can afford to spend the whole of that income, while
the other is called upon to make a certain reserve to meet future wants, to demand
from these two persons the same annual sum, is to require from them not an equal, but
an unequal sacrifice.

You consider that there would be an equality in the tax if the allowance which you
have now stated were made? 1 am only stating now what appears to me to be the
principal objection to the present tax, namely, that it does not make any distinction
between permanent and temporary incomes. The distinction which I think it ought to
make, would be to leave untaxed such a proportion of the temporary income as it
might reasonably be expected that the individual possessing it should save. Of course
you cannot consider individual cases, you must consider classes of cases, and obtain
as good an average as you can.

In what manner would you be able to ascertain what those wants were? It must be
done to a considerable degree arbitrarily. No rule that can be adopted is perfectly just,
because no two persons are in the same circumstances as to wants and means, but you
may adopt a sort of general standard. It seems to me that the suggestion of taxing
incomes in proportion to their capitalized value is a great deal too favourable to
temporary incomes. If you convert an income of 1,000/. a year for 10 years into a
permanent income of an equivalent value, which we will suppose to be 500/ a year,
and tax the income as if it were 5007, you leave untaxed 500/ out of 1,000/
According to the view I take, this would be only justifiable if it was reasonable and
just to suppose that the person enjoying that income would save 500/ out of the
1,000/. as a provision for future years or for his descendants, or any persons in whom
he is interested. Now this is much more than the owners of life incomes generally do
save, or can reasonably be expected to save. If a person having an income of 1,000/. a
year which he has to work for, and which therefore depends on his life, were to put by
as much as would convert this into a perpetual income of an unvarying amount, that is
to say, on the present supposition, 500/. a year, he would leave to his posterity as large
an income in perpetuity without work, as he allowed himself out of the produce of his
labour, which is a very exaggerated view of the obligations or the probabilities of
saving.

You think that an allowance should be made in all those cases according to the
prudential views of what it is necessary to lay by in order to provide for the old age of
the individual, or to provide for the family which he may have? 1 do not think you
could establish any minute classification, but you might take an average of what those
whose incomes are for life, or for a shorter period than life, might be reasonably
expected to save, and that may, perhaps, be taken to be one-fourth. I say one-fourth,
without much consideration, and without much means of judging, but you can only
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strike a general average. It might, I think, be assumed, that on the average persons
with temporary incomes may prudently expend three-fourths and save the other
fourth; if that were a fair calculation I would tax them on three-fourths and leave a
fourth untaxed.

If I rightly understood you, what you mean is this, that supposing A from landed
property received 4001. a year and B from professional income received 4001. a year,
you would tax the one on 400L., and you would tax the other on 300l. a year? Exactly.

That you put as the average, without being able mathematically to arrive at the
correct result, because the parties enjoying those incomes in each class will require,
in order to act with prudence, to lay by a portion of their incomes to meet future
wants? Of course it is a general average, but it does not seem to me objectionable to
take it as such an average.

Would you apply that to salaries and all temporary incomes? 1 would apply it to all
temporary incomes. But in the case of professional incomes, or incomes derived from
trade or business, where, in addition to being only temporary, they are precarious, I
would make a further distinction in favour of them. A precarious or variable sum
which averages 1,000/. a year is not to any one’s feelings of so great value as 1,000/. a
year of certain income. It would therefore be fair that incomes of the precarious class
should be taxed on a somewhat lower scale, in addition to the exemption of one-
fourth, or whatever other proportion were adopted, on the score of its being a
temporary income. This would not apply to salaries, or any incomes of a fixed
character, but only to those which are precarious; to all incomes from commerce, for
instance.

On that view, probably halfin a trade where considerable risk existed, your
proportion might go up to a half, whilst other incomes were charged upon the three-
fourths? To a certain extent regard is paid to that consideration in the present system,
by allowing losses to be deducted, but it is not provided for completely, because under
the present system all losses are not allowed to be deducted; it is only the loss in a
particular year which is deducted. If for several years in succession there has been a
loss in business, though no tax is levied in those years, yet nothing is given back;
therefore it is not, in the present mode of levying the tax, correct to say that losses are
allowed for; they are only partially allowed for.

sir ¢. wood:Is not loss allowed for in each and every year? If in one year there is
1,000/. gained and 500/ lost, the tax is levied on 500/., but if in the succeeding year
the profits are 500/. and the losses are 1,000/. the State is content with levying no tax
in that year, but it does not refund to the taxpayer, as I conceive in justice it ought to
do.

That is to say, the State does not indemnify a man for the loss of income in any one
year, by paying him a certain sum in that year, although it received the tax from him
in the year when he made a profit? Precisely so; he has paid the tax in those years in
which there was a profit, but in those in which there was a loss he has not received
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anything back, therefore taking a series of years he has paid the tax on more than the
surplus of his profits above his losses.

J. hume: You are aware that under Schedule (A.) for losses arising from repairs, or
other circumstances attending the management of real property, no allowance is
made. Do you consider that just? On principle I should say it is not just; but [ have
not considered the subject very particularly.

Then we understand you to speak of net income after making the allowances which
under each class might fairly be made? Yes. There is something further which I think
is not strictly just with reference to losses. In consequence of the classification of the
sources of income in the return that each person makes under Schedule (D.), the
whole of the losses are not allowed for, even in the same year. As I understand the
matter, if under some of the heads he has received profits, and under others he has
sustained losses, the losses under one head are not allowed to be deducted from the
profits under another. For instance, supposing a person in Schedule (D.) makes a
return that he has lost 500/ by his business, but that he has gained during that year
500/. by the sale of railway shares, he is called upon to pay on the 500/. he has gained
on railway shares, taking no account of the 500/. which he has lost in his regular
business; but I apprehend, in the case supposed, he ought to pay nothing.

You would require each individual under Schedule (D.) to place his whole receipts
and his whole losses, so that he should pay only on the net balance, if it was a profit?
Exactly, and that I conceive must have been the intention of the Legislature, but |
believe it is not the practice.

c. newdegate: You have stated that it would be just in the case of temporary incomes,
and more especially in the case of professional incomes, to allow for a reserve, and
that amount allowed for a reserve should beexempt from the tax, would not that be
equally just under Schedule (A.), in the case of estates, where at certain periods
buildings are required to be renewed as well as repaired? 1 think so, on the principle
that people ought to be taxed only on their net receipts; on the income they receive
after deducting all the charges necessarily connected with it. They ought to be taxed
on that portion of the year’s income which they can afford to spend upon themselves.
That is the principle on which all my remarks have been founded.

Making allowance in all cases for a necessary reserve? Yes.

Have you ever considered the case of the owners of mineral property who receive
what is termed a royalty, which includes rent for the use of the mines and also the
whole of their share of the coal or minerals in each year? 1 have not considered that
case particularly.

Is it not the case that those parties pay the tax upon their whole share of the coal sold
in each year, that coal being absolutely disposed of, and, in fact, being so much
capital? 1 apprehend that they ought only to pay upon the surplus of their receipts
beyond expenses, like other people.
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The case I put is this: under Schedule (A.) the coal-owner is taxed upon the whole
royalty which he receives, that royalty includes the sale of a certain portion of his
coal, which is so much capital; is it just that he should be taxed upon the whole value
of that sale? 1 can only conceive that question to arise in contemplation of the
ultimate exhaustion of the coal mines, but as that must be at so very distant a period, it
does not seem to me that any deduction which could be reasonably made with
reference to that contingency, could make any material difference.

Would you, then, tax the royalty, which includes the value of the coal sold, at the same
rate as you would tax rent, which is only an annual payment for the user of the land?
As far as I can see at present, without much consideration, I should; but in regard to
precarious incomes, such as profits of trade, or professional incomes, which cease
altogether with the life of the person, and are liable to fluctuate from illness, or
varying success, or from a hundred other circumstances, I think the tax is doubly
unjust to the holders of those incomes. In the first place, it taxes them on the whole of
their receipts, but does not deduct the whole of their losses. In the second place, I
conceive that even if you deduct the whole of their losses you will not do full justice
to them. Supposing a variable income which averages 1,000/. a year after all losses
were deducted, but which might cease altogether any day, though on a series of years
the income might be the same as that of a person who had 1,000/. year from land, still
it would not be just to tax it on the same scale, because it is not the same to any one’s
feelings. A permanent income of the same amount is of more value to any man’s
feelings than an uncertain income, averaging that amount, but which may at any time
dwindle to nothing. On that account, if all losses were allowed to be deducted, and
justice done in that respect, still some additional consideration would, I think, be due
to the possessor of a precarious income.

J. hume:Though you do not agree entirely in the principle that the State should levy
the tax by capitalizing the different incomes, still you come to the conclusion that
those who have precarious incomes should not be taxed, as they now are, at the same
rate with those who have permanent incomes? Not only so, but [ would make a
double distinction: in the first place, as regards those whose incomes are temporary, I
would tax only such a proportion of their income as it may be reasonably supposed
they can afford to spend upon themselves, and leave untaxed that portion which they
are bound, or may be reasonably expected to save. In addition to that, where incomes
were precarious, [ would tax even that reserved portion at a somewhat lower rate. For
instance, supposing that permanent incomes were taxed as at present, 7d. in the
pound, then in the case of temporary incomes [ would levy 7d. in the pound only upon
three-fourths of the income; and in the case of precarious or uncertain incomes, such
as those derived from professions and trades, I would take, perhaps, only 6d. in the
pound upon the three-fourths.

Do you think that those classes could be so arranged as to enable the officers who
were employed to levy the tax to collect it with fairness? 1 do not think it would be
possible to make nice distinctions in particular cases, but it seems to me that there
would be more justice in drawing the line a little arbitrarily than in not drawing any
line at all.
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Though you could not draw the line quite correctly in all cases, you are of opinion
that it would be better to attempt it than to continue the present system, which you
consider unjust? Decidedly.

c. newdegate: You stated in reference to the principle of taxation, that means only
should not be considered but wants also to a certain degree, including under the term
“wants” the necessity for making a reserve in the case of persons who have limited
interests. Is there not also this further consideration, viz., the advantages derived by
each from the state, which are not the same in all cases, for instance, are not
professional incomes much more dependent upon the good order and permanent
condition of society than incomes derived from land? It seems to me that all incomes
are essentially dependent upon the protection of government.

But are not professional incomes more so than the incomes derived from land?
Supposing society to be sufficiently ill governed, no property whatever would be safe.

But would not professional men, in the case of society not being well governed, suffer
more than the owners of real property? It seems to me very disputable whether they
would, but supposing they did, I do not conceive that to be a consideration on which a
principle of taxation can be grounded. The just principle of taxation, I conceive to be,
to impose as far as possible an equal sacrifice on all.

According to their means? Yes.

Then, after all, the distinction you have established resolves itself into the principle of
taxation according to a person’s means? Taxation in proportion to means, but with an
allowance in certain cases where the payment of the same proportion would be an
equal sacrifice.

Without a consideration of the necessities of the enjoyment, or the advantages
derived? 1f you could ascertain the particular necessities of every individual, which
you cannot do, and if you could also distinguish the necessities he brings upon
himself by imprudence from those which are inherent in his position, I think justice
would require that you should do so. But as that is clearly impossible, all you can do
is to consider classes of cases; and if you can in any particular class of cases distinctly
see that there is a necessity which does not exist in another class of cases, and that if
you took the same proportion of income from both, it would impose a greater sacrifice
upon the one than upon the other, I think this should be avoided.

You admit that wants are to be taken into consideration in fixing the tax, and that the
tax is to be regulated according to certain classes which you would establish? Yes.

Without consideration of the advantages derived by each class from the institutions of
the country? Exactly.

J. hume:! understood you to have said that taxation is raised for the protection of all
parties in the State; will you explain the words you have now used, “equal sacrifice.’
You say there ought to be an equal sacrifice, but you do not look to the sacrifice
which each individual has to make, but you take it in classes? 1 hardly know how to

’
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give any better explanation than is implied in the words themselves. If the object was
to raise from a number of persons a contribution for some common object, the natural
course would be not to take exactly the same sum from each, because they can afford
it in unequal degrees; and by taking, not the same sum, but the same proportion, you
would still take from them what they could not afford in equal degrees. I would make
an allowance for that circumstance, and I would endeavour so to regulate the sum
taken from each, that each should be required to give up an equal share, not of their
means, but of their enjoyments.

J. L. ricardo: That each should make an equal sacrifice? Yes.

J. hume: You would not look altogether to the property possessed, but toother
circumstances connected with the situation of the property? The amount of the
property is one of the principal circumstances to be looked to, but not the only one.

In a former answer you stated that you would make a certain allowance to all; what
do you mean by an allowance; is it for necessaries, not luxuries? In order to answer
that question, I must enter into another part of the subject, which is, the expediency of
leaving a certain portion of all income untaxed. It seems to me right to exempt from
income tax, and from all taxes as far as you can, the amount of income required for
the necessaries of life. If, for instance, 50/. a year would provide an individual and an
average family, or rather a family just sufficient to keep up the population, with
necessaries of life, so much should be left untaxed.

For rich and poor? Yes. I would not leave incomes of 50/. untaxed, and tax incomes
of 60/. upon the whole 60/.; I would tax them on the surplus above 50/, in order to
take a certain proportion of the surplus, and not a certain proportion of the whole
income.

Is it your view that all property, and all incomes should be taxed, subject to the
exception you have now stated? If the income tax was the only tax, and the whole
national revenue was raised by means of it, I should say so, certainly; but as
circumstances are now, one part of the revenue system must be considered with
reference to other parts. If I were laying on an income tax to supply the whole of the
national expenditure, I would tax all incomes that yield more than the necessaries of
life, and tax them on the surplus above what would yield the necessaries of life. But
under the present system of taxation, it is right to consider whether the remaining
taxes do not press more on the smaller than on the larger incomes. I conceive that they
do, and that this justifies the present exemption from the income tax of incomes under
150/. a year. The excise and customs, and our indirect taxes in general, are levied
mostly on commodities of very general consumption, other articles being seldom
worth the expense of levying a tax: and thus the great mass of our revenue is derived
from the articles consumed by the middle and lower classes. The consequence is, that
probably the people in this country who are most heavily taxed in proportion to their
incomes, are those receiving incomes of between 50/ and 150/ a year, because all
articles of general consumption are consumed in a greater proportion by that class
than by the rich.
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c. newdegate: You consider that under the present system of taxation, what may be
termed luxuries are, in a great measure, exempt? The luxuries of those whose
incomes are small, are taxed much more heavily than those of the rich; and that is
carried so far, that the same amount of tax is often levied on the lower qualities of the
same articles as on the highest qualities.

If I understand you, the luxuries of the comparatively poorer classes are more heavily
taxed, under the present system, than the luxuries of the richer classes? Yes; what |
mean to say is this, that if there were no tax but an income tax, it would be fair to
commence at as small a sum as 50/., which would cover the necessaries of life, and to
tax in all cases the excess above 507, but under present circumstances it is justifiable
to begin as high as 150/ The class between 50/. and 150/. now pay a disproportionate
share of our indirect taxes, inasmuch as the articles upon which those taxes principally
fall, are articles upon which a larger proportion of small incomes than of large
incomes is expended.

sir ¢. wood:Is not this what you mean, that you justify the exemption of the lower
incomes from the income tax, because in your opinion the indirect taxation presses
more heavily upon persons of smaller incomes than upon persons of larger incomes?
Yes.

c. newdegate:lf [ understand you rightly, you would recommend the abolition of the
exemption from the taxes upon incomes under 150l. a year, if you were not of opinion
that the other taxes of the country pressed so heavily upon them,; but you think the
incomes which are most heavily taxed, according to the present system, are the
incomes between 50I. a year and 1501.? Yes.

J. L. ricardo:Most heavily taxed by indirect taxation? Yes; and in order to re-establish
the balance, as the other taxes press more heavily upon the small incomes, it is just
that the income tax should exclusively upon the larger incomes.

You mean that the pressure upon the lower incomes is not from direct but from
indirect taxation? Exactly.

J. hume: Would you recommend a graduated scale in the plan which has been
recommended by Archdeacon Paley,[ ]increasing the tax as the amount of income
increased, and as Mr. Pitt did in the first Act of his?@ I should not be favourable to
taking a larger per centage from the higher incomes than from the lower incomes.

Do we understand you to say that before the present income tax on any class of the
community can be fairly imposed, you must take into view the general amount of
taxation, and how far those who have smaller incomes pay a larger proportion of
their incomes under indirect taxation than others who have larger incomes? Yes.

And therefore the absolute money payment from individuals in the middle and lower
classes of society does not indicate the pressure of taxation on those classes? No, and
an income tax which would not in itself be just, may be rendered just by the necessity
of compensating for the undue pressure of other taxation.
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EYou were asked your opinion as to taxing property on a graduated scale; you stated
that you did not think that would be advisable. Do the same objections, in your
opinion, apply to taxing land or realized property? 1 think there are the strongest
objections to an income or property tax exclusively on realized property. The
objections are that, in the first place, it is taxing people upon what they save, and
leaving them untaxed upon what they spend; and, further than that, it appears to me to
be taxing only the present owners of land or securities. By realized property, |
presume, is understood not property engaged in business, but property which has been
taken out of business if it was ever in business, and invested in some permanent form.
I am using the term “realized” in the sense in which it is generally used by those who
contend for a tax on realized property only. Now, it seems to me that it is absolutely
impossible for the Legislature, by any income tax, to tax future realizations. They can
only tax present realizations. The imposition of a tax on incomes from realized
property, from which tax other incomes were exempted, would lower the price of all
realized property of land and all securities, and all who hereafter bought such property
would buy it at a reduced price; so that they would escape the tax, and it would be
levied exclusively on those who at present hold land or securities. The present holders
would continue to pay the tax after they had parted with the property, because they
would have had to sell it at a lower price. I conceive therefore that the tax would be
simple confiscation of a certain proportion of their property.

You stated that you would not make any exemption from charge in the case of realized
property? Yes.

Does the same rule apply to professional and variable incomes? With reference to
variable incomes, it appears to me that some allowance may properly be made not
only for their temporary nature, but also for their precariousness.

sir ¢. wood: Would you apply your rule of taxing three-fourths only of the income to
temporary incomes derived from realized property, as well as to other temporary
incomes? Yes.

J. hume:Supposing the exemption to be made, to what amount would you descend of
income, both as regards income from landed property and income from professional
exertions? If there were no other tax than an income tax, I would make that tax
descend to the amount which might be considered sufficient for necessaries. I mean
necessaries not very strictly interpreted, and not necessaries for the individual only
who is assessed to the tax, but for the whole of the existing population. At that point,
whatever it is, the income tax should commence, if there were no other tax whatever;
but when there are other taxes existing, it is necessary to consider the incidence of
those taxes, and if they fall, as I think they do, with a much greater proportional
pressure on the smaller than on the larger incomes, it is a fair compensation that the
income tax should fall only on the larger incomes. On that account I think the present
limit of 1501 1s defensible.

We understand you to say, that in order to call for an equal sacrifice from all parties,

not the income tax only, but the other items of taxation bearing on the different
classes of the community, ought to be taken into consideration before a judgment can
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be pronounced as to what would be a fair and equal rate of taxation upon all classes?
Certainly.

The plan you have stated you do not consider to be perfect justice, but you consider it
the nearest approximation to justice, and much better than the present system?
Certainly much better than the present system. But in order to do complete justice, it
seems to me, though it is not a principle generally recognised, that the income tax
ought to exempt all that portion of income which is saved. I express this opinion not
solely on grounds of policy or expediency, with a view to encourage savings, but as a
simple question of arithmetic. If that portion of income which is laid by is charged
with income tax, it pays the income tax twice; first on the capital, and then on the
interest derived from it. For instance, suppose that in one year I save 100/.: if I did not
save that 100/. I should have to pay 3/. to the State, which would leave me 971 to
expend on luxuries or indulgences: but if, instead of spending, I save the 1007, I
should not save it to lock it up, but to invest it; and I should immediately begin to pay
income tax on the income derived from it, which would be equivalent to paying the
tax on the 100/ If I spend the 100L I pay 3/ to the State, and have 97/. for my own
use; if [ save it, [ pay 3/. to the State, which reduces my future income from it in the
same proportion, and I also pay three per cent. on this diminished income; so that, in
reality, I pay the income tax twice, first on the capital, and then on the interest. This
could only be just, on the supposition that [ had the use and benefit both of the capital
and of the income; but I have not. If I have the use of the capital I derive no income
from it; and if [ have the income, it is because I abstain from using the capital.

sir ¢. wood: Your principle is this: if I had an income of 50,000l. a year, and spent the
whole of that income, I ought to pay income tax upon the 50,0001.; but if  were a
great miser, and lived on 1,0001. a year, and saved 49,0001. I ought to pay the tax
upon the 1,00001. a year, leaving the 49,000I. untaxed? The reason for exempting the
49,0001. is, that it will hereafter pay the tax when invested. Instead of paying 7d. in
the pound at once, it will pay an annuity of 7d. in the pound on the interest, the
present value of which annuity would be exactly equal to 7d. in the pound upon the
49,000/. At present, the 49,0001, if spent, only pays the tax once, but if saved, it pays
it twice, although the person to whom it belongs has not the use of it twice, but only
once.

Is not the future tax upon the interest derived from the investment of the capital which
is so saved? Yes, but the interest is all the benefit that by the supposition is derived
from the investment by the owner. The benefit of the capital is obtained by the
labouring class whom he employs, or who are employed by the person to whom he
lends the money.

Do you think that the opinion which you have now expressed in favour of exempting
from the income tax all monies saved is consistent with the opinion which you
formerly gave,@that the wants of parties ought to be considered as well as their
means, in apportioning the income tax? The consideration which ought to be given to
wants, in modification of the rule of taxing persons in proportion to their means,
seems to me quite compatible with interpreting that general rule in the mode which
appears to me arithmetically correct. If the portion of income which is saved pays
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twice as much tax as that which is spent, this is not equal taxation in proportion to
means. The principle of making allowance for wants, does not require that the same
portion of income should pay the tax twice when employed in one way, while if
employed in another way it would pay it only once.

J. wilson: When you say it is taxed twice, you mean that first of all it is taxed as income
in the year when the income arises, and that afterwards it is not taxed once only, but
annually, as the interest of that capital accrues? Yes, that is equivalent to being taxed
twice; first of all, it pays three per cent., supposing that to be the amount of the
income tax, and afterwards it pays in a perpetual annuity, what is equivalent to
another three per cent., so that in fact it pays as much as if it had had to pay six per
cent. at once.

sir ¢. wood:Is not the principle for which you contend of exempting savings from
incomes, equally applicable to increases of all capital in the country derived from
gradual accumulation? Certainly; but if that portion of the income which was saved
was exempted from the tax, it would still be called upon to pay income tax in
proportion as it came to be expended and used for the benefit of the owner.

Therefore all additions to incomes derived from the investment of savings ought, in
your opinion, to be exempt from income tax? 1 am not entering into the question of
what is now practicable, but what would be necessary to make an income tax a strictly
just tax.

Is it your principle that, in strict justice, all income derived from the investment of
accumulated savings ought to be exempted from the incometax? 1 would tax the
income; what I would exempt would be the investment itself. I would not tax the
investment and then the income derived from it; in fact, I would make the tax a tax
upon expenditure, and not upon income.

J. wilson: You would only tax the portion of the income which the man expended, and
not the income which he actually made? Yes; and if he saved any portion of his
income, and afterwards derived income from it, [ would tax that income according as
it came into use by expenditure.

sir ¢. wood: Would you call upon every person under Schedule (D.) to make a return,
not of his income, but of his expenditure? That is a question of expediency and
practicability, and depends on the reliance to be placed on conscience. I do not think
that such a mode of levying the tax would be practicable; but it is necessary to keep in
view the requisites of exact justice, whether they can be completely realized or not, in
order that we may at least approach as near to them as we can.

J. hume:But you state that you do not think it would be practicable? 1 do not see any
means by which you can secure the correctness of such returns, especially if it is
borne in mind, that if a person saves a certain sum in one year, that same sum may be
squandered in the next year, and it would not be possible in such a case to take back
the boon which had been conceded.

PLL v5 (generated January 22, 2010) 59 http://oll.libertyfund.org/title/232



Online Library of Liberty: The Collected Works of John Stuart Mill, Volume V - Essays on Economics
and Society Part II

sir ¢. wood:However just the tax would be, you do not regard it as being very
practicable? That 1s a question for persons of greater experience of details than
myself, but I do not see how it would be practicable.

e. horsman:After all you have said, does it not resolve itself into this, that a person
pays a higher tax because he is a richer man from his accumulation? He would
equally pay a higher tax because he was richer if the distinction which I propose were
made. In consequence of his savings, he would have a greater income next year than
this year; and he would be taxed on the whole of that greater income except any part
of it which he saved in that year.

sir ¢. wood:/n the case of the miser, who saved 49,0001, you would never get the
additional tax from him, however rich he might be? That, no doubt, as far as it goes, is
an objection to what I suggest; but the less he paid, the more would be paid by those
who succeeded to his accumulations.

If the tax is at all imposed in proportion to the advantage derived from the State in the
shape of protection, is it not fair that this party should pay in proportion to that which
is protected? That 1s an objection which if it exist applies to all taxes on expenditure,
and therefore to all existing taxation.

All taxes are not imposed on the same principle as income tax? No; on the opposite
principle, I conceive.

Is not the general principle of income or property tax, that a person should pay in
proportion to the property which he has, and which derives protection from the State?
I would rather say that the equitable principle of taxation is to require from each the
same proportional sacrifice of his enjoyments.

Is not the principle which you have laid down, that each person should be taxed to the
income tax according to the amount of his expenditure? Yes.

J. wilson: The principle which you lay down with regard to income tax you consider to
be exactly analogous to indirect taxes upon articles of consumption, you would
substitute an income tax for Customs and Excise taxes and all other indirect taxes,
and tax a man in proportion to his expenditure and not in proportion to his income;
and your idea is that that would make the income tax analogous in its operations to
indirect taxation? Yes; except that it would be a tax on all expenditure, and not a tax
on expenditure of some particular kind.

sir ¢. wood:Do you remember whether a tax on expenditure was the principle of Mr.
Pitt’s original scheme? 1 rather think it was.

Do you remember what the result of that was? No, but I should be quite prepared to
find that it was a complete failure.

Are you not aware that the principle of a tax upon expenditure was abandoned in

consequence of its being an utter failure, and the tax on income substituted as the only
means of getting a fair amount of tax? It is very probable, and I never expressed an
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opinion how far that mode of levying the income tax would be practicable; but it
seems to me the fairest mode if it were practicable, and therefore any approach to it in
practice would be desirable.

J. hume: You have, in your publication, expressed an opinion as to how far you
consider the land tax should be reckoned at the present moment as a tax paid to the
State? As far as | am acquainted with the nature of the land tax, it seems to me simply
a reserve made by the State of a certain portion of the rent of the land, which never
properly belonged to the present owners. They or their predecessors were liable to
feudal obligations which, if fairly commuted, would have required from them a
payment of a much greater amount than the present land tax.

Do you consider that Mr. Pitt, in making the land tax perpetual, Miaid it on the land
as a substitute for all the feudal charges which had existed on the land before that
time? Undoubtedly he did not, because the feudal charges had been taken away
previously; but they had been taken away without commutation, which I think was a
gross injustice; to abolish charges upon land which had been previously held subject
to those obligations, and to render it free of those obligations.

At what period do you consider those feudal charges on land to have been abolished?
The last of them were abolished in the time of Charles the Second, therefore only a
short time before the first imposition of the land tax,@ the proportion of which was
larger than it is now, having been since reduced.

sir charles wood:Has not the land tax varied from time to time in amount? Yes, but
chiefly in the way of reduction.

J- henley: You say that the feudal charges would have been heavier than the existing
land tax; what per centage do you apprehend the feudal charges would have been? 1
am not competent to say.

How, then, do you form your opinion that they would have been higher than the
present land tax? Because the land tax bears a very small ratio to the value of the
land: and as the land was granted for the purpose of feudal service, it cannot well be
supposed that the burthen of that service was only a twentieth or a thirtieth part of the
value of the land.

What do you suppose to be the amount of the land tax? 1 have not the facts in my
memory at the present moment, and therefore I cannot say.

You neither know the amount of the land tax, nor have you formed an estimate of the
amount of the feudal charges? No, I am not in a position to form any estimate upon
the subject; I did formerly make estimates upon the subject, but what they were |
cannot at this moment say.

Do you give that opinion from an examination of estimates formed upon the subject,
or is it merely a general opinion? 1 give the opinion upon general grounds, and upon
details which I do not now recollect; but I have formerly read many discussions on the
subject of the land tax.
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Feudal charges were applicable to all lands held from the Crown by military service?
Yes.

Many lands in the country were not so held? Not very many.

There were some, were there not? In this country there were very few; there were
more in other countries.

Do you mean to assert that there were no lands held in England except on terms of
military service? No, I do not mean to say that; but the general rule in this country
was a feudal tenure; there was scarcely any allodial tenure remaining in this country
in the middle ages, though 1n still earlier times tenure was allodial here as elsewhere.

If the imposition of the land tax was, as you state, in substitution of feudal tenures,
how happens it that it was not imposed equally over the whole kingdom? 1t is very
difficult to say, without a minute investigation of the history of taxation, what is the
explanation of the caprices of taxation that have existed in this as in all other
countries. There have been many more such irregularities in all countries than are
justifiable on any good grounds.

Have you ever seen any estimate of what the cost of those feudal chargeswas in the
time of Charles the First? 1 imagine in the time of Charles the First they were already
very much diminished, but I cannot offer any particular estimate; any estimates that
may have been made must in a great measure have been conjectural.

The whole of this matter is very conjectural, is it not? Yes.

Were there, as well as burdens, any privileges which the lands enjoyed formerly
under the feudal system which they have since lost? 1 am not aware of any which they
have since lost; the possession of land has always been a source of importance and
power.

Take, for instance, manorial rights; were there not many manorial rights dependent
upon the feudal tenures, which were very much more valuable at the time that those
tenures existed than they are now? 1 should doubt very much whether any of that
description of rights were more valuable in a poor state of society than in a rich one.
Manorial rights have generally become limited in the course of time, by customs of
different kinds, by which indefinite obligations were exchanged for definite ones, but
I do not think that on the whole it can be supposed that the value of manorial rights
has diminished with the growth of society.

Have any rights been wholly swept away? 1 dare say some have.

Wardship for instance? Wardship was a privilege to the vassal, with regard to sub-
vassals; but a burden to the tenants in capite, in relation to the Crown.

Do you consider that, on the whole, it was a gain or a loss to the landed interest when
that was done away? 1 am unable to say.
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You have not looked into that part of the subject? 1 have not looked into any part of
the subject for several years.

Do you consider that there are any other rights analogous to wardship which have
been swept away? It 1s possible there may have been.

You have, then, given a general opinion, without having looked into the subject in all
its bearings? 1 cannot say whether or not I have considered it in all its bearings, but I
think it would be very difficult for any one to maintain that the whole of the feudal
obligations, taking those to which the tenants and sub-tenants of the Crown were
liable, did not amount to fully as much as the land tax now amounts to.

Then, having given that opinion to the Committee, have you taken all those elements
into consideration? 1 have not entered into the minutie of the subject very accurately.
I have gone on general probabilities and presumptions.

Do you know what the land tax is in the county of Lancaster, and what it is in some of
the Southern and Midland counties in England? 1 cannot say particularly.

If you heard that, in the Midland counties, the land tax was Is. in thepound upon the
rental, and that in Lancashire it was not 1d. in the pound, should you say that it was a
tax imposed as a substitution for military service, equally applicable to both counties?
I never said that it was imposed as a substitute for military service; I said that the fact
of these lands having been subject to military service would have justified the tax
being imposed; and, therefore, when the land tax was afterwards imposed, it appears
to me just on the principle of substitution, even though there were no coincidence in
point of time, or in the amount of the tax.

According to your view, to make it just, it would be necessary to equalise it? 1 should
not be prepared to admit that consequence. I should rather regard it as a deduction
from the rent of the land, which might be considered as having been reserved by the
Government. [ would put it on the ground of prescription. If an express commutation
had been made, there probably would not have been the great inequality which there
is now; still, that inequality existing, I should not be inclined to increase the amount
on the lands which are most lightly taxed.

You would regard it as prescriptive, although its origin is statutory and known? 1
would; it does not appear to me that its origin being statutory makes any difference in
that respect.

Not in the use of the word “prescription”? In the legal use of the word “prescription”
it may make a difference, but not, I conceive, in the moral sense of that word.

Why not? Because it seems to me that prescription in regard to property consists in
allowing that to continue in possession which has been very long held, and under

reasonable expectation of being held permanently.

Without reference to its origin? With reference to its origin only in so far as that
might affect the reasonableness of the expectation that it would be continued.
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Then if the origin was clearly known, and was of a nature adverse to that view, your
reasoning would not hold good? That would be matter of opinion in each case.

1t would wholly depend in your opinion upon the ground of the origin justifying the
conclusion that you had come to? Yes.

If the origin was entirely adverse, all the superstructure you had raised upon it would
fall to the ground? Of course it would.

Do you know at all the history of the alterations of the land tax from time to time? 1
know that the tax has been several times reduced, but at what precise times I am not
aware; | know that at one time it was as high as 4s. in the pound, and that afterwards it
was reduced to 1s. in the pound.

Do you happen to know what it was at its origin? 1 did know those facts, but I have
not got them in my recollection.

Was it originally put on at more or less than 4s. in the pound? At less, | believe.
Then it has been subject to increases as well as decreases? Yes.

According to your belief now, is it at 1s. in the pound? 1t is extremely variable; it is
very unequal in different situations.

It was always irregular, that irregularity depending upon the amount of the charge,
and not upon the amount in the pound to be raised upon the assessment? 1 am not
sufficiently acquainted with the facts to be able to answer any questions with certainty
upon the subject; but the total amount at any time which has been raised by means of
the land tax, if it were distributed equally over all the lands of the kingdom, would
certainly be a small equivalent for the feudal obligations upon those lands in respect
of military service.

But not being so distributed, it may press very heavily upon some lands, and amount
to 2s. in the pound upon their rack rents? 1 should consider the case to be very similar
to the commutation of tithes. It may appear hard that some persons should have to pay
a larger amount as commutation of tithes than other persons of equal income have to
pay, but it does not at all follow that what they have to pay is unjust. The question is,
whether they can be considered to have been ever entitled to the tithes; and in the
present case, to have been ever entitled to that portion of the rent of the land which is
taken from them by the land tax.

In the case of title it is a prescriptive payment, of which we do not know the origin,
but in the case of the land tax it is a statutory payment, of which we know the origin
and the circumstances? The origin was statutory, but it may be considered to have
been, at the time it was imposed, morally, though not legally, an equivalent, or a
partial equivalent, for the obligations to which the land was previously subjected; and
in that view, even if some lands were dealt with more leniently than others, still if that
comparative lenity has continued for generations, it does not appear to me that it can
be made a subject of complaint now.
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Then the justice of your comparison would depend altogether upon the identity of the
origin, would it not? The only way in which it could be affected would be, if the land
tax now levied on the land of the community, or on any portion of that land, could be
considered as more than a fair equivalent for the obligation of military service, and for
whatever other feudal obligations of an expensive nature the land was subject to.

What you mean to contend for is this, that if A. B. were taxed ever so highly to the
land tax, and could not show that that was more than he ought to have paid for
military service, he would have no right to complaint? 1t appears questionable
whether it would be just to impose on the present generation an increased charge as
land tax, on the ground that the present land tax was an insufficient equivalent for the
burthens which the land of their forefathers was subject to. After a certain duration of
such an arrangement, even though made by statute; after the property has passed
through several generations, and the expectations of families have been founded upon
the arrangement, it appears to me that the Government could not equitably take
advantage of a defect in the origin of it, for the purpose of laying on upon that ground
any higher tax.

However unjustly the tax may bear at a particular time on particular parties, on
account of the length of the time for which it has existed, and the change of
circumstances, whatever they may be, that have taken place, in your opinion it would
be unjust now to make an alteration in the tax? Yes. I might illustrate my meaning by
saying that it is my opinion, and the opinion of many other persons, that it was an
exceedingly improper act of Hen. 8th to give away the lands of the monasteries to
individuals, whose successors now possess those lands; but I conceive it would be
now unjust to take those lands, or any portion of them, from the present possessors.

How do you establish an analogy between a grant of the Crown and a tax upon the
subject, which has always varied and been dealt with from time to time according to
the circumstance of the State? 1t is a question of degree, in my view of the matter. In
proportion as the State has adhered to a particular mode of taxation, as in the case of
the land tax, and made no alteration in it for a long period, just in that proportion the
arrangement of landed property which has grown out of that system of taxation,
approximates more and more in its character to the case of property held under direct
gift. It seems to me, though I would not lay down any fixed principle on the subject,
that the same principles are to a certain degree applicable to the two cases.

sir ¢. wood:May not a tax which has been unjust in its first imposition become just in
the case of the person succeeding to the property as far as regards the subsequent
holders? Certainly; it may become just as regards subsequent buyers, because if the
land 1s under any disadvantage it tells on the price for which the land is sold.

J. henley:But in the case of the present holders it would not be just? All you have to
consider in the case of those who have inherited property and not acquired it, is the
reasonable expectations which they were justified in forming, and those expectations
necessarily depend upon the state of the law. It is not to be supposed by a person who
inherits land that he is to have the land altogether, free from the burdens to which his
ancestors who held that land were subject.
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If a tax of that sort by the State has continued for a considerable lengthof time, you
think that that class has no right to complain of that tax or to consider it a hardship?
After a tax has existed for a considerable time, so as to be attached to a particular
property, and to be considered in all settlements and all bequests of that property, and
in all sales of it, though it may be on the ground of policy expedient and desirable to
make an alteration in the tax, it has been never contended for on the ground of justice
to the possessors of the property.

You consider that that applies to every species of taxation? Every species of taxation
that is of the same nature as this. I can never suppose that taking away the malt tax, or
the tax on any other commodity, is required by justice to the particular class that
immediately pay it, though it may be advisable on grounds of policy.

You apply that to municipal taxes as well as imperial? 1 apply it to all taxes which fall
upon particular kinds of property, and which have been for some time imposed; it can
never be said that on the ground of justice to the possessors of those particular kinds
of property, it is necessary to take the tax off.

J. wilson:! understand you to say in your answers, that whatever irregularities may
exist in the tax where it is first imposed, as the property is dealt with in reference to
the tax which is so imposed, the subsequent holders of the property have no right to
complain? 1 think so.

There was an answer which you made with reference to direct taxes, that a new tax
imposed upon realized capital in any shape or form would not be just, because it
would be an act of confiscation, the present owners of that capital only paying the tax
and not the future owners? Yes.

Would not the same objection apply to any tax which is imposed now for the first
time, take for instance the house tax?@ If a tax were imposed on one description of
property and no other, I think it would be liable to that objection. I apprehend that
according to all received opinions, the imposition of a tax on one particular
description of property, is only just supposing the general system of taxation to tax
other kinds of property in a proportionate degree.

The same observation would apply to taxing capital, if all realized property were
taxed in whatever shape it was found. You described it as an act of confiscation,
because the tax would be paid by the existing owner, the future owner paying less for
the property in consideration of its being subject to that tax? Yes.

That would apply whether it was general or partial? 1 apprehend not if the possessors
of all property paid equally, and not merely the possessors of land and securities.
Supposing, for instance, property engaged in trade paid the same tax as land and
securities, a person would not subject himself to any peculiar tax by buying land and
securities, and therefore there would be no reason why he should give a less price for
them.

PLL v5 (generated January 22, 2010) 66 http://oll.libertyfund.org/title/232



Online Library of Liberty: The Collected Works of John Stuart Mill, Volume V - Essays on Economics
and Society Part II

That would be a reason for saying that the owner of the property for the time being
would not suffer from the tax; but the argument you put forward was, that the present
holder of the property would pay the tax, and that the future holder of it would pay no
tax? 1 do not conceive that would be the case if the tax were imposed upon all
property; because as all property would stand in the same situation, the buyer of any
particular description of property would not pay a lower price for it in consideration
of the tax. If a person by buying land subjects himself to a particular tax, he will pay
so much less for the land; but if he subjects himself, by buying the land, to no further
tax than he would have to pay if he derived income from the purchase money in any
other manner, the tax would constitute no reason why he should pay a less price for
the land.

Your remark with regard to confiscation applied to the case of the tax being imposed
partially and not generally? Yes.

J. hume: You were asked to give your grounds for the opinion you have held; have you
not published your opinions on the principles of general taxation, and did you not,
before publishing those opinions, have the whole question of the several taxes of this
country before you in order to enable you to judge? In the book which I published,@
my object was to give my view of the general principles of taxation, and to enter into
the consideration of hypothetical taxes rather than into the complication of the taxes
of any particular country, and I do not consider myself bound by the opinions which I
have expressed on such details, in the same degree as on the general principles,
because opinions upon particular taxes are liable to vary.

Does not the land tax form one of the points on which you have given a decided
opinion, that opinion being founded on researches made at the time? It was founded
on general considerations rather than on the special details of the case, but certainly
with a full conviction of its justice.

You have been asked with reference to the origin of the land tax; are you aware that
Mpr. Pitt, on the general valuation of the land in England, fixed the quota for each
county? I have no doubt that was so, but I cannot say that [ remember the facts with
respect to the history of the land tax, except in a very general way.

You are not aware that Mr. Pitt’s valuation, and the quota which was fixed for each
county, were with reference to the rent of cultivated land at the time, and that all wild
lands were excluded? 1 was not aware of that.

You have not been able to account for the irregularity of the tax as laid on property,
which is now of great value, by the circumstance of its being in a wild and
unproductive state at the time the tax was fixed? That, I conceive, is only one of a
great number of inequalities which must necessarily grow up in any such case. If, for
example, a tax is laid on in reference to the value of land at the time, and the tax is not
afterwards altered, but the land afterwards changes from being employed in
cultivation to being employed in building, the tax must necessarily become unequal.
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Are you aware that the whole of Marylebone parish, and various parts round the
metropolis, do not pay one twentieth of a penny land tax, while there are portions in
the city and in the country which pay several shillings in the pound to the land tax? 1
am aware that there are great inequalities, as great as those which you mention, but in
what particular cases they occur I do not know.

sir ¢. wood:Is not the present inequality of the tax mainly, if not entirely, owing to the
changes which have taken place in the value of land in different parts of the country
at the present moment, as compared with the value at the time the tax was imposed?
Yes; it is owing to the fact that the tax was imposed on a fixed assessment, which was
not altered with the subsequent increase in the value of the land.

J. wilson: The inequality is precisely similar to the inequalities which have arisen, and
which will further arise in the commutation of tithes? No doubt it is.

J. hume: You have stated your opinion respecting taxing incomes. Have you formed
any opinion as to how far what may be called unproductive capital, such as pictures,
Jjewels, coins, or any other matters, which may be of great value but produce no
income, should be subject to a fixed taxation? Though I have not very much
considered the subject, it seems to me that there is no reason why expenditure on
durable articles should be taxed in preference to expenditure on articles of daily
consumption. On the contrary, I should say that it is more desirable to encourage
people to expend money on things which last, and which will be of benefit to future
generations, than to expend it on articles which are consumed by the person himself,
and from which no other person derives any benefit. Buildings, paintings, sculptures,
and other matters of that kind, have an indefinite duration, and money so expended
gives pleasure to others as well as to the individual concerned; and it appears to me
that such expenditure ought rather to be encouraged than to be subjected to any
peculiar tax.

Do we understand you to say that capital invested in such articles ought to be
altogether without taxation, or more lightly taxed than any other capital? 1 conceive
that the tax should in all cases be levied on income, and not on the capital from which
the income proceeds; property which does not yield an income being exempt. The
income expended in the purchase of those articles will have paid its share of the
taxation when it was received.

In fact, the tax should be on income and not on property? Certainly.

Are you able to state upon what amount of capital the income tax in this country has
been assessed? 1 have read various estimates of the amount, but, as I was not aware
that I should be questioned on the subject, [ am not able to say anything about it. One
thing, however, has always struck me in looking at the estimates, viz., the very small
amount of capital which pays income tax under Schedule (D.). This seems to me a
strong proof of the evasion of the tax. In a country like this, where trade is carried on
to so large an extent, it is difficult to believe that there is not a much larger amount of
income derived from professions and trades than the amount shown under that
schedule.
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You are aware that the amount, according to the Parliamentary papers before us,
upon which the tax is assessed, is 193,000, 0001, ]including all the schedules. Do you
consider that a small amount? No; | was speaking of the proportion which the income
assessed under Schedule (D.) bears to the other schedules, and which I presume to be
much less than the true proportion of those incomes in this country.

The tax is assessed under Schedule (D.) upon the amount of 58,000,000!. out of
193,000,0001.; and your opinion is that that is a small proportion? Yes; I have no
particular knowledge upon the subject, but I think it must appear to any one to be a
small proportion.

In speaking of the fairness of this tax, do you not consider that if the Government
would make the income tax and the property tax more equitable and just, that would
remove many of the objections that now exist to that tax being made a permanent tax?
Undoubtedly it would remove a large class of objections.

In speaking of the present system as being palpably unjust, are you able to state what
particular parts strike you, besides those that you have mentioned, with regard to
permanent and variable incomes? 1 believe I have mentioned all the points which I
consider decidedly unjust in the present income tax.

Those objections you mentioned in the first part of the evidence which you gave. @If
those objections were removed in the way you suggest, you think that the tax would be
more equitable to the payer, and would be collected with less dissatisfation? 1t would
certainly be much more equitable, but whether it would be collected with less
dissatisfaction I am not sure; especially as a number of those who are of the same
opinion with me, that the tax at present presses unjustly on temporary and
professional incomes, carry that opinion much further than I do, and contend for a
much greater distinction in favour of temporary incomes than I advocate. There would
probably remain a considerable amount of dissatisfaction, in whatever way the tax
might be regulated.

You were asked a question respecting the tax on houses. Do you consider the tax at
present levied on houses to be fair, on the principle you have advocated of each class
being called upon to make an equal sacrifice towards the support of the State? 1
conceive that the house tax justly assessed is a very fair tax. No tax is exactly fair in
all cases; but what a person spends in house rent is generally a fair criterion of what
he can afford to spend altogether. But in order to make it just, it appears to me that a
different rule from the present should be adopted with reference to houses not let, but
retained in the hands of the proprietor, including some of the largest and most
valuable houses in the country. Those houses are considerably under-taxed when they
are taxed, as they are under the present house tax, on the rent which they might be
supposed to let for, because that would bear no proportion to what they cost to the
proprietor. I am not aware what may be the practical difficulties in making a fair
assessment of such houses, but I imagine that they could not be great.

In reference to the equal sacrifice which every individual ought to be called upon to
make for the support of the State, take the houses in Hanover-square and the houses
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in Hoxton-square; in the one case they may average 150I. a year, and in the other
they may average 251. a year. Do you consider that the parties occupying those
houses pay an equal rent in proportion to their several incomes? Of course there can
be no exact correspondence, but I think there would be a nearer correspondence than
in most of the other modes that could be adopted of taxing expenditure.

Supposing house rent in St. George’s parish to be on the average 1501., and that no
person could occupy any house there with an income of less than 1,5001., paying
therefore one-tenth of the income in house rent, are you not aware that persons
occupying houses in the surrounding districts pay 20l. or 251. a year rent for those
houses, which is equal to paying one-seventh or one-eighth of their incomes instead of
one-tenth, and would it not be unjust in your view to tax both parties equally? 1
should conceive that persons generally expend in house rent something bearing a

more equal proportion to their general means of expenditure than almost any other
criterion that can be selected.

Are you not aware that many persons living on from 1501. to 2001l. a year live in
houses of 20l. and 251. a year, and is not that, generally speaking, in this metropolis a
much larger proportion of rent to income than rich men pay? But rich men have very
often more than one house, which makes a sort of equivalent.

You consider that the liability of the rich man elsewhere to the same tax, may be
regarded as an equivalent? Yes.

Have you expressed any opinion as to how far the house tax should be continued, and
whether any exemption should be made, as at present, of houses under 201.? 1 have
not particularly considered whether in the present state of our general taxation, |
would make any exemption of low-rented houses.

In offering the opinion which you have offered, as to the principles of an income tax,
do you consider it necessary, according to your principle of an equal sacrifice by all
classes for the support of the State, that the whole question of indirect as well as of
direct taxation should be considered by Parliament? 1 certainly think that the justice
of any one tax can only be estimated as part of the general financial system of the
country; because that which might be unjust if it were the only tax, might be a just
compensation for other inequalities in the general taxes.

Seeing that the taxes of this country have been from time to time levied according to
particular emergencies, do you consider that before a tax, such as the income or
property tax as now levied, ought to be made permanent, the whole system of our
indirect and direct taxation, as well as the facility of collection, and the mode of
collection, and other matters, ought to be considered? Decidedly.

You have expressed the opinion very decidedly that it is the duty of the Government to
act upon the principle of requiring an equal sacrifice from all parties? Yes.

In fact, the Government cannot, in your opinion, do justice to its subjects paying
taxes, without having before it the other taxes, in addition to the income tax, as
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bearing upon each class of the community? Without that they cannot, in my opinion,
form any rational opinion of the fairness of any particular tax.

1t is on that principle that, in the early part of your evidence, Ewhen you were asked
whether an income tax was a fair tax upon particular classes, you said that you could
not offer an opinion unless you considered all the other taxes and burdens which each
class had to pay? 1 said, that any opinion which I should express would be dependent
upon what other taxes are retained, and that if you retain the indirect taxes which bear
more heavily upon the smaller incomes than upon the larger ones, it would be just to
exempt those smaller incomes from the income tax, although it would not be just
under other circumstances.

The opinion you have expressed is, that the tax should be upon the net income,
allowance being made in each class for the necessary deduction in producing that
income? Certainly.

You think that that would be better than making it a tax on property, instead of
making it a tax on income? A tax on property, as distinguished from a tax on income,
I should say, is only just under certain circumstances. It seems to me not just or politic
to make a distinction between property saved from income obtained by personal
exertions, and that which is spent as income, and not converted into property; that it is
not just, in fact, to tax persons on property saved from their personal exertions, which
would remain untaxed if they expended it on their own indulgences. But I think it is
just to make a distinction between property acquired by exertion and that which is
inherited, and I would make that distinction very broadly by imposing a tax on
inheritance and bequest.

You would draw a distinction between savings handed down by a person’s ancestor
and savings by a person living? Yes, and especially if the savings were of a great
amount. The principle of graduation I do not think is just as applied to incomes
derived from personal exertions, or to the savings from incomes derived from
personal exertions; but I do not think that the same objection holds good to the
principle of graduation when applied to inherited property.

Ought not the principle of taxation to be the same, whether the property is large or
small, agreeably to your former evidence, or would you draw the line, and say that
the tax should be graduated in the case of large property, and not of small? In the
income tax you cannot make any distinction, and I would not attempt to make it; but
that degree of distinction which I think ought in justice to be made between inherited
property, and property acquired by personal exertions, may be made by means of a tax
on succession.

Would you make any distinction whether it was real or personal property? No, |
would not make any distinction; whatever might be the kind of property transmitted
by succession, | would tax it all; but I should be inclined to make a distinction by
imposing higher rates on larger than on smaller inheritances.
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Why would you make that distinction? On the principle that it is much more important
to spare small inheritances than large ones. There are not by any means the same
reasons against peculiar taxation on property acquired by gift or bequest, that there are
in reference to property which people earn by their own exertions. It is unjust to tax a
person because, by his own savings, he acquires a large fortune, and to tax him in a
larger proportion than if he had squandered more and saved less; but there is no
injustice in taxing persons who have not acquired what they have by their own
exertions, but have had it bestowed them in free gift; and there are no reasons of
justice or policy against taxing enormously large inheritances more highly than
smaller inheritances.

sir ¢. wood: You would impose in point of fact a graduated succession tax as a legacy
duty? 1 would do so to the utmost extent to which the means could be found for
imposing it without its being frustrated. The larger the sum demanded by the tax, the
more would people try to evade it; but that is the only limitation I would apply to the
principle.

J. hume:Having expressed a decided opinion that a graduated income tax on the man
who earned that income is unjust, you say that a graduated tax on property acquired
by succession would not be equally injust? A graduated legacy duty would not be
unjust in my opinion.

In that case do you consider that properties, though not likely to be productive of
profit, such as pictures, cabinets, and other valuable matters, ought to be subject to
legacy duty? Certainly.

Your opinion is, that all property exempted from the present legacy tax ought in that
way to be brought in? All property which could be sold for money should pay legacy
duty in proportion to its present value.

J- henley:! understood you to say that you would not tax a man, and that you do not
think he ought to be taxed for capital that he saved? 1 have expressed the opinion that,
if possible, savings for investment should be exempted from income tax, and that the
tax should only be levied on the proceeds of the investment when made; but that is not
the particular point in question now.

But with reference to the point now in question, do I understand you rightly, that you
would not tax a man during his lifetime upon the amount of his savings? 1 have said
that in assessing an income tax it would be just to exempt savings altogether. But a
graduated property tax, in so far as it bears on property acquired by a man’s own
exertions, does the extreme contrary; it imposes an extra tax on savings. If a person is
taxed a fifth of his income because he has increased that income by saving, while he
would have been taxed only a tenth if he had not saved, it seems to me that the extra
tenth so imposed upon him is a penalty on saving.

You would not tax a man upon his savings? Strict justice would require that he should
not be taxed at all on his savings: but the plan under consideration now, namely, a
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graduated property tax, does much more than tax his savings: it lays a heavier tax on
what he saves than on what he spends.

Will you be good enough to answer the question, whether you would tax a man at all
upon that property which he saves out of his own exertions? 1 have already said, that |
do not think it would be practicable, though I do think it would be just that the portion
of a person’s income which he saved should be exempt from taxation. But even
assuming that he ought to be taxed on that which he saves exactly as if he spent it, a
graduated property tax not only taxes him upon what he saves, but makes his savings
a reason for taxing him in a higher proportion.

I cannot collect from you whether I have rightly understood or not that your proposal
is that the amount which a man saves from his industrial exertions should not be
liable to taxation according to your view of justice? According to my view of strict
Justice it ought not, but according to my view of expediency it probably ought.

Though you would not tax those savings during the lifetime of the man who saved
them, you would, by means of the tax on succession, tax the man who succeeded him?
Yes.

Consequently you would mulct the son for the virtues of the father? 1 do not conceive
that it is mulcting the son. It is not mulcting him to prevent him from receiving what
he has not exerted himself to earn. If you were to retain the property, and not allow
him to receive it as a free gift from another, you would not do any injustice to him; if
there were any injustice, it would be an injustice to the giver, by limiting him in his
right of property.

You would deduct from the son by means of a succession tax, that amount which you
did not levy from the father? Yes; I would make taxation bear upon that which people
acquire without exertion and talent, rather than upon that which they acquire by
exertion and talent.

Do you conceive it is an advantage for the State that a miser should put by money, or
that he should spend what he has? It depends upon the mode of spending. There are
ways of spending money which are more useful than saving it. But if people invest
their money in some mode in which it is rendered productive, it is more useful than if
they spent it upon themselves. If 1,000/. a year were expended even in alms, it would
be soon spent, and the benefit of it would remain only so long as it lasted; but if the
same sum were employed productively, by being lent to a manufacturer or an
agriculturist, it would become a fund in perpetuity for maintaining labour; so that the
miser, when he invests money, employs it usefully. But there are methods of
expending this 1,000/. which would be still more useful than saving it.

When I used the term “miser’s savings,” I did not suppose that you would understand
me as referring to a man laying out his money in manufactures, or any other useful
employment that does not ordinarily come within the notion of savings, but is the
employment of capital in industrial pursuits. Whatever any one saves, unless it is
locked up, is, generally speaking, employed in industrial pursuits. If he buys
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securities, the person who has sold those securities lends the money to some one else
for productive employment; in fact, all, or almost all savings, go into productive
employment and become a permanent source of employment for labour.

Then we are to understand that you are of opinion, that a man who saves money and
invests it in any security, does more benefit to the country than the man who spends
that money? Yes, than the man who spends that money on his own enjoyments. But
there are many ways of spending the money which are still more beneficial to the
public. If, for example, he endowed a school, with proper precautions for its being
useful, I think the money would be still more usefully employed than by being saved
and employed productively.

To what degree would you carry that proposition? To this degree: if the money is
spent on the man’s personal indulgences, the most that it can do, even on the most
favourable supposition, is to support those who derive employment from it, while it
lasts; whereas, if it is invested and employed productively, it reproduces itself, and
becomes a means of supporting a number of persons in perpetual succession.

Do you think that the consideration of the natural benefit derived from such
investment requires that it should go to a quarter, or half, or three-fourths, or to what
proportion of a man’s income? 1 do not consider it a duty to save for those purposes;
all I would say is that, ordinarily speaking, a person does a work of public utility who
saves money to employ it productively.

To increase the capital of the country? Yes.

You have expressed an opinion with regard to the taxation of money which is saved
which is acquired by a man’s own industrial pursuits,; but with regard to the capital
which a man inherits, you propose that that should be taxed upon the succession, do
you apply the same principle to the further taxation upon that after it has been so
taxed upon succession; do you put it in the same category as capital saved by
industrial exertions? 1 certainly think it is the income of capital, and not the capital
itself that should be taxed. I do not clearly understand what principle you speak of
when you ask whether I would apply the same principle to inherited capital.

I have understood you to say, that in the case where a man saves out of his industrial
occupation, you would not subject it to taxation till the succession? 1 would not tax
the capital, but I would tax the income which he derives from the capital.

In both cases? Yes.

Then we misunderstand you,; you would not impose a tax on realized saved capital?
All T said was, that if it were possible, it would be just to exempt from taxation that
portion of income which a man saves; and if he saved it, and invested it, and derived
an income from it, [ would tax that income, except again such portion as he saved.
And I would apply that same principle to inherited capital; that is, having taxed it on
the inheritance when it came into the possession of the inheritor, I would afterwards
tax only such part of the income as the possessor did not save.
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Whatever principle you applied to savings of a man from his industrial earnings, you
would apply to the savings of a man from inherited property, in the same proportion
as you taxed the one you would tax the other? Yes; savings from whatever source
derived.

t. vesey: Would you capitalize income derived from land and tax that capital in the
case of inheritance? In the case of land, in the same way as with any other saleable
property, whatever tax is levied I would levy on the saleable value; the mode of
estimating different kinds of property might be different, but what it would sell for I
would tax.

With regard to inherited property, you would tax all that property at the marketable
value? Yes.

sir ¢. wood:Did I rightly understand you in the former part of your evidence to say,
“That you did not think that the claim to taxation on the part of the State was owing
only to the protection which it afforded 7@ I do not think that the proper test by
which to determine the proportional amount of taxation to be paid by different
persons. It seems to me to have nothing definite in it. It is not possible to say that one
person derives more benefit than another from the protection of the Government; it is
necessary for all.

Did I understand you to say that the claim of the State to support by means of taxation
was not in return for the protection afforded by the State to the different classes? 1t is
in return for good government, which includes that and much beyond it.

What do you include beyond the protection of person and property which the State
gives to parties? In answering that question it would be necessary to enter into a large
consideration of what the Government can do for the benefit of those subject to it, and
that is a very wide question, on which people may differ.

Will you state what, in your opinion, that includes? 1 should say that it includes the
improvement and benefit of the community in all ways in which those objects can be
promoted by legislation.

Will you state any instances so as to make clear what you mean? For example, the
establishment of schools and universities; that cannot be called the protection of
person or property; it is not in all cases a thing which I think the Government should
do; but in many cases it is. It seems to me a matter of judicious discrimination in each
case, what the Government can do for the benefit of the community. Whatever it can
do usefully, which will be different in different circumstances, it ought to do.

e. horsman: With reference to what you said about Schedule (D.), you seemed to think
that the returns under Schedule (D.) were very much less than they ought to be? 1
have no very good means of judging of that, but they do seem to me very much less
than I should have expected them to be.

You followed that up by saying, that most probably there were very great evasions
under the schedule? Yes; and that appears to be a very great objection, and the only
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great objection that cannot be got rid of, to an income tax. It seems impossible,
without a degree of inquisitorialness which no free community will submit to, to
dispense with relying mainly upon the returns made by individuals; and those returns,
even in the most honourable community which has ever yet existed, could not be
implicitly relied upon.

That is the result of secrecy in making the returns? No doubt if there were not secrecy
there would be a greater check, but the check would not be complete even then.

1t is the secrecy which is observed which gives the facility to evasion? Yes.

Therefore the correctness of the return depends, to a great extent, upon the man’s
own conscience? Yes.

It becomes a tax on conscience rather than on income? Yes, and that appears to me to
be a very great objection to the income tax in any case. It seems the only objection
which it is impossible to get rid of. Whether it is such an objection as to render the
income tax inadvisable in a country which has to raise by taxation so large a sum as
this country has to raise, I should not venture to give an opinion upon. There are many
worse taxes than the income tax, but there are many better.

But would you say that the income tax was the fairest of all taxes, provided you could
carry it out justly? 1 should say that the house tax was a much fairer tax than the
income tax, because the house tax makes its own allowances, which must be made
artificially in the case of the income tax. The house tax, being proportioned to an item
of expenditure which approximates to a correct measure of the general scale of a
person’s expenses, has the advantage that what he saves is spontaneously and
naturally excluded, and you are not obliged to exclude it by special regulations.

In the case of a man with 1,0001. a year, the proportion of expenditure which his
house costs him is very much larger than in the case of a man with an income of
50,0001. a year? That would be the case; but then a person with 50,000/. a year has
usually several houses; and if you include the whole sum which his houses cost him in
taxation, together with the grounds attached to them, and suppose an equitable
assessment of the house tax, which does not exist at present, it would probably make
up the difference.

Your view is, that the objection arising from the income tax is to be attributed to the
secrecy? Not exactly that, because, in the first place, publicity, if there were publicity,
would be an additional objection, and even if there were publicity it would not
altogether check the evasion. It would do so to a certain extent; but if there were
publicity the objection that people have to the inquisitorial nature of the tax would be
necessarily increased.

J. L. ricardo: Do I understand you to say, that you hold the doctrine of direct taxation is
the true principle of taxation? Not in that unqualified manner, certainly.

Can you state what qualification you would place upon that doctrine? It seems to me
that all direct taxation must necessarily recognise some limit; that is, you must leave a
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certain amount of income untaxed, on the supposition that that income is required for
necessaries. Now it is quite possible, when a liberal allowance is made for
necessaries, that some part of it may be applied to indulgences instead of necessaries.
I would not restrict the allowance to that which was just sufficient to prevent
starvation. If, for instance, you began to impose the tax at 50/., which you might
suppose, on a liberal allowance, to be the sum required for necessaries, it is quite
possible that a portion of that might be expended on indulgences, and not used for the
purpose for which the exemption was intended, and in that case I think it is just that
those indulgences should be taxed.

1 understand you that your proposition was that there should be a certain limit
calculated upon the amount required to procure the necessaries of life; and that with
that exception you would consider that direct taxation was the proper mode of raising
the revenue of the country? 1 am not aware that [ gave any general opinion that direct
taxation was the proper mode of raising the whole of our large revenue.

Do you consider it the fairest and most equitable mode? 1 should hardly say that; for a
house or income tax, or any other tax, however imposed, has inequalities which are
inevitable; and since there are inequalities in all taxes, it seems to me desirable to
have several different modes of taxation, in order that the inequalities of taxation may
not all fall in the same place.

Your proposal was, that the direct taxation should not bear on the poorer classes?
Yes, because the articles which are taxed by indirect taxation are consumed in larger
proportions by the poorer classes than by the richer classes.

Would you hold the doctrine that all direct taxation should be coupled with a
graduated scale? 1 should say not. I would have no graduated scale on any kind of
direct taxes, except taxes on succession. It seems to me that the just claims to
graduation are sufficiently satisfied by taxing only the surplus above the minimum
allowance to cover necessaries. No doubt, supposing 150/. to be the minimum
allowance, those who have an income of 160/, if they are taxed on the whole of that,
have an injustice to complain of; but if they were taxed only on 10/. they would have
nothing to complain of.

Did I not understand you, a short time ago, to state that you consider that the
property tax should be a graduated tax? 1 was speaking of taxes on succession.

You made a distinction, if [ understood you rightly, between capital inherited and
capital realized from personal exertions? Yes.

1t is only on capital inherited that you consider that there should be agraduated scale
of taxation? Yes; and for this reason, that if there is a graduated scale of taxation on
capital acquired by saving, people are taxed more heavily for saving than they are for
squandering.

Under the present system the capital realized by personal exertions is taxed, not
merely upon the interest it produces but upon the capital itself, before it is actually
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put aside? Yes; and that, as | have already said, if you can prevent it, appears to me
not just.

J. hume:Have you any other observations to make? 1 do not remember anything
further.

PLL v5 (generated January 22, 2010) 78 http://oll.libertyfund.org/title/232



Online Library of Liberty: The Collected Works of John Stuart Mill, Volume V - Essays on Economics
and Society Part II

[Back to Table of Contents]

THE BANK ACTS

1857

EDITOR’S NOTE

Parliamentary Papers, 1857 (Session 2), X.i., 189-218. Not republished. Original
heading: “John Stuart Mill, Esq., called in; and Examined.” Running heads: “Minutes
of Evidence taken before the/Select Committee on the Bank Acts.” The evidence was
taken on 12 June, 1857, with Sir George Cornwall Lewis, the Chancellor of the
Exchequer, in the Chair, and the following members of the Committee present:
Edward Ball, Sir Francis Baring, Peter Blackburn, Benjamin Disraeli, John Fergus,
George G. Glyn, Sir James Graham, Thomson Hankey, Robert Hildyard, Hope
Johnstone, Christopher Puller, Martin Smith, Richard Spooner, William Tite, John
Vance, Thomas Weguelin, James Wilson, and Sir Charles Wood. Not mentioned in
JSM’s bibliography or Autobiography. No copy in Somerville College.

JSM’s examination includes questions 2010 to 2318 of the evidence before the
Committee.

The Bank Acts

sir g. c. lewis:Have you had occasion to consider the provisions and the operation of
the Bank Act of 1844 ?E As much so as any person can do who has no practical
acquaintance with commercial business, and knows only at second hand facts which
are known at first hand by those concerned in business.

In the first place, what is your opinion as to the policy of imposing by law any
restriction upon the Directors of the Bank of England with respect to the issue of
notes? My opinion is that there should not be any restriction by law, except that of
convertibility, which appears to me to be sufficient for all the purposes for which
restriction is intended.

Are you aware of the nature of the limit which Mr. Tooke has proposed in his
book@with respect to the bullion reserve of the Bank? Mr. Tooke, I believe, proposes
what cannot possibly be imposed by law, namely, a limit which should consist in the
Bank’s retaining a much larger average reserve than it has hitherto done, an average
reserve of 12,000,000/. Public opinion might enforce a restriction of that sort, but it is
incapable in its terms of being enforced by law.

Does not he recommend that it should be made to depend upon an agreement with the
Government, that they should have a discretion as to relaxing the limit, if they thought
fit? 1 was not aware that he had recommended that there should be any positive
minimum, but [ know he recommends that the Bank should keep an average reserve
of 12,000,000/., which of course would be kept for the purpose of being allowed
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partially to run out when necessary. Now, the difficulty would be, how to bind the
Bank otherwise than by general considerations of policy.

If the Bank were in any way bound to keep an average amount of bullion, would not
the effect be that if the reserve was below that average in certain times, it would be
necessary that the Bank should keep more than the average at certain other times?
Yes; there might be an honourable understanding to that effect, but I do not see how it
could be anything more.

Would there be any advantage in a rule, which required the Bank to keep more than
was necessary at certain times, because it had kept less than was desirable at other
times? It is desirable, I think, that the Bank should keep a larger reserve than the
average at some times, as well as a smaller at others, in order to prevent the Bank, at
times when there is a tendency to over-speculation, from encouraging that tendency
by making loans at a much lower rate of interest than the average rate. I am not
prepared to say that I would impose on the Bank any compulsory rule in respect to the
amount of its reserve. It might probably be better done by fixing a rate of interest
below which they should not be permitted to lend. I am not giving an opinion in
favour of any restriction, but if any were necessary, I think that would be the best
restriction to impose.

At present, the Bank of England are not required by law to keep any fixed amount of
bullion? The Bank is not required to keep any fixed amount of bullion. The only
restriction is, that the Bank cannot issue notes beyond a certain amount, except on
bullion; therefore, under the Act, for all the notes which they issue beyond that
amount, they have a corresponding quantity of bullion in their coffers.

Under the present law, if the circulation of the Bank did not exceed 14,500,000L, it
would not be required to keep a single sovereign in its reserve? No.

Therefore, a limit such as Mr. Tooke proposes, would tie up the hands of the Bank
much more than the limit fixed by the existing law, would it not? 1 do not know
whether it would tie them up more or less, but it would tie them up more usefully, and
less hurtfully.

Then your opinion is, that if a limit is to be fixed by law, it would be better to fix it on
some such principle as that proposed by Mr. Tooke than on the principle embodied in
the present Act? Decidedly.

Have you observed the operation of the present Act in such a manner as to enable you
to form any opinion whether the mode of fixing the limit which the Act prescribes has
worked well, or in a mischievous manner in practice? 1 think it has worked well in
one particular case only; viz., in a certain stage of a period of over speculation and
over trading. At all other times I think it has either had no effect at all, or a bad effect.

Do you believe that the effect of the present law has been to induce the Bank

Directors to keep a larger reserve of bullion than they would otherwise have kept? To
give any answer to that question which would be of use, it would be necessary to
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enter into particulars. It would be necessary first to distinguish between the two
departments of the Bank, the issue and the banking department.

But taking the bullion of both departments as a whole, do you thinkthat the Bank has
kept a larger reserve of bullion since 1844 than it would have kept if the Act of that
year had not passed? Taking both branches together, I would not undertake to say;
but this I will undertake to say, that under the Act the Bank has kept a much less
reserve of bullion than the Act makes necessary, because I think it can be shown that
in order to prevent the Act from operating very perniciously in certain cases, it would
be necessary that the banking department alone should keep as large a reserve as, but
for the Act, need have been kept in both departments together.

Will you be so good as to cast your eye over that Table (Paper No. 19,
Appendix),[*]and to say whether, comparing the greatest and the least of the average
amounts of bullion in the 10 years before 1844 and in the years since 1844, it does
not appear probable that the operation of the Act has been such as to induce the Bank
to keep a larger bullion reserve than it would have kept if the Act had not been in
existence? This Table leaves no doubt that they have kept a much larger reserve than
they kept previously to 1844; but whether larger than they would have kept, in
consequence of the increased knowledge of the subject which now exists, if the Act
had never existed, I cannot say. I think the tendency of the opinion of competent
persons of late years has been in favour of the necessity of keeping a much larger
reserve than was formerly thought necessary; and the circumstances of trade have
really required a larger amount of reserve, because the great increase in the magnitude
of transactions, and particularly the unexampled drains of bullion which have
occurred, have rendered it necessary to keep a larger reserve in order to meet those
drains.

If the change in the practice of the Bank had taken place in consequence of a change
of opinion on the part of the Bank Directors, in the exercise of their discretion, would
it not have been likely that the change would have been gradual, whereas it appears
from that Table that the change was sudden, and took place exactly in the year 1844?
In the years 1844 and 1845 there was a great quantity of gold coming into this
country, therefore there would naturally have been a much larger quantity of bullion
in the Bank at that time than there was before; and after 1847 the change of opinion
had begun, because the drain of that year was such as had never been known before.

Then your opinion is that, as respects the total amount of bullion found in the Bank, in
both branches, its quantity has not been affected to any considerable amount by the
operation of the Act of 1844? 1 do not give any opinion on that subject; I am not
prepared to say either that it has or that it has not.

You expressed an opinion that the operation of the Act of 1844 hadbeen detrimental in
causing the Bank to keep an unnecessary large amount of bullion in the banking
department? Not in causing them to do so. If it had really caused them to do so, I
think the Act would not have been so mischievous as it has been. It is precisely
because, to make their position safe under the Act, or to make the Act work well, it
would have been necessary for them to keep a much larger reserve than they did, that
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I think the Act has worked mischievously. Those who framed the Act do not seem to
have adverted to what may be called the double action of drains. They provided
against drains, just as if drains acted upon the issue department only. Now every
drain, as a general rule, is drawn from the deposits. Therefore, when the two
departments are separated, the drain comes first on the deposits. Notes are drawn out
of the deposits, and those notes are presented to the issue department to obtain bullion
for exportation. The consequence is, that supposing there is a drain of 3,000,0001.
only, the effect on the Bank previously to the Act would have been that of a drain of
3,000,000/.; but now, when the two departments are separated, and neither of them
can in the most extreme case help the other, the effect on the Bank is the same as if
there were a drain of 6,000,000/., because the banking reserve is diminished
3,000,000/, and the issue department has parted with 3,000,000/. of gold from its
reserve also. Now, it appears to me that one convertible currency differs from another
mainly in the degree in which it tends to produce frequent and violent revulsions of
credit; and inasmuch as all the circumstances which lead to revulsions of credit,
operate upon the banking department of the Bank of England before they can get to
the issue department, the violence of the shock is almost always first felt by the
amount of reserve available to meet the demands on the banking department. If,
therefore, the Bank cannot help its banking department by sending notes or gold from
its issue department, it must either keep in the banking department as great a reserve
as it would otherwise be requisite to keep for both departments together; or if not,
having a much smaller reserve available to meet the demands on the banking
department, it must necessarily, the moment there is the smallest drain, contract its
discounts and raise its rate of interest. It thus appears to me that the effect of the Act
is, that whenever any drain, however small or temporary, commences, the Bank will
be likely, with its present reserve in the banking department, at once to contract its
discounts, or to sell securities, in a manner which, if the Act had not existed, it would
only do in the case of a very considerable drain.

Are you of opinion that the separation of the two departments has an influence upon
the Bank’s rate of interest? A very great influence. I should think that it produces
much more violent and frequent fluctuations in the rate of discount; and there is no
doubt that the variations have been much more frequent, in point of fact, than they
were before.

Do you hold that the Bank rate of discount determines the general rate of discount in
the market? No; not that it determines it, but it is certainly a very important element in
determining it, because the Bank is so large an establishment, and its loans form so
large a portion of the total amount of loans.

c. puller:Do you say that the variations have been in the Bank rate of discount, or in
the general rate of discount? In the Bank rate of discount.

sir g. ¢. lewis:Is it your opinion that the separation of the two departments, created by
the Act of 1844, is prejudicial, as well as the fixing a limit upon the issues? Yes; |
think the separation of the two departments is the most prejudicial part of the whole. 1
think the fixing a limit to the issues is also prejudicial; but [ may perhaps be permitted
to explain what I said on this point in answer to a former question.@ I do not think
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the effect prejudicial in all cases; I think it useful in one particular case; I think it is
useful at a certain stage in the progress of a revulsion of credit which has been the
effect of a previous over extension of it.

In what way do you think it operates well in those circumstances? In this way. One
particular kind of commercial crisis, and perhaps the worst kind, is occasioned by
previous over speculation and over trading, which is always accompanied by an
undue extension of credit, and by a rise of prices of a speculative character, having no
sufficient justification in the circumstances of the markets. Now when this is the case,
there must necessarily come a revulsion, which is normally brought about by an
increase of imports owing to the rise of prices, and by a diminution of exports. That
produces a drain of bullion and a collapse of prices, and this collapse of prices is
generally brought about by the necessity which the speculators are in of selling in
order to fulfil their engagements. Now this speculative rise of prices, I apprehend, is
usually attended by an increased quantity of bank notes. It does not follow that it is
caused by it, because the speculative purchases generally take place on credit for a
certain term; and even if they did not, the transactions between dealers are generally
not liquidated by means of bank notes. However, there comes a time in this series of
phenomena when the dealers begin to be pressed, when the rise of prices has stopped,
but when the speculators do not yet despair of their rising again. At such a time there
are generally great applications to bankers for loans, in order to enable the speculators
to hold on; and I think the effect of the Act of 1844 is to prevent them from getting
those loans to the extent to which they might do but for the Act. And I think that very
often the speculative rise of prices is upheld, and has been upheld, as a matter of
history, by loans which the Bank of England and other banks have made to merchants
and holders of goods, the effect of which has been to prevent them from being under
the necessity of selling so soon as they otherwise must have done. The consequence
of this is, that the fall of prices is retarded, that the drain of gold continues longer, and
that therefore the reserve of the Bank comes nearer to being exhausted; and when the
time comes that they are really alarmed about their reserve, they are obliged to pull up
more suddenly, and to make a greater reduction of discounts or a larger sale of
securities then they otherwise need do, and thereby produce a greater alarm,
sometimes amounting to panic, and a greater destruction of credit in the country, and
the whole thing is rendered more calamitous than it otherwise would be. In that case, |
think, the provisions of the Act do good, because there is no doubt that before the Act
existed, the Bank used often in such cases to make loans by the reissue of notes which
had been returned to it in exchange for bullion. This appears to me to be the great
advantage of the Act; but against it there are two things to be set. One is, I do not
think that this mode of operation is so much required now as it perhaps was at one
time, because the commercial public generally, and the Bank Directors, understand
much better than they did the nature of a commercial crisis, and the extreme mischief
which they do both to themselves and to the public by upholding over speculation,
and I do not think that they at all need the provisions of the Act in order to induce
them in that case to conduct themselves as the Act would make them. In the next
place, I think that if in the first stage of this process the Act operates usefully, it
operates exceedingly injuriously in the latter stage; that is to say, when the revulsion
has actually come, and when, instead of there being an inflated state of credit, there
has been an extraordinary destruction of credit, and there is nothing like the usual
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amount of credit that there is at other times. At such a time the Bank can hardly lend
too much; it can hardly make advances to too great an extent, as long as it is to
solvent firms, because its advances only supply the place of the ordinary and
wholesome amount of credit, which is then in deficiency. But the Bank, under the
operation of the Act, can only make those advances at such a time from their deposits.
Now it is very true that the deposits are likely to be large at those times, because at
those times people leave their money in deposit; they leave it within call, to be able to
have it at any moment when they want it, and therefore the Bank deposits are larger
than usual. But still this resource is not sufficient, as was proved in 1847, when the
Bank Directors, after doing the very utmost which they could do from their deposits
to relieve the distressed state of trade by advances to solvent firms, were obliged to go
to the Government to ask for a suspension of the Act, and the Government were
obliged to grant it.

Is it your opinion that the measures of the Bank, during the last two years with respect
to high rate of discount and the duration of bills, have been more restrictive than was
judicious? 1 think the Bank has acted on the principle which was laid down for them
by great authorities at the time when the Act of 1844 was passed, viz., that in the
management of their banking department they had nothing whatever to consider but
their interest as a bank. I think they have taken that view of their position. They have
thought, therefore, that they were not under the necessity of keeping a much larger
reserve than ordinary banking principles required. I think they at first began, after the
Act of 1844, to act entirely upon that principle; they took the word of Sir Robert Peel,
the author of the Act, anything they did as mere bankers, in the management of their
deposits, was no concern of the public, but only their own concern. I think that in
1847 that error was, to a great degree, corrected. I think that since that time the Bank
have been quite aware, and the public have been aware, that that view of the theory of
the Act of 1844 is not sustainable; and that an establishment like the Bank is not like
other bankers, who are at liberty to think that their single transactions cannot affect
the commercial world generally, and that they have only their own position to
consider. The transactions of the Bank necessarily affect the whole transactions of the
country, and it is incumbent upon them to do all that a bank can do to prevent or to
mitigate a commercial crisis. This being the position of the Bank, and the Bank being
much more aware of it since 1847 than they were before, they have not acted so
entirely as before on the principle that they had nothing to consider but their own
safety. Still, however, as bankers, they have not kept in the banking department the
whole reserve necessary to meet a drain, and being obliged, as bankers, to consider
the solvency of their banking department, they have been obliged to vary their rates of
discount more violently and more frequently than they did before; which, I think, is
owing to the Act.

Do not you believe that, although the law requires the accounts of the Bank to be kept
in a certain form, and to be exhibited to the public as partly in the banking
department and partly in the issue department, the Bank Directors who manage both
look at them as a whole, and consider the bullion in both departments as one
quantity? 1 think that if they do so, they commit a very great mistake. They have to
consider, on the contrary, that each of their two reserves is now liable to all the
demands to which the joint reserve was liable before. The reserve of the Bank can
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only be acted upon to any great extent by a drain of bullion. When this drain of
bullion took place before the Act of 1844, they had a single reserve, and if that reserve
was sufficient to meet the drain, it was enough; but now the drain acts doubly, first on
the banking reserve, and afterwards on the reserve in the issue department. Therefore,
it seems to me that, in order that there might not be more violent fluctuations of credit
than before, it would be necessary that they should now have in each department as
large a reserve as previously sufficed for both.

Then you believe that the Bank Directors administer the Bank as if the issue and the
banking departments were not only legally but practically distinct? Certainly, I think
they are practically distinct. I think the fact that under no circumstances can the issue
department afford either notes or coin to the banking department, makes them as
completely distinct as if they belonged to separate establishments; and it is
undoubtedly the intention of the Act that they should be as distinct as if they belonged
to separate establishments.

Are you of opinion that if the Act of 1844 had never passed, the Bank rates of discount
would have been lower during the last two years than they have actually been? 1 do
not know whether they would have been lower; I think they would have fluctuated
less; I think they have been both lower and higher than they would have been but for
the Act.

If you compare the rates of discount on the Continent during the last two years, do
you not find that they bear a very close resemblance to the rates of discount in this
country, and that whatever difference there is between them is in favour of this
country, and not against it? The commercial world is so much one world now, that
whatever acts upon one country acts upon another.

Then if we find that there is an uniform rate of discount in London and Amsterdam
and Paris and Hamburgh, inasmuch as the Bank Act of 1844 is not in force on the
Continent, does not that rather raise a presumption that the rate of discount in
London is independent of that Act? 1t does not follow that the Act may not, by
operating on so important a market for securities as the London market is, have
influenced all the other markets also. In fact, it could not materially affect the English
market without affecting in something like a corresponding degree all others, because
securities of an equal degree of safety in one country cannot fall below their rate in
others without attracting capital to buy them from other countries.

That answer assumes that the Bank of England has very great power over the rate of
discount in this country? 1 do not think that in ordinary times, either the Act or the
operations of the Bank have much influence on the rate of interest, but only that under
the Act the Bank is obliged to follow the variations in the rate of interest much more
closely than it otherwise would do. The occasions on which the operation of the Act
seems to me to be decidedly mischievous, are those cases of drain which do not arise
from previous over speculation; such as those arising from a great import of corn, or a
greatly increased price of raw materials of manufacture, such as cotton, or great
foreign remittances by the government, or exportations of capital.
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You know that the Act of 1844 imposes a limit upon the issues of all country banks
which existed in that year, founded upon an account taken of their circulation, and
that it also prohibits the establishment of any new banks of issue in England. Do you
approve of that regulation? 1 do not think it is of very much consequence whether
there is one bank of issue or many in the country. It seems to me quite a minor
question; but inasmuch as there have always been many, and I believe the local
feeling is always in favour of having many, it probably is desirable that there should
be.

The Act of 1844 seems to have contemplated the voluntary extinction of country banks
of issue in England, does it not? Yes.

Hitherto the operation of the voluntary clause has been but limited, do you think it
would be desirable to accelerate its operation by taking stronger measures for either
suppressing or diminishing the issues of country notes in England? 1 see no reason for
thinking so.

Does it appear to you that the law at present is in a satisfactory state with regard to
country banks of issue in England? Not in a satisfactory state theoretically, certainly,
because it is grounded on a principle which it does not carry fully out; but as I think
the principle a wrong one, I am not desirous that it should be carried out.

Then you would be in favour of removing the present restriction upon country issues?
I would remove it both from the Bank of England and from all other banks.

Does it appear to you desirable that the country banks in England should have a
power of issue unlimited by law, and limited merely by the convertibility of the note,
and that they should not be required to issue against either securities or bullion to
any extent? As far as excess of issues is concerned, I think there is no reason for any
restriction. There might be a reason in consequence of the probability of insolvency,
which is not to be apprehended in the case of the Bank of England. There have been
lately instances of such gross mismanagement and consequent insolvency of banks,
that I cannot give a positive opinion against requiring special security to be given for
the notes; but I am not inclined to think that it is necessary, now that there are no
small notes. As long as there are no notes in England below 5/., the probability is that
the holders of 5/. notes can as well take care of themselves as the depositors, who
have generally been the greatest sufferers by those mismanagements.

Do you think that there would be any advantage in the issue of any denomination of
notes under 51., in England? 1 think it is much better that there should be no notes
below 57, because this retains a quantity of gold in the country which may be used to
replenish the banking reserve in case of necessity, without waiting for the slower
process of its importation. Besides, 1/. notes are liable to be used in the payment of
wages, and a currency which is used in payment of wages is much more liable to
produce evils from over issue, than any currency which is only issued to the
mercantile public.
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Then, on the whole, your opinion is in favour of maintaining the present law with
respect to the denomination of bank notes in England? Yes.

What would you say with respect to the expediency of a single bank of issue, either for
England or for the whole country? The principal advantage of it would be, that the
profit of the issue might be to a great degree secured by the public. I do not think that
as to the working of the currency, it would make any material difference whether it
came from one issuer or more.

Is it your opinion that the profit to the public of a bank of issue would be
considerable, or that there would be any profit at all, assuming that it was a bank of
issue and nothing else? Supposing the wants of the country require 30,000,000/ of
notes, and those were supplied by the public, the public would obtain a loan to that
amount without interest; that is the extent of the advantage that the public would gain.

But then you would have to set against that advantage to the public the expense of the
establishment and the expense of management? Yes.

Would not the nation be obliged to establish a great number of branch banks? Yes,
certainly.

Is it your belief that the expenses of the central establishment in London, together
with the expense of a large number of branches in the country, would not be greater
than the profit derived from the issue of the paper? It is not so, I presume, in the case
of the Bank of England, although that does not supply the whole country.

The Bank of England has a banking business besides its business of issue? Yes; but I
presume that it derives profit from its business of issue, and that it would not be in a
better position pecuniarily if it were not permitted to issue.

Is it not conceivable that the Bank of England may derive profit from the issue
business and the banking business combined, when it might derive no profit from the
issue business separate from the banking business? If an establishment which has the
power of lending 30,000,000, for which it pays nothing, cannot make that a source
of profit, I cannot conceive how money-lending can, under any circumstances, yield a
profit.

You are of opinion that the only benefit which the public would derive from having a
single bank of issue in the hands of the Government would be the profit of the
circulation, and nothing else? Nothing else.

As far as the management and control of the circulation itself is concerned,you think
that would be as well left in private hands? Yes. I would add, that if it were thought
that there should be only one bank of issue, I do not think that bank of issue should be
the Government itself. I think the currency should not be provided by the
Government, but by such an establishment as the Bank of England, the public making
a bargain with it for so much of the profit as they thought they could reasonably
require.
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With regard to Scotland and Ireland, you are aware that in Ireland and Scotland the
same law prevails as in England with respect to the country banks, but that the banks
can issue against bullion in excess of their fixed circulation? In that respect they are
in the position of the Bank of England, not in the position of the English country
banks.

Only that their limit is fixed upon their average circulation, and they are not required
to hold securities against the fixed crecZit circulation? 1 have not paid any particular
attention to the Scotch and Irish Acts,u and I would rather not give any opinion upon
them.

Do you approve of the action of the Acts with regard to Ireland and Scotland? 1
apprehend that the Acts with respect to Ireland and Scotland have for their object and
effect to extend to those countries, making allowance for local circumstances, the
provisions of the Act of 1844; and as I think that the Act of 1844 is more hurtful than
useful with respect to England, I think that the Scotch and Irish Acts are so too.

In Ireland and Scotland there are notes under 51. circulated; do you approve of
allowing 11. as capital to continue to be circulated in Scotland and Ireland? 1 believe
that in Scotland it is perfectly safe; that there are no failures of banks there, or very
rarely, and that if they did happen the notes would probably be taken up by other
banks. Therefore I do not believe that there is there that danger of insolvency which
constituted so great an evil in the case of the poor holders of 1/. notes when they
existed in England. And that being the case I think it very likely that 1/. notes may do
more good than harm in Scotland. In Ireland probably it is the reverse, because there
are bank failures, sometimes of a very bad kind.

J. vance:Are you not aware that the joint stock banks in Ireland possess a very large
capital, and that they are in a high state of solvency at the present moment? Yes, |
believe so; and I believe the same is the case with the joint stock banks in England. At
the same time we know that there have been, both in England and in Ireland, very bad
cases of insolvency of joint stock banks, and it is to provide against those exceptional
cases that it seems to me necessary to have some restriction on 1/ notes.

Do you think you are justified in saying that the Scotch banks are in a higher position
of solvency than the Irish ones at the present moment? 1 do not mean to say that the
Irish banks are generally less solvent; but it is the fact that nobody has lost anything
for a long while, I believe for a century almost, by the non-payment of notes of Scotch
banks. I believe that cannot be said to the same degree of the Irish.

What failures do you refer to in Ireland? The Tipperary Bank is the most notorious
instance.

Are you aware that the Tipperary Bank was not a bank of issue? 1 was not aware of

that; but I do not know that if it had been a bank of issue, it would have been on that
account the less liable to fail, or the less liable to be mismanaged.

PLL v5 (generated January 22, 2010) 88 http://oll.libertyfund.org/title/232



Online Library of Liberty: The Collected Works of John Stuart Mill, Volume V - Essays on Economics
and Society Part II

Have you a recollection of what bank failure has taken place in Ireland previously to
that of the Tipperary Bank? 1 have no particular recollection on the subject. I know so
little about Irish banks, that I would rather not be asked for an opinion upon them.
What I said was merely that I might not be supposed to speak of the Irish banks as I
did of the Scotch, and not from a wish to say anything against the Irish banks; which I
have no ground for doing.

sir f. baring: You stated that you objected to an issue of 11. notes, because it was more
liable to over-issue. What do you mean by over-issue? In order to explain that, it is
necessary to go into some particulars. I think that as long as the Bank confines its
advances to merchants and general dealers, to what is called the mercantile public,
people who deal in goods but who do not pay wages, its issues never originate a rise
of prices, because a dealer only uses notes for the purpose of fulfilling previous
engagements. Dealers never make purchases in the first instance with Bank notes; the
dealers to whom Bank notes are paid usually either send them into deposit, or pay
them to persons who send them into deposit. But the operation is different when
advances are made to manufacturers or others who pay wages. When that is the case,
the notes do or may get into the hands of labourers and others who expend them for
consumption, and in that case the notes do constitute in themselves a demand for
commodities, and may for some time tend to promote a rise of prices; and when they
do so, and there is not any other cause for that rise of prices than the issue of notes,
that constitutes over-issue, that is to say, an issue that will be followed by a revulsion.

In that case the Bank would have been the moving power to raise the prices? The
notes would have been the moving power to raise the prices: but that I do not think is
ever the case now.

w. tite:] understand you to say that you attribute to the operation of the present Bank
Act, the sudden and rather violent fluctuations in the rate of interest which have
occurred of late years? 1 think the natural effect of the Act is to necessitate more
frequent and more violent fluctuations in the rate of interest than would otherwise
take place.

That in your opinion is due to the division into the issue department and the banking
department, and the necessity involved of keeping up two reserves? Yes; there is a
double action of drains, which, instead of acting upon the joint reserve, act to their full
extent, first upon the one, and then through that upon the other.

Is it your opinion that the Bank should in any manner be limited to a minimum rate of
discount according to the practice that existed before the passing of the Act of 18447 1
think that since the Act of 1844, the Bank have lowered their rate of interest very
unnecessarily and undesirably, at times when they might have foreseen that the low
rate of interest would not last, that the then replenished state of their reserve which
induced them to lower the rate of discount was only temporary, and that there would
soon be a demand on their reserve again. I think the Bank has several times made that
mistake. Whether it would be desirable to cut them off from ever lowering their rate
of discount below a certain rate, is a question upon which I have not made up my
mind.
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You are not able to say whether or not they should be fettered in the discretion which
an ordinary banker exercises of doing as he pleases with his own money and taking
any rate of interest that he thinks fit? 1 think that the Bank, as being a great public
body, exercising public functions, cannot in all respects be properly guided only by its
banking interest. Whether it should be subject to restriction by law in this particular I
do not know; but I think that it cannot rightly be governed by its pecuniary interest, in
circumstances in which a private banker might reasonably be so; that the Directors
ought not always, when the market rate of interest is temporarily low, to conform their
rate to it, but rather to allow their reserve to accumulate at those times, in order not to
minister to a spirit of speculation, which a low rate of interest does.

1 understood you to say, that all that you would seek with regard to a change in the
law, under which the management of the Bank is now conducted is, that there should
be a sort of understanding that the capital of the Bank should range from 10,000,0001.
to 12,000,0001. on the average? Something like that.

What would be the enactment you would propose? There is a distinction to be drawn
between two kinds of drains. One may be called an unlimited, another a limited drain.
A drain occasioned by a revulsion from a state of over-speculation is in its nature
unlimited; unless there be something done to stop it, it will go on. If the high state of
prices, occasioned by an inflated state of credit, continues, the drain will continue; and
it can only be stopped when the high prices have ceased by a diminution of the
currency, or a diminution of loans. But the case is different with all other drains; for
instance, a drain occasioned by payments for the import of corn, or by foreign
payments by Government, or the exportation of capital for foreign investment. That
drain stops of itself as soon as the purpose is effected which caused it; and, therefore,
it seems to me that the reserve should always be such as may be equal to the probable
demand on account of a drain of this sort; and that in the case of such a drain, bullion
may be allowed to run out from the reserve, without any violent action on credit to
stop it. For that reason it seems to me necessary now, when drains to a large amount
are liable to arise from causes of that sort, that the Bank should keep habitually a
much larger reserve than it used to keep, in order to meet a drain.

That seems to involve a sort of foreknowledge on the part of the Bank as to how long
a drain is to continue, but, with knowing that, surely they must exercise some power
of controlling it? Of course they have that power; and they may in any case be obliged
at last to contract their discounts; but if they have a large reserve, and if, from the
circumstances of the times, and from the knowledge which they have, and which the
public have, of the causes producing the drain, they think that the drain that is existing
is of the one kind, and not of the other, they will act accordingly. If they find that the
drain exceeds their provision for it, notwithstanding their having kept so large a
reserve, then they must take measures to replenish their reserve; but the effect of this
would only be, that they would be then obliged to bring on the public in a smaller
degree, and at a later period, inconveniences which, under the present system, they
must bring on at once, and much more frequently, and in a much greater degree.

1 understand you to say that you would recommend the Committee to return to the
provisions of the law as it was before 1844, only with some understanding as to the
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amount of the reserve that the Bank should keep? That would be my idea. Although,
as I have already stated, I think in the commencement of a revulsion from a state of
over speculation the Act at times has operated beneficially, yet I am of opinion that
with the experience that we now have, and the principles on which the Bank of
England is likely to continue to act, even if the Act were repealed the Directors would
probably do spontaneously, in that particular case, what the Act now compels them to
do; that is, they would not reissue notes sent back to them in exchange for bullion.

With regard to relieving their reserve by the sale of securities, do you think that much
could be done in that way in the event of a drain? It could be done. The effect of it
upon the money market would be the same as that of a refusal to make advances,
because the money paid by the buyer of those securities would be so much withdrawn
from the loan market.

You spoke of an issue of 30,000,0001. of money as being in the nature of a loan.
Supposing it were issued by one body, and that body the Bankof England, is it
possible to state approximately what the profit of the loan might be; would it be 2 or
2% per cent., or any other appreciable per-centage? The value of the difference
between getting a loan for nothing and having to pay interest upon it, of course
depends upon what the rate of interest at the time might be, and it must be different in
every different condition of the money market. I think it is fair to take it at the lowest
rate; it may perhaps be taken at 3 per cent.

Then the first element of the profit would be the market rate of interest of such a loan,
against which would have to be set the expense of the establishment and the
machinery necessary for the issuing of the money? Yes, the expense of management.

Three per cent. on 30,000,0001. would be 900,0001.? Yes, which is not a very great
object to a great country.

Do you imagine that although these principles are tolerably accurate theoretically, in
point of fact there are no disturbing elements in their consideration? There are
disturbing elements in almost every question relating to commerce, but what they are
in this case I do not exactly see.

In point of fact you do not know what profit the Bank do make out of the issue which
is placed in their hands? No.

Does your position in the East India House give you any opportunities of knowing the
amount of the exportation of silver which has been going on for some years past to
India and China? 1 am not acquainted with the details; but [ have seen a calculation
which makes out that for a certain number of years the average export of silver to
India has been 6,000,000/ sterling.

That amount of drain is in excess of commodities brought back? Yes; it is a payment
for commodities imported from England, and it is probably in a great measure the
result of the great gold discoveries; the gold discoveries having raised the price of
silver in many countries in Europe beyond the mint valuation as compared with gold;
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and having thus made gold the standard in those countries, and the medium of
payments. For instance, in France gold was always at a premium before the gold
discoveries, and therefore silver was practically the standard; but since the gold
discoveries, gold has practically been the standard, because it has been cheaper to pay
debts in gold. Therefore the gold coinage has immensely increased in France, and has
taken the place of silver; which silver having retained its bullion value in reference to
commodities, became an advantageous remittance.

What is your notion as to the cause of what is called popularly the drain of silver
which has been going on to the extent of 6,000,000l. annually to India? The cause is
the great increase of production and exportation from the East, and the habit of the
people of India of hoarding. A large portion of whatever increase of wealth comes
into the hands of a native of India, he usually either hoards, or if he expends it, he
expends it in ornaments, which are generally silver ornaments, and hoards it in that
shape. In fact, the reserved funds, similar to those which a person in this country
invests at interest, are generally by a native of the East converted into ornaments; and
therefore, any increase of money payments, from any other country to India, usually,
to a very great extent, takes the form of ornaments; the remainder being mostly
hoarded as treasure. Now, as the currency of India is mainly silver, at present they
hoard in silver chiefly; but, no doubt, if they had a gold currency, they would be as
ready to hoard in gold, and there would still be a considerable swallowing up either of
gold or silver in the East, just as there always has been since the beginning of history.
The general tendency from the earliest period was a flow of the precious metals
towards the East, not from it, on account of this practice of hoarding.

Then this practice of hoarding is no new practice? It is no new practice, but it is a
very general practice. Everybody who has the means of hoarding does hoard, and
whenever they get more they hoard more.

m. t. smith:Has not the price of the great articles of production in the east risen very
much throughout Europe, more particularly sugar, indigo, silk, and spices? Latterly.

Is not it natural that an increased quantity should be sent to this country on account
of the increased price in these markets? Yes, but I think the drain to the East had
commenced before this rise of price happened in either sugar or silk.

But not to the extent to which it exists at this moment, not to the extent of 7,000,000L.
or 8,000,000L.; but of course the best that goes is from England? 1t is natural to
suppose that the rise of prices must cause a much greater debt to be due to India.

Is not it equally true that the same cause, namely, an increased production of gold in
Australia and California, which has caused a rise in the prices of Asiatic goods in this
country, has also caused a rise in the price of manufactured goods in this country,
and has thereby prevented the same quantity of manufactured goods going back to
India in return for the productions imported from India as used to go before? It is so
unsettled a point yet, to what extent general prices in this country have been raised by
the gold discoveries, that I should hardly feel able to answer that question.
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Should you be disposed to attribute the increased efflux of silver from this country to
India to the increased production in India, stimulated by the higher prices in this
country? Yes, I should think so, or at all events to the increased production, and the
greatly increased importation from India; which naturally produces a great balance of
trade in favour of India, unless there were an equal demand there for English goods,
which there is not.

Is not that, in a great degree, on account of the prices being higher than they used to
be? Opinions differ on that subject.

sir ¢. wood:Do you conceive that there is a much greater quantity of goods coming
from India either to England direct, or to other countries through England, than the
quantity which is sent from this country to India; so that there is a balance of trade
against this country, which is sent in bullion? Yes; that is the normal state of affairs
between this country and India.

Do you conceive that that has been increased of late years? Yes, I think it has.

Then there has been of late years a necessity for sending a larger quantity of bullion
to India than was the case in former years? Yes.

Do you conceive that the demand for expenditure on railways in India has much to do
with the necessity of exporting bullion from this country? The export of capital, for
the purpose of constructing railways, must have contributed to it.

Do you suppose that that is the case to any great extent? The amount of capital which
has gone from this country to India for that purpose is already considerable. Of course
that is, so far, an addition to the export of bullion.

Do I rightly understand you to say that you attribute the necessity of sending silver
partly to the demand in India for that metal in preference to gold, and partly to the
diminished value of gold as compared with silver in Europe? Yes.

Do you suppose that a considerable portion of the export from this country to India,
for the purpose of railways, has gone out in iron-work and other materials for the
construction of railways, rather than in coin? A great deal of it, no doubt.

Do you suppose that the quantity of coin and bullion sent to India for the purpose of
the construction of railways has been of very considerable amount? 1 am not able to
say; I have not made myself acquainted with those particulars; I have no practical
acquaintance with that department of Indian affairs, and I have no other knowledge of
it than anybody else has.

sir f. baring: You do not know whether the quantity of silver has increased
considerably? It must have increased considerably by the continued import. It is
known from the returns that there has been a very great importation of silver into
India, but where it goes is only matter of speculation. It is generally supposed to go
into hoards; it has not told upon prices there to the degree that might have been
expected.
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sir ¢. wood:Do you recollect the circumstance that at a period of great commercial
distress in Madras the natives sent in their silver ornaments to be coined? 1 believe
such things have happened. Money which goes into the form of ornaments, and is
hoarded in that form, is brought out when there is a high rate of interest, and goes
back again when the rate of interest falls.

You stated that in your opinion the variations in the rate of interest charged by the
Bank of England had been increased by the operation of the Act of 1844. In what way
do you attribute that effect to the Act of 1844? In this way. At present all drains
operate, in the first place, upon the banking department of the Bank of England. As
the private bankers now keep the bulk of their deposits at the Bank of England, the
deposits at the Bank of England comprise the bulk of the disposable capital of the
country, the bulk of that which is available for exportation in case of a drain of bullion
for that purpose. Hence, whenever there is a drain, this drain operates in the first place
on the reserve of bullion in the banking department. As long as the banking
department and the issue department were one, the whole reserve of the Bank was
available to meet these demands on its deposits; and so it would still be,
notwithstanding the separation of the departments as a matter of account, if in an
extremity the issue department was allowed to come to the assistance of the banking
department; because in that case, supposing, for example, that 3,000,000/. were drawn
out of the reserve of the deposit department, the Bank, instead of selling securities, or
contracting its discounts in order to replenish its reserve, would simply transfer the
necessary number of millions from the issue department, either in notes or in gold, to
the reserve of the banking department; not for the purpose of lending it to the public,
but simply to meet the demands of its depositors if they should continue to draw their
deposits out. In that case, therefore, the Bank would not be obliged to take immediate
means for contracting its credit in order to replenish its reserve; but now it must. The
Bank is now exactly in the position, with regard to the solvency of its banking
department, that it would be in if the issue department were annihilated altogether.
The Bank is obliged to depend for the solvency of its banking department upon what
it can do to replenish the reserve in that department; and therefore as soon as it finds
that there is any drain in progress, it is obliged to look to the safety of its reserve, and
to commence contracting its discounts, or selling securities.

Is not the operation which you contemplate in your answer an issue of notes from the

issue department at a time when a drain is going on, and when, if the circulation is to
be viewed as a metallic circulation, the quantity of Bank notes ought to be diminished
rather than increased? Yes, according to the principle of the Act of 1844; but I think

that principle a wrong one.

Would not such an operation as that take place exactly at a time when you stated that
you thought the operation of the Act of 1844 had been beneficial, namely, to prevent
the continuance of a large circulation of paper, so as to keep up prices when it would
be more advantageous that they should fall? 1 think the operation of the Act is
beneficial when the drain arises from one particular cause, viz., previous over
speculation. When that is the case, it appears to me desirable not only that the Bank
should not re-issue notes that are returned to it, but also that it should take measures
moderately and discreetly to reduce its discounts, in order, by action on the rate of
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interest in a moderate degree, to prevent that violent operation on discounts which
would otherwise become inevitable, in order to put a stop to the drain.

Would not an issue of notes from the issue department, in the manner you stated in
your last answer but one, operate precisely in contravention of what you stated to be
desirable, viz., would it not operate to maintain a rise of prices, originally produced
by speculation, after the exchanges had taken an unfavourable turn, when, according
to your last answer, the Bank ought to take moderate measures to restrain
speculation? It would, or at least it might, and therefore I admit that the Act, in that
particular case and stage of drain, is beneficial; but that is not the most usual cause of
drain; other causes are much more frequent, namely, unusual foreign payments that
have not originated in any undue extension of credit or general rise of prices; and in
those cases, I think, it is desirable that the Bank should be able to replenish the reserve
of its banking department from its issue department.

Do you think that the Bank can, with sufficient certainty, distinguish between the
separate causes of drain, so as to be able to pursue a different course according to
the cause which, in their opinion, produces the drain? The causes are matters of
public notoriety. Everybody knows whether there has been a bad harvest, or whether
the price of cotton has risen in America to a great extent, and generally whether a
considerable export of capital is taking place. Then, on the other side of the question,
all persons who pay attention to commercial transactions know well when there has
been an inflation of credit, and, great speculation going on in goods; therefore, I think,
the Bank have very sufficient means of distinguishing between the causes of a drain.
The only case in which there can be any difficulty is, when there are causes of both
sorts operating; in which case it may be difficult to determine exactly how much of
the effect is due to each; but still, even in such a case as that, a course of action
founded upon the judgment that experienced men can form upon the subject, seems to
me much better than deciding by a mechanical rule that is only applicable to the
extreme of one case, and pernicious in every other.

At certain times the Bank of England raises its rate of interest in order to maintain its
reserve of notes, and in that case you think the operation of the Act of 1844 has
tended to increase the rate of interest charged at certain times? Yes.

Do you think it has had the effect of lowering the rate of interest at other times? It has
had that effect in point of fact, but I am not sure that it is fair to charge it upon the
Act, because it is rather the effect of the doctrines put forth by the supporters of the
Act than of the Act itself. When the Act was introduced, the language usually held by
its supporters was, that the Bank in the management of its deposits was no more
bound to consider the public interest than any other bank, and that it was to regulate
its conduct with a view solely to its own safety; and so far as the Bank have acted
upon that opinion, they have no doubt been led by it, not only to contract their
discounts when they otherwise might not have been obliged to do so, but also to
extend them at periods when probably otherwise they would not have done so;
because seeing that they were at liberty, like other bankers, to lend their money to any
extent that they thought prudent for their own interest, at the market rate, that they
have lent money at less than 4 per cent., and upon some occasions at as little as 2 per
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cent. But that is not a necessary effect of the Act. The Act does not oblige them to do
that, and the Bank may, if they please, abandon the doctrine that they are at liberty to
act in the same way as other bankers; and seeing that such a body as the Bank must, in
the management of its ordinary banking business, produce so great an effect upon the
public interest, they may come to the conclusion that they are bound to consider that,
and therefore ought not to lend below 4 per cent. or some such rate.

Then so far as the lowering the rate of interest is concerned, that has been the effect
of the course taken by the Bank Directors, rather than any effect produced by the Act
itself? 1 think it is more the effect of the mistaken grounds upon which the Act was
first defended, and which have been partly abandoned by its defenders, than any
effect of the Act itself.

Are you acquainted with the constitution of the banks of Hamburgh and Amsterdam? 1
have a general acquaintance with them.

In the case of both of those banks, are not all the notes which they issue represented
by bullion actually existing in their coffers? Yes; that was the supposition, but it was
found not to be the case in the bank of Amsterdam at the time of the events which
followed the French Revolution; the bullion in deposit in the bank of Amsterdam was
found to have been deficient.

Was not that supposed to be an accidental circumstance owing to the pressure of the
revolutionary war at the time? 1 think it was supposed that the deficiency had existed
long before that time.

But it was a principle in the constitution of those two banks, that all the notes were
actually represented by bullion in their coffers? Yes.

Therefore, their circulation must have varied exactly upon the principle which has
been laid down in the Act of 1844, viz., that it should vary exactly as a metallic
circulation would vary? Yes.

Are you aware whether they were ever unable to afford the requisite accommodation
to the trade, either of Hamburgh and its neighbourhood, or of Holland, in
consequence of that regulation? 1 cannot answer that question; I should think it would
require a very minute acquaintance with the history of commerce to be able to answer
it.

You are not aware of any complaints having been made of want of accommodation,
such as we have heard of in this country, in consequence of that state of things? Even
if there were no such complaints, it might have been owing to their having never been
accustomed to a different system.

Are you at all acquainted with the variations in the rate of interest, either in Holland
or at Hamburgh? 1 cannot say that I am.

You cannot say whether they have been greater or less than the variations in the rate
of interest charged by the Bank of England? 1 should expect that they were less;

PLL v5 (generated January 22, 2010) 96 http://oll.libertyfund.org/title/232



Online Library of Liberty: The Collected Works of John Stuart Mill, Volume V - Essays on Economics
and Society Part II

commercial transactions are now upon so much larger a scale, that we must expect
more violent variations.

Do you not suppose that the variations in the rate of interest charged by the Bank of
England latterly, are very much due to great influxes of bullion at one time, and an
export of it at another, which must have had the effect of making practically a
considerable difference in the amount of capital available for discounts at different
times? Certainly, but if that were the only cause in operation, there would probably be
very few variations, because the gold comes with tolerable regularity. I do not
suppose that there are often considerable fluctuations in the rate of interest owing to
the arrivals of gold, unless there is an unexpected retardation of an arrival; then of
course that may operate for a short time on the money market, but not to any violent
degree.

You are in favour of the Bank retaining a large reserve, but without the restriction of
the Act of 1844. Would any amount of reserve secure the Bank against the effect of a
drain, unless measures were taken by the Bank in reference to the amount of its
circulation? The Bank may be driven to such measures ultimately. Even if the Bank
has a reserve that is equal to the probable amount of the drain, it may undoubtedly
happen that the drain may exceed that probable amount and if so, the Bank will at last
be obliged to have recourse to other measures; but it is plain that if the Bank may
allow 10,000,000/. of gold to run out without taking measures, it will not be obliged
to resort to such violent measures to stop the drain, as if it were necessary to stop it at
the beginning.

Do not you think that earlier measures of a moderate degree may check an incipient
drain, which if suffered to go on, would require much stronger measures in the end?
Yes, in the case of a drain arising from over speculation; but in the case of a drain
arising from no cause affecting prices generally, it seems to me a great deal better that
the drain should be provided for by bullion kept in reserve to meet it, rather than that
the bullion to meet it should be obtained by a violent action on credit or on prices.

Do you recollect the drain of 1839? Yes, I think that was the occasion on which the
Bank was obliged to have recourse to the Bank of France.

Was not it the fact that that drain of gold, unchecked by any measures on the part of
the Bank, went to such a length that the Bank was saved only by borrowing
2,000,000L. from the Bank of France? Yes.

In point of fact, the ultimate measures that the Bank had to take after having suffered
it to go on for some time, were of a more stringent nature than anything they had
done in former days? That will naturally be the case if the Bank does not keep a
sufficient reserve.

Do you recollect whether the reserve of the Bank of England previously to the

commencement of that drain was not of an adequate amount according to the then
received notions? 1 have not the details in my memory.

PLL v5 (generated January 22, 2010) 97 http://oll.libertyfund.org/title/232



Online Library of Liberty: The Collected Works of John Stuart Mill, Volume V - Essays on Economics
and Society Part II

Will you look at Paper 19 before the Commiittee, Mand state the amount of bullion
which appears to have been in the Bank in December 18387 In Decembeer 1838 it
was 9,683,000/

Will you state in what month in 1839 it was lowest? It appears to have been lowest in
August 1838.

The drain appears to have commenced from December 18387 Yes.

What was the lowest point to which the bullion was reduced in the course of 1839?
2,444,000, in the month of August.

Does it not appear that the drain actually went to the extent of 7,000,000l. of bullion,
gone from the coffers of the Bank of England? Yes.

1 understood you to say, that after the experience we have had of the discretion of the
Bank of England, you think it might be thoroughly trusted not to re-issue notes in
cases when they might be called for to strengthen the banking department? Not to re-
issue notes in cases in which the return of those notes upon their hands was the effect
of previous over-speculation.

Have not almost all the great drains in this country, the drain in 1847, the drain in
1849, the drain in 1839, and the drain in 1836 all been, if not entirely, in a great
measure caused by over-speculation previously occurring? That can hardly be said, |
think, in the case of the drain of 1847, because the over-speculation which there had
been at that time was principally in railway shares, which had very little tendency to
produce a drain.

Do not you recollect the evidence which was given as to the system ofdrawing bills
creating fictitious credits to a most inordinate amount, particularly at Manchester
and Liverpool? To whatever extent that might be the case, unless it was for the
purpose of making speculative purchases in goods, it would have no tendency to
produce a drain.

Did not it produce very great discredit, and when the means of paying those bills
failed, did not it cause great demands upon the Bank to furnish accommodation to
those persons who could not obtain it in any other way? Accommodation in notes, but
not necessarily in gold.

w. tite:May we take it, that the distinction which you intend to make between the
different kinds of drain may be described by the expressions used in the Committee in

1848, namely, “a home drain,” and “a foreign drain 7@ Yes.

With regard to a foreign drain, would not the state of the exchanges show very much
what was operating upon the English market? The state of the exchanges would show
whether there was, or whether there was likely to be, a drain; but it would not show
from what cause the drain proceeded.
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Do you think that the causes operating to produce either a home drain or a foreign
drain, may be accurately distinguished? Yes.

With regard to the banks of Hamburgh and Amsterdam, do you know whether they
were bound by law to keep bullion equal to their circulation, or whether it was left in
the discretion of the Government? 1 always understood that they were bound by law,
or by the constitution of those banks.

But I believe it is an historical fact that at the time of the failure of the Amsterdam
bank, at the time of the French Revolution, it was found very deficient? Yes.

You do not know the amount of deficiency? No.

t. weguelin:/n a question that was put to you with regard to the drain in 1839, it was
said that it was unchecked by any measures on the part of the Bank. Are you aware
that the circulation of the Bank in the hands of the public, which was the only
circulation then known, in 1839 was reduced lower than ever it was known before or
since in modern times? 1 remember that the variations in the circulation in the hands
of the public did not at all correspond with the state of the Bank reserve.

Does it not appear that at that time the bullion in December 1838 in the Bank of
England was 9,686,0001.7 Yes.

The circulation in the hands of the public was then 17,718,7501.? Yes.

In December 1839 the bullion in the Bank of England was 4,139,4001., and the
circulation in the hands of the public was 15,823,0001.? Yes.

Then, whatever measures were taken, they had the effect of reducing the circulation in
the hands of the public at that period? Yes; it had been from some cause or other
reduced.

You conceive that the circulation in the hands of the public is not always affected by
the measures which the Bank may take? Not always.

Was not the drain of 1839 caused almost entirely by a demand for corn to supply a
deficiency in consequence of a bad harvest? 1 have not the circumstances in my
recollection, but I believe that was the main cause.

You state that the Bank, by a low rate of interest, increased their discounts; do you
State that as a matter of theory or as a matter of fact? 1 believe, on the contrary, that
as a matter of fact, the discounts are usually greatest when the rate of interest is
highest; but that is accounted for by this circumstance, that the Bank’s discounts are
greatest at times when, in consequence of general commercial distress, there is
greatest difficulty in obtaining assistance from other quarters; consequently, at the
very time when the rate of interest is highest, the demands on the Bank are the
greatest.
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Therefore as far as the action of the Bank upon its securities is concerned, it is exactly
the opposite to what the theory would induce you to suppose that it would be? 1t
seems to me that the fact just mentioned is perfectly consistent with the theory;
because although the Bank, not being the sole lenders, would be likely at the time
when they get the lowest rate of interest (the facility of obtaining loans from other
quarters being greater) to have a less demand upon them than at other times, and
therefore might find it necessary to lower their rate of interest in order to employ their
funds at all, still it does not follow that if they were to stop their loans till the rate of
interest rose again, it would not have a very considerable effect on the money market
generally. I believe that their refusal to lower their rate at such a time would be
sufficient to have a very considerable effect on the rate of interest.

Does a reduction of the rate of discount on the part of the Bank necessarily increase
the securities? Not necessarily.

Nor does a rise in the rate of discount necessarily diminish the securities? No; but
perhaps I may be allowed to say that that does not affect the question about the
operation of the Act; because in a time of difficulty when the Bank, in order to
replenish their reserve, raise their rate of discount, if that rise in the rate of discount
does not suffice to diminish their advances, they must do more, they must actually
refuse to make advances; because their object is not to get a greater rate of interest,
not to make more of their money, but to increase their reserve, and that is to be done
either by their refusing to make advances, or by their selling securities, which will
prevent somebody else from making advances to an equal amount.

Does selling securities increase the reserve of the Bank? Selling securities for the
purpose of replenishing the reserve would do so.

Does not the reserve of the Bank consist of the notes unemployed? The notes,
generally, that the Bank holds for the purpose of meeting the demands of the
depositors.

Is not the reserve of the Bank affected only by a diminution of its bullion? The reserve
of the Bank may be affected by any drawing out of their deposits.

The purpose of drawing out deposits is to meet a foreign drain, as expressed by a
diminution of bullion? Yes.

Therefore any measures which the Bank take must be to increase its stock of bullion?
It must be so now, but it need not be so but for the Act.

If the Act did not exist, the whole reserve would be in bullion, and the same effect
might take place upon the bullion as does now? The whole reserve, in that sense,
would be in bullion, but there would still be virtually a banking reserve that might
exceed the amount of the bullion, or the Bank might, independently of the bullion that
it kept to meet a foreign drain, keep in reserve notes also to meet the demands of
depositors.
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Notes unrepresented by bullion? Notes unrepresented by bullion; because the
demands of depositors do not necessarily result from a demand for bullion, although
they very commonly do.

You are aware that in consequence of the position which the Bank holds, being, as it
were, the ultimate resort of all the banking expedients of the country, what it loses on
one account it usually gains upon another, and the deposits usually remain pretty

nearly equal under all circumstances? In a quiescent state of trade no doubt they do.

The principal fluctuation being in Government accounts, which increase from a
certain period of the quarter up to the time of the payment of the dividends? In
ordinary times that is the case.

Are you aware that the mode in which the expenditure on railways is conducted in
India is by the Indian Government expending what is necessary for labour in India
and placing it to the account of the Indian Government on this side? 1 do not know in
what form those advances are made.

And that the amount so debited to the East India House here is between 3,000,0001.
and 4,000,0001.? 1 cannot answer that question.

You stated that a high rate of discount charged in this country, attracts capital from
the Continent? Yes.

The rate of discount on the Continent is for bills due upon the Continent? Yes; but |
presume it may also be for bills due from this country.

But then there must be a question of exchange entering into it? Yes.

Therefore, when you talk of the rate of discount in London, and of the rate of discount
in Paris, it is for two different articles, one is for a bill due in London, the other is for
a bill due in Paris? Yes.

Before you can convert the one into the other, there must be an operation on the
exchange? Yes; but that operation will very often consist in rectifying a previous
operation; that is to say, supposing there was previously an exchange adverse to this
country in consequence of foreign payments, a rise in the rate of interest here, by
inducing those to whom those payments are due to invest their capital here, will tend
to rectify the exchange.

You think that a high rate of discount here will cause investments to be made in this
country? Yes.

Investments in permanent securities? Investments in permanent securities certainly,

but very often, no doubt, not intended to be held permanently, but intended to be sold
again after they have risen in price.
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Do you think that a high rate of discount in London would induce bankers to send
money over here to be employed in discounts? 1 think it is very likely to induce such a
house as Rothschild’s to buy any quantity of securities here.

But not bills? 1t would come to the same thing, because, if Rothschild bought
securities, the sellers of those securities would sell them for the purpose of employing
the money here in other modes; they would be very likely to be either themselves
discounting or sending their money to bankers, by whom it would be employed in
discounts.

Then the operation would be, that foreign capitalists would be attracted by the low
price of securities, not by the high rate of discount here? The two always come
together.

Does a high rate of discount necessarily accompany a low price of public securities
or of commodities, generally speaking? Not necessarily a low price of commodities. It
1s possible that the prices of commodities might not vary; but in most cases the prices
of commodities are ultimately affected. When the low price of securities is owing to
commercial difficulties, if those commercial difficulties continue, and there is great
difficulty in raising money by discount or otherwise for temporary exigencies, the
natural effect is to lower the prices of commodities, because the holders of goods,
being unable to get money in any other way, are obliged to sell at a forced reduction
of price.

But is it not the fact, that practically the rate of discount in the money market has
upon very few occasions had any more than a limited effect upon the price of public
securities? 1 do not imagine how that can possibly be.

The price of consols is now 94, and the rate of discount is 6 per cent. Is there any
relation between those two rates that you can trace? Probably Exchequer bills would
be a more suitable comparison, because it is generally Exchequer bills that are held by
bankers, not consols. Of consols there is a very great proportion held by persons who
keep them as permanent holders for the income they yield, and not as a reserve to
meet their engagements.

But my question refers to the attraction which the high rate of discount affords to
foreign capitalists to send their capital over to this country. You stated that you
thought that a high rate of discount necessarily implied a low price of public
securities? | am speaking of the high rate of discount that takes place in times of
commercial difficulty. I apprehend that when there is a state of commercial difficulty
there is always, as one of the features of that state, a considerable fall in the price of
securities both private and public, and that all sorts of securities, railway shares for
instance, fall very much. That is one of the forms in which these transfers from
foreign countries take place; foreigners send over to buy railway shares in this
country, or English holders of foreign railway shares sell their foreign railway shares
abroad. That is one way in which the transfer takes place, and there is so much
transfer of bullion prevented.
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You say, that you think that a considerable rise in the rate of discount necessarily
causes foreign capitalists to invest in securities in this country, and English capitalists
to sell the securities which they hold in foreign countries? 1 do not say necessarily; |
think that it is a probable and natural result, and that by means of this, which is under
the circumstances supposed a profitable investment, the necessity of so great an
exportation of bullion as would otherwise be required is in some degree saved. I have
understood that in 1847 this occurred to a considerable extent.

You think that large investments were made by foreigners in this country in 18477 1
believe there were considerable purchases by foreigners, either of English or foreign
securities, which were previously held by persons in England.

Do you think they invested in consols much at that time? 1 should not think they
invested much in consols, because consols are always at a much higher price than
other securities, and, what is more important, there is not so much to be made by
speculating in them, because the prices do not fluctuate so much. Those investments, I
suppose, were made on speculation, with a view to sell again afterwards.

In a general way, when the market for securities is going down in this country, does
not the market for securities on the Continent go down also? Yes, in some degree it
does; but still it does not go down in the same degree. I apprehend that the country in
which the cause of the fall originates, is always that in which it is greatest. And when
it originates in a great payment of money from this country to foreign countries, it is
natural to suppose that so far from the same phenomena taking place in the foreign
country, to a certain extent, phenomena of a contrary description may be expected to
take place there.

Do you think that the merchants in this country hold many foreign securities? 1 should
think not as a general rule, though they may occasionally, on speculation.

Are those speculations, in your opinion, mainly confined to the capitalists, who upon
occasions of commercial distress, are inclined to transfer their capital to foreign
countries? There 1s a large and rich class of bankers and dealers in securities, through
whom the equalization of the rate of interest and the equalization of commercial
pressure between different countries usually takes place; and when disposable capital
is to be transferred from one country to another, it is usually through the agency of
these people that the transaction takes place. We know they are always on the look out
to buy securities which are likely to rise; therefore if securities have fallen in one
country from circumstances leading to an export of bullion, while in other countries
bullion is coming in, the place for them to buy securities will be the country which is
sending bullion away.

In point of fact the transfer of capital is a speculation in the permanent investments of
that country, rather than in the rate of discount? Yes; but I apprehend the rate of
discount 1s always affected by it, because those who buy securities buy them from
somebody who previously held them, and who after the sale has the price of them
instead, and he has probably sold his securities because he intends to make use of the
price in a more profitable manner than the securities afford. This, at such a time, he
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would be best able to do by employing the money in discounts. Or he perhaps uses it
to pay a debt of his own, and in that case the person to whom he pays the debt is
probably a monied man, and employs it in discounts.

Of course the whole force of the argument depends upon the amount to which those
investments are made in foreign countries. You think they are very large? 1 always
understood that they took place to a very considerable extent in 1847, to a sufficient
extent to have relieved the drain considerably.

r. hildyard:/ understand you to state that, in your judgment, there ought to be no
legislative restriction upon the Bank, but that the Bank Directors ought, as a general
principle, to endeavour to keep a large reserve of bullion, amounting to the sum of
about 12,000,0001., which you specified? Yes.

Do you advocate that they should keep that reserve with a view of meeting any sudden
emergency that may come upon them, without being obliged to have recourse to
extreme measures injurious to the commerce of the country? Just so.

Is the effect, in your opinion, of the Act of 1844 to deprive the Bank of the use of a
large portion of the bullion actually in its hands, and to compel it to meet the
requirements of the public out of the diminished portion over which they are
permitted to have control? 1 think they are obliged in any case to meet all the
demands of the public, or the greater part of those demands, from their banking
reserve, and that if they could have recourse to their issue department, either for
bullion or for notes, they would often not be obliged to limit their advances from the
banking department, when now they are obliged to do so; or if they were obliged, it
would not be to the same extent.

Would you illustrate your view by what occurred in 1847. Was it not the fact that the
active circulation of the Bank of England during the crisis of 1847 was never below
20,000,000L. sterling? 1 presume that in 1847 the amount given as the circulation of
the Bank of England represents all the notes out of the issue department, and therefore
includes the banking reserve of notes. It appears to have been at the lowest, a little
below 19,000,000/., in the month of September.

But the crisis did not occur till after September, will you state what the actual
circulation was in October? On the 9th of October the circulation is stated to have
been 19,182,000!.

Then, subtracting from the active circulation the credit circulation of the Bank, the
Act compelled the Bank of England to hold bullion representing the difference
between the active circulation and the credit circulation of 14,000,0001.? Yes; the
Bank was obliged to retain bullion to represent the surplus of 19,000,000/ above
14,000,000/.,; but they might still have been compelled to keep this bullion, and yet
the inconvenience might have been prevented if the restriction on the issue of notes
had not existed; because they might have made an advance to the banking department
of notes from the issue department, which would not necessarily have been lent to the
public at all.
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But under the Act of Parliament they had no such power as that which you say would
have obviated the difficulty? No.

Then were we not near experiencing this phenomena, that the Bank of England might
have been compelled to declare its inability to comply with the Act at a time when it
had between 6,000,0001. and 7,000,0001l. of bullion in its coffers? What it might have
been compelled to do would have been to stop payment in its banking department.

If on the Monday following the Saturday when the Chancellor of the Exchequer
thought proper to give way, the bankers had chosen to withdraw their deposits, the
Bank of England must have stopped payment, although it had at the time 6,000,000L.
of bullion in its coffers? Yes; in the case of an internal panic that evil is liable to arise,
because there is no knowing how far the panic may reach; the longer it goes on the
longer it is likely to go on, because panic creates panic. Any amount of issue of notes
which the Bank could possibly make at such a time could not under any
circumstances do any harm, because all that people would want them for would be to
keep by them; they would never go into circulation.

You stated that in your opinion, in every case but one, the action of the Act of 1844
has been prejudicial; but that in one case you think it is beneficial, that it to say, in
the case of a drain resulting from an inflationof credit and over speculation? Yes; and
even in that case, | think it is beneficial only in the first stage, and extremely injurious
in the last stage.

Are you sure that you are right in saying that any merit exists in the Act of 1844, even
in that particular; have not the Bank Directors, from their position, ample means of
ascertaining that that over speculation and that inflation of credit is going on? Do not
the character of the bills presented to them and their general knowledge of the
commercial affairs of the country enable them to arrive at that conclusion? 1 should
say that there never has been a time of over speculation to any great extent, when the
fact has not been notorious to persons accustomed to attend to commercial affairs.

Must it not be particularly within the knowledge of the Bank Directors if they are men
of intelligence? Undoubtedly.

Then would it not be their duty to check that over speculation by their own
spontaneous action, even if they were not compelled to do so by the Act of 1844? 1
think it would be, and that they would probably do it with their present lights, but they
certainly did not always do it.

You have stated that they would have a knowledge of what ought to be done and that
they would be able to do it, and you think that now, with the experience they have had,
they would do it? Yes.

If they did not do it would it not simply amount to this, that the Bank Direction is not

properly constituted, and not that there is any necessity for any legislative enactment
to effect it? 1 think so, certainly.
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Therefore the Act of 1844 has really no merit, inasmuch as this one beneficial action
which you ascribe to it, might and ought to follow from the intelligence and discretion
of the Directors? At the same time I must say, that I am not aware that the Bank
Directors have ever been in intelligence of commercial affairs behind the commercial
public generally. I think they have always had quite as enlightened views as the bulk
of the public had. They have not always had the best views. They had not in the time
of the Bank restriction; but then neither had the public. They had improved views
quite as soon as the public. When Sir Robert Peel found that the Bank of England had
not been observing the requisite caution in checking speculation in its
commencement, he might very naturally think that it would be beneficial to compel
them to do so. But whether compulsion was required or not at that time, I think that
the effect has now been produced. The feeling of the public is now even of an
exaggerated kind on the subject of the necessity of checking speculation. The alarm is
sounded very early, sometimes earlier than is necessary; and I do not think it is to be
apprehended that, under the present constitution, the Bank of England is ever likely to
be less alive than the commercial world in general are to that object, so as to require
the restraint of the Act.

Therefore you would not recommend the continuance of this Act of 1844 in order to
accomplish that beneficial action, which you say it may have produced in certain
cases, but which you believe would be effected without the Act by the spontaneous
action of the Bank Direction, with the improved intelligence and the experience that
they now possess? Decidedly. I think that the degree of enlightenment of the Bank
Directors has been constantly progressive; that they have advanced with the public,
and are likely still to do so. I think they are now kept back more by the false theory
upon which this Act rests, than by anything else; and that they would act in a more
judicious way than the Act prescribes, if they had larger discretion entrusted to them.

Is not one mode, if not the only mode, of checking a drain, gradually raising the rate
of discounts. Is not that the most important, if not the only engine which they possess
for the purpose? And the limitation of their advances.

Do you remember the precise date of the repeal of the Usury Laws?@ They have
been repealed by degrees.

Have not the Bank since the year 1844, by the repeal of the Usury Laws, possessed an
engine by which they can check the efflux of bullion and arrest over speculation,
which was not possessed by their predecessors during the period that elapsed between
1819 and 1844? The Usury Laws were relaxed, as far as regarded bills of exchange,
long before 1844.

That relaxation was confined to bills of exchange? Yes, and to bills of less than three
months’ date; but those are the bills which the Bank discount, I believe, exclusively.

You have been asked whether larger reserves of bullion have not been held by the
Bank in the 10 years subsequent to 1844 than were held in the 10 years previous to
1844. Will you look at the paper@before the Committee and see whether that appears
to be a necessary consequence of the Act of 1844, or whether you do not find that the
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bullion in the Bank had actually risen previously to that Act. What was it in 1844? In
January 1844 it exceeded 14,000,000/. In March it exceeded 16,000,000/.; then it
began to diminish.

But previously to 1844, what was it? During the whole of 1843 it was from
10,000,000/. to 13,000,000/, never so much as 13,000,000!.

When did the Act itself come into operation? In 1844; and that confirms what I stated,
that during those years gold was flowing in in large quantities; therefore the quantity
of bullion in the Bank would naturally have been very much greater, even if the Act
had never passed.

Is it not evident that that great amount of bullion in 1844 could not bypossibility be
the effect of the Act of 1844, but must have been the result of previous causes in
action? So much so, that in all probability no one would have thought of venturing to
separate the reserve into two parts, if it had not been so large. If the reserve had been
no more than 7,000,000/, it is highly probable that Parliament would not have
thought it safe to enact that only part of it should be available in each department.

It has been stated in this Committee that the supposed reason for adopting
14,000,000L. as the amount of circulation on securities, as fixed by the Act of 1844,
was, that the minimum active circulation previously to 1844 was 15,600,0001.; of
which 15,600,0001., 1,000,000l. consisted of bank post bills, not under the operation
of the Act, and 600,000l. of lost notes which have subsequently been written off.
Deducting therefore those two sums from the minimum circulation, we get at the
14,000,0001. which is made the amount of the credit circulation of the Bank. The
Legislature, therefore, having regard simply to the then existing amount of the
circulation, and not at all to the regulation of the banking department, seems to have
assumed, that if they made provision for bullion against every note issued above the
lowest amount that had ever been out in active circulation, they had secured
convertibility? Yes.

Without asking you whether you agree in that view, but assuming that the minimum
circulation since the passing of the Act has not been less than 16,700,0001., exclusive
of bank post bills; and there being no amount worth speaking of of lost notes to write
off, ought not the Legislature, if it follows the principle of 1844, to make 16,500,000L.,
or about that amount, the amount of the credit circulation which should be permitted
to be issued? 1t is evident, that proceeding on that principle, if the framers of the Act
had been framing it now, they would have fixed the larger amount instead of the
smaller.

Upon the same principle they would have said, as we cannot contemplate a lower
circulation than 16,500,000L., if we provide bullion for everything beyond that amount
we provide for convertibility? That would have been their course probably.

Still, not asking you to pledge yourself to the principle, would not it seem a more

rational thing to have the credit circulation expanding according to the wants of the
country, as indicated by the minimum active circulation, than to adopt an arbitrary
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amount of 14,000,000L., as fixed in 1844, although the industrial operations of the
country might increase to any extent? 1 am not sure that it would operate in that way,
because the only difference that would exist as compared with the present state of
things is, that the Bank would be obliged to hold bullion against 2,000,000/ of its
circulation, which now it may issue on securities.

If you increased its credit circulation from 14,000,000L. to 16,500,000L., it would
dispense with the legislative necessity on the part of the Bank tohold 2,000,0001l. of
gold? Yes, it would enable the country to part with 2,000,000/. of bullion which now
it must hold.

1t would therefore so far relax the operation of the Act of 1844? Yes.

If you think that the restriction of the Act of 1844 ought not to exist at all, I imagine
you would advocate its relaxation to that extent, as going part of the way that you
would propose to go? Provided that this permission to the Bank to issue 2,000,000/
more on securities than they can now do, did not cause their reserve in bullion to be
less than what I think requisite for meeting the probable or possible drains.

You have already stated that you think that the principle of the Act of 1844 is
defective, because it pays no regard to a drain that will fall upon the banking
department (which you say is the first effect of a drain), but simply has reference to
the issue department. Now adopting the principle of the Act of 1844, for the sake of
the argument (without asking you to acquiesce in it, and to say that it is a right
principle), if that principle is to be adopted by Parliament with respect to the
legislation we are about to enter upon, ought it not consistently with what was done in
1844, to make this relaxation of 2,000,0001.? On the principle of the Act of 1844, 1
see no reason whatever against it.

You have been asked whether the Bank at Amsterdam and the Bank at Hamburgh
were not bound to hold bullion to the full extent of every note issued; assuming that
that was so, and that that was their habit (which you say you believe in the case of the
Bank of Amsterdam was not practically their habit), what economy of capital would
be gained if every note is represented by bullion? Of course none; the only advantage,
then, of the paper currency would be its convenience.

It would be encountering the evils which are urged as objections against a paper
currency, namely, liability to forgery and loss without any economy of capital
whatever? None whatever.

And no profit resulting to the Bank which had to make the issue? No profit from the
issues, of course; only expense.

You say you consider that, having reference simply to the question of circulation, it is
a matter of importance whether the issue of notes is from one bank or from several
banks, you qualified that remark by saying, “As a question of circulation ?@ Yes; |
consider that it may be of consequence with reference to the probability of forgery;
the probability of forgery is, no doubt, greater when the same notes circulate all over
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the country, than when notes circulate only locally in a small district. At the same
time that might possibly, in the case of the Bank of England, be provided against by
means of branch banks, and by making the notes of those banks supply the whole
local circulation.

Do you believe that, in fact, there are many districts where it wouldnot answer the
purpose of a bank, like the Bank of England, to establish branch banks for the
purpose of distributing its notes, and where the notes of private bankers are now
circulated, affording great conveniences to the district? Yes; but the notes of branch
banks would get distributed too. However, they would probably circulate over a much
larger district than the notes of private bankers; and therefore the danger of forgery
would be considerably greater.

But do you think that they would of necessity be distributed so conveniently as they
now are, assuming that country bankers were prohibited altogether from issuing
them? Possibly not.

Do you know the fact that the Bank of England has found it to be inexpedient, as a
mercantile operation, to have branch banks even in such places as Norwich and
Gloucester, and that they have withdrawn their branch banks from those places? 1t is
not within my knowledge. It is a striking fact, certainly, but it does not follow that the
notes of a central bank would not circulate in those districts just as much as if there
were branch banks.

Can you not conceive that great practical inconvenience would result to many
outlying districts if there were not the conveniences at present afforded by country
banks? 1 think it is very useful to such districts, perhaps to less opulent districts even
more than to opulent ones, that there should exist bankers ready to make advances of
money on proper security. In some districts it is probable that a bank could not
maintain itself by its deposits only, unless it had a profit on its issues also; and so far
the inconvenience referred to in the question would certainly be produced, if there
were only one bank of issue.

Do you not also know that in practice, if a farmer comes into a country bank and
wants to draw 100I. from his deposit, he is asked, “In which will you have them?”
and he invariably takes the notes of the district, and prefers them to Bank of England
notes? Perhaps he does so only because he is more used to them.

Assuming that he is satisfied of the solvency of the bank, is not the danger of forgery
less, in the case of a private note? Unquestionably that is the strongest argument for
having private notes.

t. hankey: You said that you considered that it would be injurious to the public interest
that the Bank of England should be managed in the same way as other banking
establishments? 1 think that the operations of the Bank produce much too great and
important effects on the general business of the country to admit of its considering, as
other bankers may do, only its own safety and pecuniary interest.
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You stated that you considered that the deposits of the Bank of England were the
reserves of the disposable money, generally, throughout thecountry, and that that was
one of the reasons why you thought it was not desirable that the Bank of England
should act as any private banker would do? The private bankers keep all that portion
of their reserves, which they do not immediately want, with the Bank of England; the
consequence is, that the deposits of the Bank of England are the bulk of all the
deposits in the country; and as the deposits of the Bank of England consist of the
whole capital that is lying waiting for employment, they necessarily constitute the
fund which is drawn upon when bullion is wanted for exportation.

Do you think that that remark applies to any other account of the Bank of England,
except the account of the London bankers with the Bank of England? Possibly not; but
at the same time the private country bankers are brought very much into connexion
with the Bank of England through their London agents. I imagine that there are very
few private country bankers that had not a portion of their funds in the hands of
London agents.

If we exclude the account of the London bankers at the Bank of England, are not all
the other deposits of the Bank of England very much of the same nature as those
which are kept in any other banking establishment in London? Except that another
London banker does not keep the whole of his reserve by him; he only keeps that
portion which he thinks liable to be called for immediately. He keeps the rest with the
Bank of England.

But my question is excluding the deposit account of the London banker at the Bank of
England; are you aware of any other accounts which require a peculiar action on the
part of the Bank of England different from that of any other ordinary well managed
bank? 1 apprehend that the Bank is obliged so to conduct the management of its
banking concerns, that it shall always be able to meet from its banking reserve any
probable drain of bullion for exportation; because any drain for exportation comes as
a general rule upon the banking branch, before it can reach the issue branch; and the
Bank being under this obligation, and knowing that whatever drain of bullion takes
place from the country will almost all come out of its banking reserve, is obliged to
consider the probabilities of drains, and their probable extent, in its banking
operations, as well as in its issue operations.

Are you aware whether, when there is a drain of bullion, any other deposit accounts
in the Bank of England are withdrawn or diminished, except those which are of the
nature to which I have alluded, namely, the deposit accounts of the London bankers?
The accounts of the Government certainly are not generally liable to be diminished in
that way.

Then it is only those other accounts, which you would not consider the public
accounts, which are liable to be diminished by a drain of bullionfrom abroad? Yes;
but there are cases in which the Government accounts also may be liable to be drawn
upon, namely, when the Government itself has payments to make abroad.
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If I could show you that the accounts at the Bank, other than the public accounts
(excluding those of the bankers), have not varied materially with any drain of bullion,
you would not perhaps attach so much importance to the argument? 1 imagine that if
the deposits of the bankers vary, that is sufficient to make a very great action on the
part of the Bank necessary to maintain its reserve.

Excluding the account of the London bankers, can you point out any other account at
the Bank of England which is liable to diminution in consequence of a drain for
bullion; have you ever observed any indication of any such thing in any accounts that
you have seen? If any private merchant or dealer banks with the Bank of England, I
apprehend that he may have foreign payments to make, and therefore his deposits may
be drawn out in case of a demand for exportation; and I suppose that the public
accounts and the bankers’ accounts, and the accounts of merchants and dealers,
compose nearly the whole of the deposits of the Bank.

At times when the rate of interest was very low, do you imagine that the amount of
deposits in the Bank of England, of an ordinary character, was larger or smaller than
at other times? 1 cannot say.

Do you think that the amount of deposits in London is in any way affected by the
current rate of interest at which people can employ their money? When the current
rate of interest is unusually high, I should expect that, ceeteris paribus, the deposits
would be low; because the very fact of money bearing a high value proves that people
want it either to meet their engagements, or because they are able to make unusual
profit by the use of it.

Have you observed@that at the time when money was worth 7 per cent., the private
deposits in the Bank of England were about 12,600,0001. Will you see what was the
amount of private deposits in the Bank of England in the first week of January 1856?
In the first week in January 1856 the public deposits were 5,500,000/., the other
deposits were rather more than 12,500,0007.

Now, will you refer to the amount of deposits on the Ist of January 1852, which is the
period when money was extremely abundant? At that time the private deposits were
9,371,0001.

Then, at a time when money was extremely abundant, and the rate of interest very
low, and when you would have expected there to have been an unusual amount of
money unemployed, it appears from the return of the Bank of England that the
deposits were considerably less than theywere at a time when the interest of money
was extremely high, and when you would have expected a very considerable
diminution of the deposits. Is not that the fact as it appears from the paper? Yes.

Therefore, as far as those facts go, there is no indication that the private deposits
have been materially affected by a higher rate of interest? No.
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The question is, whether it is true that the deposits generally, otherwise than those of
the bankers, are of a nature which require any peculiar action on the part of the Bank
of England? The Government deposits do not.

Therefore it is only the private deposits that do? Yes.

And in fact it would apply to no other account than that of the London bankers? Or
the London merchants and dealers.

But we have seen from the account before the Committee that the amount of deposits
in the Bank of England did not materially vary, according to the scarcity or
abundance of money, and does it not follow, therefore, that it can only be the private
bankers’ accounts at the Bank of England which are of that peculiar nature which
requires a different action from that which would be pursued by every other bank? 1t
strikes me, that when bankers withdraw their deposits it is because their customers are
likely to withdraw their deposits for the purpose of meeting the demands to which
they are liable in the peculiar state of the market.

You stated that you thought that since 1844 the Bank has lent money at lower rates of
interest than it did previously? Yes.

And that that was partly caused by the Act of 18447 1 said that I did not think the Act
could be held responsible for it, because it is rather a circumstance which has
accompanied the Act than the direct effect of the Act itself.

You believe it to be a matter of fact? Yes.

Is it not a notorious fact that the Bank of England lent money in 1843, at 1% per
cent.? That must have been under very peculiar circumstances.

Previously to 1844 the Bank never lowered their rate of discount below 4 per cent.,
but you are aware that the Bank when they had large amounts of money at their
disposal made use of it, and were consequently obliged to employ it at the current
rates of interest? Yes, they have | know been charged with having almost caused
some commercial crises, by the use they have made of their large funds at certain
periods of speculation and of consequent revulsion: I mean by the use which they
made of extraordinary public deposits which they had for a time.

You think that at a time when the Bank of England has large deposits in its hands, and
when the current rate of interest is from any causes below 4 per cent., it is not
expedient for the Bank to enter into competition in the money market, or to employ
that money at all? 1 would not lay down any general rule, but I think they are bound
not to do it without great consideration of the circumstances; that is to say, not
without considering whether there is likely to be a demand on their reserve; in fact,
whether their superfluity of reserve is likely to last.

Would it not be rather difficult for the Bank Directors to foresee what may happen

two or three months hence? Do you think that the Bank, having a large amount of
money which had been paid in from taxation, ought to be prevented from circulating
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it among the public because the the rate of interest was not 4 per cent? Do you think
that would be a wise, a wholesome action on the part of the Bank Directors? 1 should
think that it would be necessary that they should consider a great many circumstances
in order to decide that. I do not think any general rule can be laid down.

But without laying down a general rule, do you not think there are many cases which
would justify the Bank in lending out money at the current rate of interest? 1 think
they are bound to consider well the disadvantage which would be occasioned, at a
time when there was a low rate of interest, by lending a very large sum of money in
addition to what had been lent before, which would tend to encourage speculation,
and whether that would be a greater evil than leaving a portion of their deposits for a
time in their coffers.

You think that in those particular times they ought to depart from such principles of
action as would guide any ordinary banking establishment? 1 think so, because a
private banker may fairly think that his operations cannot produce any great effect
upon the general circumstances of the money market, and that, therefore, it is enough
if he considers himself.

Do you consider that the rates of interest have varied more frequently since the Act of
1844, than they did before? Yes.

Can you refer to any statement which shows that the variations in the rate of interest
in London have been greater or more frequent since 1844 than they were previously
to 18442 1t is matter of notoriety that the variations in the Bank’s rates of discount
have been much more frequent than they were before.

But seeing that before 1844 the Bank of England never discounted below four per
cent., but employed their money in other ways below four per cent., would it be a fair
thing to take the Bank’s rate of interest at that period as an indication of the value of
money, and to found an argument upon it, that the variations in the rates of interest
have been more frequent since 1844 than previously to 1844, would it not be more
fair to take the current rates of interest in London, as indicated by the rates adopted
by the great money dealers, such as Messrs. Overend & Co., whose money is
generally employed in discounting bills? 1 have not doubt that the rate at which
Overend & Co. lent would be a very correct indication of what the rate of interest
was, but it would not at all show to what extent the general rate had been affected by
the circumstance of the Bank lending or not lending at a low rate of interest, which
cannot fail to affect it very materially.

The rate to which you are alluding is merely the rate at which the Bank have
themselves lent money, having no reference whatever to the current rates of interest in
London? Just so; but this distinction is not always important, because everybody feels
that the operations of the Bank do very materially affect the general rate of interest in
a period of commercial difficulty; and it is in a period of commercial difficulty,
brought about by other causes than over speculation, that the restrictions imposed by
the Act are particularly noxious. Although the Bank does even in ordinary times vary
its rate of interest much more frequently than it did, no doubt it does so, merely
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following the market rate of interest, and I do not attach any great importance to the
effect of what it does then. It is what it does in times of difficulty, that is of
importance, and the restrictions under which it is then placed appear to me to be a
source of evil.

As there has been a very large increase in the production of gold, which has been
principally coined, and has therefore added to that extent to the circulating medium of
the world, should you not expect that in the general distribution of the precious metals
a great proportion of that increase would find its way to India? Certainly.

Would it not naturally continue to do so until India had received its share in its
general distribution? Yes; but I apprehend that it will be found that the export of
bullion to the East has been greater in proportion than to other countries.

Is not the alteration in the relative value of gold and silver which has taken place in
consequence of the enormous increase in the production of gold, quite sufficient of
itself to account for this large export of silver from Europe to India? 1t would no
doubt account for the export of silver to the East to the same proportionate extent as to
other places, but not for the greater proportional exportation, which I imagine has
taken place to the East, than to other places.

Is it not natural that in this process of equalising the general increase of the precious
metals all over the world, that increase should find its way in the shape of silver to the
East, where silver alone is used as the circulating medium to a greater degree than to
any country where gold and silver are used jointly as the circulating medium?
Certainly.

Then it is natural to suppose that the large export of bullion which we have sent to
India would have taken place quite irrespectively of any action of trade, or railways,
or anything else? Not independently of any action of trade, because it must take place
through the medium of that action.

But independently of any extraordinary action, different from the ordinary action of
the trade of the country? Yes; but if it had not been for the practice of hoarding in the
East, the probability is, that in a country like India, where prices depend much more
on the metals than on any of those contrivances of credit which affect them so greatly
here, the effect of this influx would have been felt much more upon prices than it has
been; and in proportion as it affected prices, it would have diminished the export of
the precious metals to India, which it has not done.

w. tite:] have now before me the statistics with regard to silver which were given to
the Committee in March last, E]from which it appears that the exports of silver to
India and China in six years have been 36,530,0001., and the imports from the
producing countries have been 25,820,0001., making the amount of silver abstracted
from the European stock in the six years 10,700,0001., which is at the rate of about
1,600,000L. in a year. Do you apprehend that that drain of 1,600,000l. from Europe to
the East is likely to continue? 1 should think that a drain to that extent or more is
likely to continue.
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Do you know the amount of circulation in France? | have not the figures in my
possession, but there has been a great substitution of gold for silver in the French
circulation, and a great part of the silver which has gone to the East has come from
France.

It was suggested that the circulation of silver in France is about 120,000,000I.
sterling? Not now, I think.

Supposing that drain to the East should go on to the extent of 1,500,000l. above the
silver imported from the silver producing countries, would the effect be very
important upon the commerce of the country, or what effect would it have, in your
opinion? The probable effect will be to oblige countries whose standard is now silver
to adopt a gold standard. If this took place in India, the effect would be in a great
degree to stop the influx of silver, and to substitute an influx of gold.

No other effect? No other effect, that I know of.

r. spooner:Some questions have been put to you about country bankers being required
to give securities for their notes, I understood you to say that you do not think that at
all necessary as long as the issue of notes is limited to 51. and upwards? 1 hardly think
so; I admit that it is a question on which there may be a difference of opinion, but,
inasmuch as the amount of deposits is generally greater than the amount of notes, and
the holders of notes, when they are confined to 5/. notes, are much the same class of
persons as the depositors, there probably is no reason for placing the holders of notes
in a different position, or giving them any security which cannot be given to
depositors.

Would it not be unjust and unfair towards one creditor of the Bank to give a better
security to another creditor of the Bank? Not if it were known beforehand on what
security they took the notes or made the deposits.

In what way could the security be given, how could it be practically worked out? The
banker might be compelled to hold public securities of some description to the
amount of his notes, which should not be liable to be taken to pay other debts.

Where should those securities be deposited? They might be entered in the books of
the Bank, in such a manner as to secure them against other creditors. Means could
easily be provided in some way equivalent to a distringas upon stock which is not
permitted to be sold.

Suppose that were done, a banker must still keep in his possession a large reserve to
meet the daily demands of his customers in respect of those notes? Certainly, he must,
and he would hold, besides, a certain amount of securities which would be a pledge
for his notes.

Would not that, in point of fact, be requiring the banker to provide for his notes in two

places? He would not be required to provide so much for his depositors if his notes
were otherwise provided for.
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But you mean still to make the banker liable to pay his notes on demand in gold,
although he has given security? Certainly.

Then you would make him provide for his notes in two ways, namely, by giving
security for them, and by providing for the daily demands which are coming upon
him? Yes, undoubtedly he must; but the securities which he was obliged to provide on
account of his notes would be bringing him interest.

Would it not be in a time of panic or disturbance that he would require to realise his
securities to meet his notes? That might be the case; and it might be necessary that
some public officer should have power to authorise sales of the securities that were
given for the notes.

At such a time, would not the securities most probably fall very much in value? Yes,
undoubtedly they would.

Then while you ask security from the banker, would not you give him indemnity
against that possible loss? That is a loss to which bankers are always subject; they are
always liable to invest their money in securities when securities are dear, and to have
to sell them out when they are cheap.

They change them according to the best of their judgment? Yes; but they invest what
they receive in deposit, and the deposits are likely to come in to them in the greatest
abundance when there is not much to be made by keeping them.

1 understood you to say that your opinion is, that the theory upon which the Act of
1844 was grounded has been proved by experience to be completely erroneous? 1
think that some parts of the theory have been proved, by practical experience since, to
be erroneous, and that they are mostly given up, even by the defenders of the Act.

What part do you say is not proved to be erroneous? 1 think the whole of the theory
erroneous; but I think the part which experience has overset is chiefly that which
turned upon inattention to the effects which the Bank produces by its deposits, the
importance of which certainly, before 1844, was not sufficiently appreciated either by
the Bank Directors or by the public generally.

1 understand you to say that you are of opinion that the Act of 1844 has not answered
the purposes which its promoters had in view, and that it would be better to repeal it?
That is my opinion.

Do not you think that the convertibility of the note might be as well secured, or
perhaps better secured, without the Act than under its provisions? 1 think the
convertibility of the note is safe in any case, and Lord Overstone, in his evidence,@
said as much. He said the Bank can always take care of itself, but it is at the expense
of the public. I have no doubt the Bank always would take care of itself.

The convertibility of the note would, in your opinion, be as safe without the Act of
1844 as with it? Yes; while at the same time a much greater evil than the
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convertibility of the note, namely, suspension of payments by the banking department,
is much more possible with the Act than it was before.

c. puller: You stated that, with respect to a drain of gold, since the Act of 1844 every
drain had a sort of double action, that in the case of a drain extending, say to
3,000,000L., its first operation is upon the banking department, by drawing out
3,000,0001. of notes, and that then it acts upon the issue department, by the
presentation of those notes, in drawing out 3,000,0001. of gold? Yes.

You went on to add those two sums together, as if they constituted a drain of
6,000,0001. upon the Bank? Yes; what I said was, that the two departments cannot
help one another, but the Bank is obliged to take separate measures for the security of
both. As to the issue department, the security of that is provided for by the Act; but, in
addition, the Bank are now obliged, as the drain would come out of the deposits, to
take measures for the security of the deposit department, which can only be done by a
contraction of their credit.

Is it fair to add those two sums together, as representing a drain upon the resources
of the Bank to the amount of 6,000,000L., the notes being, in fact, certificates of so
much gold deposited in the issue department? 1f it were a question that concerned the
solvency of the Bank, I admit that it would only operate to the extent of 3,000,000/
but in as far as the operation upon the money market is concerned, I apprehend it
operates virtually as a drain of 6,000,000/. would do upon the Bank.

But the 3,000,0001. of notes that are drawn out of the banking department are, in fact,
the same identical portion of the resources of the Bank as the 3,000,0001. of gold
which are afterwards drawn out of the issue department to meet those notes? It is as if
a man having to lift a weight were restricted from using both hands to do it, and were
only allowed to use one hand at a time; in which case it would be necessary that each
of his hands should be as strong as the two together.

You say that, since the Act of 1844, the Bank has not kept so large a reserve in their
banking department as was necessary? Not so large a reserve as would have been
necessary to make the Act innocuous. To have prevented the Act from producing
more violent revulsions of credit than would take place without it, it would be
necessary for the Bank to keep in the deposit department alone, a reserve sufficient to
meet any probable drain.

Was not the intention of the Act to make the circulation fluctuate exactly as a metallic
circulation? Yes.

Has not that effect been successfully carried out? That effect has been carried out;
but, I apprehend, that effect is not of the smallest consequence.

Do you think that the Act has the effect of causing the Bank to keep a less banking
reserve now than it would have kept if we had had a purely metallic circulation at
work, and therefore the Bank of England had been a mere bank of deposit? 1f the
Bank had been a mere bank of deposit, and had continued to act as it has acted under
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the present system, namely, to consider only its own banking interest, it would have
done just as it has done.

Therefore, there is nothing in the Act to cause less caution on the part of the Directors
than they would have exercised if there had been a purely metallic circulation?
Exactly so; but I think, in a system of credit like what we have in this country, you
may have a very much more steady currency than a purely metallic currency would
be.

But if there has been a less banking reserve kept than was necessary to meet the
banking engagements, that result is due, not to the Act of 1844, but to the want of
sufficient caution and discretion on the part of the Bank Directors? They have had a
sufficient reserve to meet their liabilities; that is, they have always been able to
replenish it in time; but they have been able to do so only by selling securities or
diminishing their discounts very rapidly and suddenly, because of the insufficiency of
their reserve to meet the whole of the drain. Now it appears to me that this is not a
necessary evil, but an evil owing to the Act of 1844. By the authors of the Act it is
laid down as a broad principle, that the paper currency should conform to a metallic
currency. | apprehend the meaning of that is, that the permanent or standard value of
the paper currency should be the same as that of a metallic currency; but not that it
should have the same fluctuations. It does not follow, because we ought to make the
permanent value of the paper currency conform to the value of a metallic currency,
that therefore we ought to have the same fluctuations which occur in the value of a
metallic currency. The fluctuations to which the value of a convertible currency is
subject, depend not upon anything that affects either the metals or the bank notes, but
upon general extensions or contractions of credit. The currency which is the least
liable to violent contractions of credit, will be the currency with the fewest
fluctuations. Therefore, if a convertible paper currency, issued by bankers and not
restricted by Act of Parliament, is likely to lead to fewer variations in credit than a
metallic currency, it appears to me better than a metallic currency, and better than a
paper currency which is obliged to conform to a metallic currency.

Then I understand that the ill effect which you ascribe to the Act of 1844, is by
comparing the actual state of things, not with any actual metallic currency, but with
some imaginary system which you think would be more perfect? Not exactly so; what
I mean is, that no currency can be good of which the permanent average value does
not conform to the permanent average value of a metallic currency; but I do not admit
the inference that in order to enable it to do this, its fluctuations in value must
conform to the fluctuations in the value of a metallic currency; because it appears to
me, that fluctuations in value are liable to occur from anything that affects credit; and
I think that a metallic currency is liable to more severe revulsions of credit, than a
mixed currency, such as ours was before the Act of 1844; and therefore, that a paper
currency of the permanent value of a metallic currency, and convertible, but without
any other restriction, is liable to less fluctuation than we now have under the Act of
1844.

1 understand your opinion to be, that the great advantage of unrestricted issues, as
compared with the existing system, would be this; that in times of great commercial
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difficulty the Bank might draw upon the additional quantity of bullion which it keeps
as a security for its notes for the purpose of sustaining credit in times of panic? 1
should rather state it in this way, that they will not be obliged to contract credit in
cases in which there had been no previous undue expansion of it.

I am supposing the case of a drain in consequence of over speculation, in that case |
understood you to say that the advantage of the system of unrestricted issue which you
advocated, would be this, that when a panic did come after periods of over
speculation, the Bank then would be able to use its whole reserve, consisting of the
bullion that is now in its banking department, and so much of the bullion as is now in
the issue department, as it would keep under such circumstances, and that it would
therefore havea larger fund to draw upon to sustain credit than it has now? 1 would
state it even more strongly; because in the case you are supposing, which is not a case
where there is any doubt about the convertibility of the Bank note, the Bank might
issue notes to any extent they were asked for, as they did after 1825.

You admit that there might be a very great extension of its issues under those
circumstances? 1 think there ought to be in those circumstances, because there is such
a destruction of ordinary credit, that it is necessary that some credit should come in to
take the place of what is destroyed, in order to prevent great calamities.

Such extension of issues would increase the total amount of circulation much beyond
what it would be, if it were a purely metallic currency? Very much beyond. That is a
great advantage, because one of the great inconveniences of a metallic currency is,
that it 1s impossible for it to come to the assistance of a drain in those emergencies.

You do not agree with Mr. Tooke in thinking that a mixed circulation of convertible
paper must fluctuate always as a metallic currency? 1 am not aware that Mr. Tooke
thinks that it must fluctuate in quantity as a metallic currency would; I think it is a
great advantage of our currency, as it would be without the Act, that it does not
fluctuate exactly as a metallic currency would.

In stating the advantages that would be obtained in a time of extreme panic by the
system you recommend, you admit that they would be purchased at the expense of a
certain disadvantage, namely, that the commercial crisis, when it did come, would be
more violent than it would be if it was checked in time, as it is now checked by the
operation of the Act of 1844? 1 think the Act does check it in its earlier stages, when
the crisis has proceeded from over speculation. At the same time, I think there is
every probability that the Bank would now act in such cases exactly as the Act
prescribes, even if the Act did not exist.

Would there not also be this possible great disadvantage, that under a system of
unrestricted issues, if notwithstanding the assistance which the Bank rendered to the
public they were unable to stop the panic, it would be enormously aggravated by the
alarm of every note-holder throughout the country? That is supposing a case that is
not likely to happen, unless the country were in possession of a foreign army. I can
hardly imagine any other case in which there could be any doubt as to the sufficiency
of the notes of the Bank of England to secure anybody who possessed them. We know
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that at the time of the panic in 1825, there was never a doubt for a single instant about
the notes of the Bank of England.

But sometimes a panic is not always governed by reason? No; but in such an extreme
case any system of credit or banking must break down.

With respect to a foreign drain, such a drain as is produced by a bad harvest, or by
foreign remittances of the Government, of course turns the exchange against this
country? Yes.

Must not that amount of drain ultimately be paid for and the exchanges corrected by
the operation of the trade of the country? Not necessarily; it may be by mere
transactions in securities, by transfers of securities from one country to another.

But as a general rule, would you not say that you must look to the trade of the
country? It is of very great consequence, I apprehend, whether the effect is produced
through an action on the prices of commodities, or without that action; because that
affects a much larger class of persons than could be affected by changes in the price
of securities.

You have expressed an opinion that such a drain ought to be met by the reserve of
bullion in the Bank rather than by an action on discounts; now, supposing the reserve
of bullion to be nearly drained out, would you think that such a state of things ought
to be allowed to continue; or is it not desirable that the Bank should have every
motive so to act, by contracting its discounts, as to correct the exchanges? It would
always have that motive when its reserve got low; it would necessarily be obliged to
take such measures; the only difference would be, that it need not take them so
violently; because if the drain should be a limited drain, a drain arising from a cause
not permanent, of course as to so much of the drain as had already taken place, it
would be unnecessary for the Bank to provide for it by restricting its discounts.

Under a system of metallic currency all these matters would be regulated by the
natural laws which govern the distribution of the precious metals? Yes.

Do not you think that upon the whole that system is more likely to be safe and right
than by entrusting the regulation of them to the discretion of any body of men
whatever? It seems to me that natural laws would equally operate in the other case.
The course that would naturally be followed in a case of panic, for instance, is exactly
the one which the Act prevents, namely, to come to the assistance of trade at a time
when there is a great destruction of credit, which the Bank would always do if it were
not prevented, but which it cannot do now in those cases, unless the Act is suspended.

You said that you were in favour of allowing country banks, as well as the Bank of
England, to issue notes without any other restriction than convertibility, [*]or, at all
events, that you saw no need of restriction from the fear of over-issues; will you state
what you mean by “over-issues,” because you have already told us that you admit
that it is possible thatissues of paper may be in excess of that which a metallic
circulation would supply? By over-issues, I mean such as create undue speculation, or
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maintain it when it ought to be checked. In any other sense I do not conceive that
there can be over-issues so long as convertibility is maintained.

Then your opinion is a theoretical opinion; it is not deduced from the fact that there
have been no such issues? It is my interpretation of the facts that have taken place.

Do you remember the case of the American banks in 1835, when the issues rose from
about 100,000,000L. to about 150,000,000L. in the course of one year? Yes, but I have
always understood that there was not practical convertibility at that time.

They were legally convertible, were they not? The fact was, that either through the
influence of the banks, or for some other reason, they were not convertible. In the next
place, I admit that in a period of violent speculation, that speculation may be
ministered to by banks; not that they do so in the commencement, at least not by
means of their notes, but they may prevent speculation from being early checked by
the necessity of re-selling goods that had been speculated upon.

t. weguelin: Has not your examination to-day turned entirely upon the management of
the Bank as a bank of deposit? It seems to me to involve the whole management of
the Bank, as far as the currency is affected by it.

Has it not turned mainly upon the management of its deposits? 1 think it has turned
mainly upon the deposits, for this reason, that it is chiefly, in my opinion, by not
attending to the management of the deposits that the promoters of the Act have been
led to what I consider a wrong conclusion.
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THE INCOME AND PROPERTY TAX

1861

EDITOR’S NOTE

Parliamentary Papers, 1861, VII, 244-64. Not republished. Original heading: “John
Stuart Mill, Esq., called in; and Examined.” Running heads: “Minutes of Evidence
taken before the/Select Committee on Income and Property Tax.” The evidence was
taken on 18 June, 1861, with John Hubbard in the Chair, and the following members
of the Committee present: Walter Buchanan, Stephen Cave, William Gladstone
(Chancellor of the Exchequer), T. Sotheron Estcourt, Sir William Heathcote, Sir
Frederick Heygate, Robert Lowe, Sir Stafford Northcote, James Turner, William
Pollard-Urquhart. Not mentioned in JSM’s bibliography or Autobiography. No copy
in Somerville College.

On 19 Sept., 1861 JSM wrote to Leonard Courtney, in answer to the latter’s
“intelligent objections” to his arguments before the Committee, saying in part: “It so
happened that none of my cross-examiners in the Committee took the same view of
the subject which you, and the actuaries, take; and their questions, therefore, drew out
very little of what I could have said in opposition to that view. I will merely place
before you one form of the argument, which appears to me very simple and
conclusive. The actuaries argue that income of equal capitalized value should pay
equal amounts to the tax. Granted: that is, equal fofal amounts. But if these equal total
amounts are to be made up by equal annual payments, it is implied that the payments
are of equal duration, and the owner of the terminable income would be required to go
on paying his quota to the tax after his income had ceased.

If you will only consider what would be the payments required from the two supposed
taxpayers if each of them was required or empowered to redeem the tax by paying
down a gross sum once for all, you would, I think, see that the opinion of the actuaries
has no ground whatever to stand on.” (Letter in the British Library of Political and
Economic Science.)

JSM’s examination includes questions 3538 to 3804 of the evidence before the
Committee.

The Income And Property Tax

j. hubbard: You have given considerable attention, have you not, to the subject of
taxation in its different forms? 1 have given considerable attention to that subject.

Would you have the kindness to state to the Committee what are the principles upon

which you would recommend the construction of a tax of the nature of an income tax,
levied for the purpose of providing a portion of the annual supplies of the country,
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and therefore differing in that respect from a property tax, which is levied upon the
corpus of the property at its change of possessor or transfer? It seems necessary, |
think, to begin by considering what would be the conditions of a perfectly just income
tax, although those conditions may not be, and are not, entirely realizable; in order to
have a standard of absolute justice before one, which one must endeavour to carry out
so far as insuperable practical obstacles do not interfere with it. Unless we set before
ourselves an idea of what would be perfectly just, we are unable to make any fair
approximation to justice in the practical application. I should say that the first rule is
the general rule of taxation, namely, equality; that is to say, taxation in proportion to
means. But this does not, I think, necessarily imply taxation in proportion to the
whole of a person’s receipts; because the whole of his receipts may greatly exceed
what he can, with any propriety, expend upon himself. It seems to me, therefore, that
two kinds of allowances are necessary; an allowance for small incomes, and an
allowance for incomes that are of temporary duration, or precarious; and I think that
the present income tax fails of justice under both those heads, though I do not go
nearly so far as many people in my estimate of the amount of that injustice.

Would you state what are the special features in the present income tax@which
appear to you to conflict with those two principles which you have laid down?
Perhaps I had better begin with the one of the two cases which will take the shortest
time to state, and that is the allowance due to small incomes. It seems to be admitted
that a just income tax ought never to fall on necessaries; and accordingly all income
taxes fix a certain minimum up to which no tax is paid. That I think perfectly right;
but the present income tax taxes incomes which exceed that minimum on their full
amount, and that seems to me not just. Justice, I conceive, requires that any income
exceeding the minimum should be taxed only on the excess, and not on the whole
amount; because otherwise those who are immediately above the minimum are placed
in a worse position than if they were at the minimum. The rule of equality and of fair
proportion seems to me to be that people should be taxed in an equal ratio on their
superfluities; necessaries being untaxed, and surplus paying in all cases an equal
percentage. This satisfies entirely the small amount of justice that there is in the
theory of a graduated income tax, which appears to me to be otherwise an entirely
unjust mode of taxation, and in fact, a graduated robbery. What gives it plausibility is
the fact, that at present the lowest incomes which are taxed at all are overtaxed. If an
income above 100/. a year, supposing that to be the minimum, as at present, were only
taxed upon the excess above 100/. a year, | think everybody would see that the ratio
was in that case fair, and that the lower incomes were exempted as much as they had
any just right to be.

Following out for a moment the last inference which the Committee might draw from
your reply, you are aware, are you not, that the objection to taxing upon the excess
beyond a certain sum, if applied strictly, would involve the collection of sums so
small, and spread over so wide a surface, that they would not be worth collecting, do
you think that any adjustment in a middle form might be taken which would reconcile
those difficulties; for instance, instead of taxing 1011. at 11., or 1051. at 51, a certain
minimum, say 60L., should be deducted from incomes of 100l. up to 1501, so as to
leave 401. as the sum which should be assessed? That seems to leave too large a
margin. [ know that there would be an objection to assessing incomes of 101/. upon
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17.,; the income tax upon 1/. would not be worth collecting; but I presume that the
income tax upon 5/. might be so. A 6d. income tax on 1/. would be 2s. 6d., and I
imagine that the tax-gatherer does collect as small sums as that. At any rate that is
only a question of degree. You might tax every income on its excess above 100/.; that
1s, you might make the taxable amount the excess above 100/, but might only begin
to collect the tax at the point of 105/, or 110/. Or if it is thought necessary to begin
the actual collection at 100/., you might tax only the excess above 901, or the excess
above 80/. But I have no very decided opinion upon that point.

To settle the principle of your remark, it implies that a certain sum would be adjusted
as an equivalent for the necessary maintenance, and that above that all should be
taxed, releasing then only sums so small as not to be worth collecting? Just so.

Then, passing to the other point of your remark, which was the mode in which the
present tax falls upon precarious incomes; in what way would you describe the
present inequality of the tax in that respect, and in what way would you propose to
remedy it? The injustice of the present tax as it affects permanent and temporary
incomes, and fixed and precarious incomes, seems to me to result from this: that
incomes which are nominally equal, are not equal for the purpose of expenditure.
Those whose income is either temporary or precarious are under obligations, or
necessities, one may say, which others are not under, to save a portion of their
income; and that I conceive to be the only claim in equity that there is to any
remission of taxation in the case of temporary incomes. The plan of capitalising
incomes and taxing them on their value as capital, I confess, seems to me to be not
merely impracticable, but, even if it were practicable, thoroughly unjust and unequal,
and to involve such arithmetical fallacies, that it is to me a matter of astonishment that
good arithmeticians should have fallen into them. But what I should lay down as a
perfectly unexceptionable and just principle of income tax, if it were capable of being
practically realised, would be to exempt all savings; that the portion of an income
which was saved, and converted into capital, should be untaxed. I would leave this
untaxed, because otherwise, as it pays income tax again after being invested, as it
pays income tax on its produce after having paid it on the capital, it really pays twice,
whereas the portion of income, which is devoted to personal expenditure, pays only
once. By the adoption (if it were practicable) of the principle of not taxing savings, all
the claims of justice towards individuals would be included and covered. Inasmuch as
the only claim which any income has to be taxed more lightly than others consists in
the greater necessity for saving; if you could exempt from taxation what any person
does save, you would have done him full justice in that respect, and if he does not
actually save it, he has no claim to any exemption. I am laying this down merely as
the theory of a perfectly just income tax. I am quite aware that it cannot be fully
carried out; that you cannot consider individual cases, and you are therefore obliged to
consider, not what people actually do save, but what are their necessities and
obligations to save; with merely a general consideration whether, on the average, it is
practically the fact that as a class they do it, or not.

In the attempt to carry out that theory, if you are unable to consider individual cases,

would you make it a portion of your design to consider classes of incomes, so as to
ascertain as nearly as you might, those incomes which are subject to the demands of
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saving to a greater degree than others? Certainly; and the impossibility of doing full
justice in every case would be no good reason with me against doing it whenever I
could.

Would you describe to the Committee what characteristics you woulddemand in
incomes which you would conceive to be entitled to concession in the matter of
taxation, seeing that the present law levies the same tax upon all receipts under the
shape of income which came into the possession of an individual during the year? 1
beg to be understood as speaking positively only on the claims of justice, and the
scientific principle on which the tax should rest. On the question of practicability, or
of the administrative difficulties which might arise in applying the principle, I must be
understood as always speaking under correction from many who are much more
competent than I am to judge of those administrative difficulties. But in principle, |
would say that all life incomes, with certain exceptions which I could specify, have a
claim to some consideration as compared with permanent incomes; and that all
precarious incomes, without any exception that [ know of, have a claim to some
consideration as compared with those which are not precarious, but fixed. Those
which, like industrial incomes generally, are both precarious as to amount and also
temporary as to duration, having thus a double claim, have the strongest claim of any.
By industrial incomes, I mean, as the Honourable Chairman means in his
memorandum,@ professional and trading incomes; but trading have not quite so
strong a claim as professional incomes, because traders, at least those who are trading
on their own capital, in some degree combine the two characters, and hold an
intermediate position between those who depend on property and those who depend
on labour.

When you state that you would place life incomes in a different category from
permanent incomes, do you state that with regard to the tenure of the owners, and
without consideration of the nature of the income itself or of the property which
produces it? 1 state it without any distinction as to the nature of the property from
which the income emanates: but [ am quite aware that the source from which it
emanates makes a great many practical differences, some of which are such as in my
opinion ought to exclude some life incomes from the consideration which I would
give to them in other cases.

If you look at the schedule@which is in the paper lying before you on the table, you
will find that in the scheme which is there presented to the Committee, it is proposed
to range in one class only all the incomes derived from property which may be
invested,; the Committee now, I think, understand you as wishing, if possible, to
discriminate between the different tenures under which portions of that income might
be held? As far as possible; as far as is consistent with administrative
impracticabilities.

That is to say, that land, or the rental of land, might be held under somecharges or
tenures to which you would grant an indulgent measure of taxation, while the rental
of land held under other tenures you would tax to the full amount which might be
imposed? Exactly.
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The consequence of the application of that rule would also apply, would it not, to the
dividends of funded property, or to any of the products of money invested? Yes. In
principle, and as a general rule, I would exempt merely life incomes from a portion of
the tax, by taxing them only on a part of their gross amount. But in some cases, I do
not think that they possess this claim for exemption: particularly in cases of life
incomes derived from settled property. There are a number of interests, which are life
interests, one may say, only in name, and in a sense which is quite consistent with the
tenant in possession being able to spend the whole of the income without imprudence.
For instance, a tenant in possession of settled property, though he may be only a
tenant for life, has, I should say, no claim to exemption, because the reason on which I
would give an exemption in other cases does not apply to him. It may be fairly
presumed that if he has any person whom he is bound to provide for, that is, if he has
any children, for that is the only case that can be laid down as a case of obligation,
they are probably provided for by the same settlement under which he is a tenant for
life. The same reason applies to the next heir, the person who, under the settlement,
will come in next. He may have an allowance by the settlement, which is of course
liable to income tax, and I do not think that he has any claim to be taxed on less than
its entire amount; because as he is to come into the whole property ultimately, he is
not obliged to save out of his income, the amount of which, probably, has been
adapted to his present needs and expenditure, and nothing else. I do not undertake to
say positively how far the exceptions to the rule of partially exempting life incomes
should extend. For instance, the case of a widow’s jointure is a case in which doubt
might arise. But upon the whole, I should say that a widow’s jointure is not entitled to
any exemption; because in almost every case in which a jointure is settled on a
widow, either she has no children, or if she has, they are provided for by the same
settlement; and therefore, generally speaking (of course you cannot allow for
individual cases) she is under no extraordinary obligation to save anything for
children from her jointure. Therefore, taking cases in classes, and without considering
individual cases, these are life interests, and yet have no claim. I do not think that the
same reasons apply to collaterals. I think that charges for younger children, for
instance, though they have not quite so strong a claim as industrial incomes, still have
a claim to exemption to a certain extent.

The motive, as I understand, for the concession of which you are now speaking, as
desirable for the purpose of carrying out a perfectly just theory of taxation, is the view
of the necessity of saving? It is so.

Would you allow to be introduced, with regard to that necessity ofsaving, other
considerations beyond that of mere tenure; for instance, would you allow the
introduction of the consideration of whether other property might be held by the
person in question, and what children he either had or might have; whether he were
married or unmarried, in what degree the relations who were next of kin might stand
to him, as influencing his desire of accumulating on their behalf; all those
circumstances would, of course, form elements which would weigh upon a man with
regard to his disposition to save, are you prepared to admit that those considerations
should be ascertained for the purpose of qualifying or establishing the concessions
that you think would be desirable? 1 do not think it would be possible to enter into
those minutie, or into the particular circumstances of individuals. I think you can only
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proceed on a general and rough classification of incomes. Besides, if it were possible
to enter into those minutiz, I apprehend that there would be just the same reason for
entering into them in the case of industrial incomes, as in that of incomes from land,
or the funds.

Then you would, by the concession which you think might be required here, imply a
new interpretation of the tenure of the owner? Yes.

Have you at all considered whether, in legal form, that tenure could be so described
as to carry out the object which you have in view, without giving rise to doubt or
litigation? The only way which has occurred to me (but it is possible that better ways
may occur to others) is, that all incomes which are for life, or for terms of years, shall
be entitled to exemption, except an enumerated list. The list of exceptions would
perhaps comprise three-fourths of all those which are nominally life tenures. For
instance; if it were enacted that the case of a tenant in possession of settled property,
the case of the future possessor, and the case of widows’ jointures, should be excepted
cases, to which no exemption should be allowed, these alone would cover, I imagine,
the great mass of the nominal life interests in property. Thus a very small list of
exceptions would include such a mass of incomes as would make it comparatively
unimportant, whether or not you specified all the exceptions that might be with justice
made. If you except those great classes of cases in which there could be no claim to
exemption, I think an exemption might be allowed in all unmentioned and
unenumerated cases of temporary incomes.

Would you allow the same indulgence to take effect upon the execution of a deed of
trust by the owner of an estate, as you would in the event of that disposition having
become a legal document, and being subject to its legal results;, would you, for
instance, allow a man of middle age to make by deed a disposition of his property
which he would ordinarily make by will, so as to involve the same consequences with
regard to a claim for concession in the incidence of the tax? Yes; for instance, if he
chose to bind himself to give a provision of so much a year to one of his younger
children in his lifetime, instead of postponing it until his death, you have a right to
consider that from the time the income is out of his control it belongs to his younger
son, and the younger son must be treated like any other life annuitant, I should say,
from that time.

Supposing a large landowner of middle age, who holds an estate in fee, of course
naturally subject to the incidence of the tax, to make a trust deed, under which he
provides for his several children, reserving to himself only a life interest in the estate,
and giving to them a contingent reversion in the property in various shares, and
supposing that that disposition in no degree fettered the amount of expenditure which
he had previously been commanding, do you think that there is anything in the mere
legal determination of that property which should exonerate the estate from a portion
of its liability to the Exchequer? His power of expenditure is now fettered in a degree
in which it was not before, because he has, by a special bond, bound himself legally to
make certain allowances to certain people; and has it not in his power to expend that
part of his income on anything else. It has become the property of the person to whom
he has given it; it has become the income of that person, and is no longer part of his
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own income. Therefore, in considering how it should be taxed, we ought to consider
the circumstances of the person receiving it, and not those of the person paying it.

1If, for instance, a person having an estate of 10,0001. a year, with the property tax at
the rate of 9d., amounting to 3751. a year, were to place it entirely in trust in that way,
he might diminish the liability of the estate by one-half; as regards the income tax, do
you think that the circumstances of a family arrangement or a settlement are of such a
nature as to justify the relaxation of the Chancellor of the Exchequer in his demand
upon the revenues of that estate? If such a rare case should happen as that of a person
who, during his life time, legally appropriates the half of his income to another
person, it is then no longer his, and the Exchequer has no longer any business to come
upon him for it. With regard to those who now have it, it seems to me that they are to
be considered each of them as to his own position or his own circumstances. If a
parent is in such a position that he ought to save for his younger children, or to give
them the means of saving for themselves, it is a thing rather to be rejoiced in than not;
that by these family arrangements he is enabled to obtain an allowance from the
Exchequer for what is thus saved.

We are assuming that he retains in his own possession the full sum which he wishes to
expend, and therefore he does not embarrass his own expenditure, but it is merely that
he changes the legal tenure of the property which is to be rated, and so far changes its
incidence to the tax? Yes.

Have you considered whether the question of savings should override inthe
assessment of the rental of property, the rule which has been equally affirmed that all
property being protected by the State should, to its full extent, be taxed equally? 1 do
not recognize any rights or obligations as existing in property itself, in things; I
recognize them only as existing in persons. All moral rights reside in persons; and all
moral obligations are towards persons and I should consider nothing but persons in
any question of justice.

But then you would consider those persons not simply in their persons, but with
regard to their property, which qualifies them to pay taxes? 1 should consider it, so far
as it constitutes their means of paying the taxes, and the payments ought to be
adjusted equitably to those means; but I should not think that anything depends on
whether one form of property is more easily accessible than the others, or whether
you are more certain of its amount in the case of one person than in the case of
another. I should say, in each case ascertain that as you best can, and then tax it with
reference to the circumstances of the person, and not with reference to any supposed
peculiarity in the thing. I only recognize things as influencing the question of justice
in so far as they operate upon the situation and feelings of persons.

Are we to understand you to state that you conceive that the incomes derived from
real property should under a perfect theory of taxation be taxed not upon their net
amount but upon their amount with regard to the supposed saving in each individual
case, as measured by the tenure of the owners? The amount of saving cannot be got at
in an individual case; but the presumable savings of classes I think depend more upon
the tenure than upon anything else. The saving which you have a right to presume that
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classes will make, depends on the classification according to the tenure; it depends
upon whether the tenure of the property is permanent or temporary, and whether it is
of a fixed or of a precarious amount. I would beg to add that whatever claims [ may
think exist to exemption in the case of some life incomes derived from property (and
therefore falling within the first class in the Chairman’s memorandum), I can hardly
imagine that any of them are so strong as the claims of the second class; because the
second class has the double claim of precariousness and of temporariness, whereas
incomes from land, though they may be for life only are usually fixed, and the cases
of their being at all variable or precarious in amount are very rare. That is one reason.
Another reason is because in the great majority of life incomes derived from land or
from realized property, the obligation or necessity for saving, though it exists, is of a
considerably less binding character. For example, in the case, which is one of the
strongest, that of provisions for younger children, I do not think that the necessity of
saving in that case is on the average nearly so great as in the case of industrial
incomes. In the first place, there is some difference between the case of sons and that
of daughters. In the case of daughters, a large proportion of them will probably marry,
and of those who marry a large proportion, if they marry in their own class, will not
be under the necessity of saving from their separate incomes. Still, they may marry
some one to whom their income is of importance, or they may not marry at all, and
therefore I do not think that their claim is annihilated; it is only weakened. Then as to
younger sons who have life incomes; they have a claim to exemption, but not so
strong a one as professional and industrial incomes have; because generally speaking,
incomes given to younger sons are not meant to be their sole provision; they are
destined to enter into the professional class in some way or other, and what is given
them is generally as a help to that rather than a substitute for it. As a matter of fact, I
believe those of them who marry do generally acquire more than the incomes so
allowed them, and those who do not marry are not obliged to save. As a class,
therefore, they have I think, a less strong claim than industrial incomes, but still a real
claim to partial exemption.

With regard to incomes in the first class, with regard to which you have described
very ably the remissions which you would be glad to see put in force if they were
practicable, and upon which I dare say you are aware that there may be considerable
doubts, but with regard to the second class you affirm a stronger claim, because there
are more of those elements which should influence saving, which you conceive to be
the proper test for concession? Yes. In the case of industrial incomes there are all the
elements that possibly can be; there is want of permanence, and want of fixity. There
is nothing, generally speaking, to fall back upon in the case of those for whom the
saving is made, and, if they are not provided for from that source, they are not so at
all. That applies in its strictness, however, only to professional and not to trading
incomes, and I should be glad, if it were possible, to see a distinction made between
trading and professional incomes. The claims of professional incomes, and all
incomes derived entirely from personal exertions, seem to me to be the strongest
possible. The claims of incomes from trade are less strong; because so far as the
income consists of the interest of capital, it properly comes into the first class, and,
being of a permanent character, is not entitled to exemption. If it were possible to tax
traders on the interest of their capital at one rate, and on the remainder of their profits
at another, as you do propose to tax the incomes of the capital that they borrow at one
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rate, and their profits at another; if it were possible to extend this to the interest of the
whole of their capital, and tax it at a higher rate, and the surplus profits at a lower rate,
I should be very glad to do it; but whether it can be done or not is a point upon which
I am entirely in the hands of those who can judge better than I can.

Are you not now alluding to a distinction which requires you to deviate rather from
what you have hitherto taken as the main guide to the discrimination which you
require, namely, savings; do you suppose that the proportion of the savings which are
effected out of professional earnings is larger, or as large, as those which are made
out of the earnings of trades and manufactures, and other industrial employments
which contain capital as one of their requisites? No doubt the mass of saving comes
from traders; that is, a much greater absolute mass comes from them than from
professional incomes; but whether, generally speaking, as large a proportion may not
be saved from professional incomes I have no means of judging. Professional incomes
I take to amount, on the whole, to much less than the aggregate of trading incomes,
and therefore if they saved on the whole as large a proportion of their incomes, their
savings would still bear a much smaller proportion to the entire savings of the
country. There is one reason, however, which inclines me to think that very likely the
savings from professional incomes may in reality be somewhat less in proportion than
from trading incomes, namely, that perhaps a larger proportion of traders than of
professional men are aiming at making fortunes. The great mass of professional men
are aiming probably at little except a moderate provision for their children and for
their old age, while successful traders are mostly aiming at making fortunes, and
passing into a superior class altogether. That establishes a certain degree of
probability that traders save in a larger ratio than professional men, but how far this is
really the case it is not in my power to estimate.

Without venturing, therefore, to assert that traders or manufacturers save a larger
proportion, you would probably admit that they certainly save as large a proportion
as professional men do out of their earnings? Yes.

And, therefore, if you look to that test alone, there would be no plea for drawing a line
of discrimination between them as regards the assessment on their earnings? Just so.
If it were possible to carry out the principle of the tax, and to ascertain actual savings,
I should have no objection whatever to any degree of favour which that principle
might extend to traders. But since it is impossible to carry out that principle, the next
principle that you can follow is that of the necessities or obligations for saving, and
those are greater in the case of professional men than in the case of traders, for two
reasons. One reason is, that the great majority of traders have capital of their own,
which, being left to their children, may be sufficient to fulfil their obligation; since
nobody is obliged to save, so as to leave his descendants as rich as himself. The
obligation to save does not extend that far; it may be often sufficiently satisfied by
leaving the capital only. But the capital only is not always the whole of what is left.
Many businesses are in fact almost as hereditary as properties. In almost every very
successful business it happens that if there is a son, who has been brought up to the
business, and who is capable of it, he continues to carry it on, and thus inherits not
only the interest on the capital, but that additional profit which is the reward of ability
and industry.
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Supposing that it were found impracticable to draw the line of separation between
trades and incomes, from their merging into each other in many instances, so that it is
impossible always to ascertain the amount of capital engaged in trade, which would
be indispensable in order to carry out the discriminating assessment of trades, do you
think that it would meet the justice and necessity of the case to involve both trades and
professions in one common measure of relief? 1 should regret the necessity, but I
would rather do that than not give relief at all. If I could not make the distinction, I
would give to both, instead of withholding from both. And what would reconcile me
mainly, if I could be reconciled, to making no distinction, would be the fact which
you have mentioned, that the great mass of the actual saving of the country is made by
the trading classes. If one-third or any other proportion of income may be considered
to be actually saved by the trading classes, I should see no injustice in adopting that
average, and taxing them only upon two-thirds.

Are you aware that in the paper which you have before you, the one-third is not stated
to have been arrived at by any definite calculation, but it is rather a proportion
inferentially derived from other great facts which are patent to those who have
inquired into the subject; it is in itself rather an arbitrary figure? It is no doubt
impossible to get any perfectly accurate statement, but some rough estimate may be
made, and as far as | know, that may be a just one.

You see no reason yourself to question the propriety of that proportion? None
whatever. | observe it assumes that more than one-third is actually saved by the
trading classes, because one-third, in the plan before me, represents the excess of their
proportional saving above that which is supposed to be made by the first class.

May the Committee infer from what you have now stated, that your wish would be to
carry out a theory which would consider the amount of saving in individual cases, to
be estimated from the nature of their tenure in the cases of incomes in the first
schedule, but that failing the power of making that inquiry and that concession, you
think it would be desirable to make the concession which is proposed for the second
class alone, and in the proportion which is there stated? 1 would do so, so far as my
information extends. I cannot speak positively as to the proportion, I must leave that
to be judged of by others; but I am quite clear about this, that even if it were
practically impossible to make the concession to any one else, the classes in the
second table in this memorandum ought to have it.

w. gladstone: You have stated that you exclude from your view the class of difficulties,
in any reconstruction of the income tax, which may be termed administrative, and
deal with the question on abstract and scientific principles;, may I ask you whether
you also exclude from your view another class of difficulties, which may be termed
political difficulties? 1t 1s hardly my province to consider political difficulties, these
being, I presume, the difficulties of carrying the question through Parliament.

1 mean the difficulties of carrying the question through Parliament, and of making the

measure acceptable to the country, which of course, as we know very well, would not
depend upon the degree of its scientific accuracy, but in a much greater degree upon
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the feelings of men with regard to the relative mode of treatment? That last
consideration I do feel bound to enter into.

You despair, do not you, of any mode of adaptation or of reconstruction of the income
tax to the principles of justice, and you look to what you have fairly termed a rough
estimate? Yes.

Those rough estimates, coming as they would, with all the disadvantages of novelty,
in the matter of taxation, and aiming at supplanting a system which is old, and has
been long established, is there not some danger that those rough estimates might give
rise to very great differences of opinion as between those classes who were to receive
remissions and those classes who were to undergo augmentations, in order to enable
the others to receive remissions, and that the political difficulties to which that might
give rise would be so considerable, that in all probability they would be
insurmountable? 1f the system which is proposed to be interfered with were one that
gave general satisfaction, and could be considered a popular system, I cannot deny
that the new inequalities which might be introduced, or those which might be left
unredressed, might be very severely criticised. But there is such dissatisfaction with
the plan as it now is, that I think there could hardly be so much with any new one; at
least if the cases in which redress was given by the new plan, were on the whole those
which presented the strongest claims to it, as I think would be the case under the
Honourable Chairman’s plan. It seems to me, that any plan giving a relief of one-third
to the whole mass of industrial incomes, would not only cover the greatest number of
cases that have any claim, but also the strongest cases; and I should therefore
anticipate that the complaint and dissatisfaction which might be excited by the
impossibility of carrying the relief quite so far as the principle would go, would not be
very great. | think that almost all the cases which would be left unrelieved, would be
cases in which the claim to relief, if properly explained, would be seen to be not
nearly so strong as in the cases of industrial incomes.

I wish to call your attention particularly to the circumstance that, as we must assume
for the purpose of argument, one class of cases being relieved, another class of cases
would not merely be left unrelieved, but they would necessarily be subjected to an
additional tax, in order to make up the vacuum in the Exchequer which is caused by
the relief granted to the other cases, and it is with reference to the dissatisfaction that
might attend the positive increase of the taxation in the unrelieved cases that I wished
to present to your mind the view of the political difficulties. That is a case which must
arise in every attempt to redress the inequalities of taxation. If you relieve some of the
payers, the Exchequer must either do without the money or must raise it in some other
way. Those who have to make up the deficiency may complain, but that is not an
objection to redressing a grievance, when the cases you are able to relieve are those in
which the claim is strongest. Very much will depend upon the clearness and authority
with which the real grounds for making the exemption were presented to the public
mind, and with which, I think, they would perfectly well admit of being presented; the
present Chancellor of the Exchequer, if he had to do it, would be perfectly competent
to it. I think that they would admit of being so presented to the public, as to be made
intelligible to reasonable people. To unreasonable people they would never be
intelligible.
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A great deal would depend, would it not, upon the practicability of drawing broad
and clear lines of demarcation at the point where you pass over from one rate of tax
to the other? Yes, and it is a very strong argument in favour of the Chairman’s plan
that it does so; that it draws the line very markedly and definitely. My desire would
be, if possible, to run the risk of making the line of demarcation a little less definite, in
order to include a still greater number of the cases to which the principle applies; but I
speak entirely under correction, in regard to the administrative difficulties that would
arise in making those distinctions, especially in reference to a very important
consideration, the possible introduction of fresh frauds.

1t would be necessary, would it not, for any body of persons charged with the
responsibility of conducting public affairs, to look carefully through, and to test all
the various forms of difficulty that might be raised, and it would not be sufficient for
them to say that they had prepared a plan of which the general outlines were so
sound, that they felt assured that it would be carried, but they must be prepared to
give an answer to every difficulty that might be stated? Yes.

Have you ever felt yourself to be in the same predicament, and to be bound to go
through the various forms of difficulty, and to deal with themdefinitively on that
principle, and to consider whether the result is, to leave those clear demarcations
which might be made intelligible and satisfactory to the public? 1 cannot pretend that I
have considered it so fully, and with so much knowledge of the subject as those have
done whose business it is, but [ have paid some attention to it.

With regard to what I understand to be your principle of a perfectly just income tax,
namely, that there should be an exemption of all savings, if it were attainable; am [
right in supposing that you state the ground of that principle to be this, that if any
other course is adopted, the income is twice taxed? Yes; a portion of the income is
twice taxed.

Would you kindly point out particularly in what mode it is twice taxed? Suppose that
out of an income of 1,000/. a year, I save 300/, and spend 700/.; on that 700/. I pay
the tax once; we will suppose it for the sake of simplicity to be 10 per cent. I pay,
therefore, on the 300/ 30/, and I have only 270/. remaining; those 270/. I make no
other use of except to lay them out and receive what they produce, and that produce |
expend, and pay the income tax again on its amount. The produce has thus been
doubly reduced; in the first place by a reduction of the capital, and in the second place
by a tax upon the returns. If there had been no income tax I should not merely have
escaped the income tax on the new revenue, but that new revenue would have been
one-tenth greater than it is, and therefore I say that I have been taxed twice. A parallel
case would, perhaps, serve for illustration. Supposing there were a tax on stockings,
intended to be 10 per cent.: if a tax were also laid upon the machinery by which they
were made (supposing for simplicity the machinery to include all the expense of
making them) will not the stockings be in reality taxed 20 per cent.? It may be replied
that the stockings bear one part, and the machinery the other part of the tax; that you
have got the machinery and you have got the stockings too. That is true, but the
machinery is of no use except to produce the stockings. The stockings are to be the
whole of your remuneration; you have paid 20 per cent. before you sell them, and you
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will not get back the tax unless you raise their price 20 per cent. In the same manner, |
say, that on that part of any person’s income which he saves and invests, and pays
income tax on the returns, he is paying the tax twice. He cannot both spend the
income and save it; but he is taxed as if he did both; he is taxed on it in the first
instance just as if he spent it, and he is rated again on what he does spend, namely, its
produce. He is taxed as if he used it for both purposes; but he can only use it for one,
though he may use it for either. Therefore, I think you cannot claim the tax more than
once.

Practically, the state of facts which you consider glaringly unjust in this respect, as |
understand this, that a man with 1,0001. a year saving 3001, is liable to pay an
income tax of 10 per cent. (that is 30l. upon the 300I. thathe saves) while that 300L. is
in its transition state from income to capital? Just so.

And that subsequently, he is also liable to pay income tax upon the fruits of the
remaining 2701.7 Yes, for he pays it at both ends; he has the amount reduced by the
amount of income tax, in the first place; and then he pays a second income tax upon it
when he gets it.

Do you consider the injustice of such a state of things, as I described in my question
(if that was a true description of it) to be patent and self-evident? 1 consider that on
the principles of equality it is so. If a person is taxed on one part of his income once,
and on another part twice, that is contrary to what is universally received as the just
principle of taxation; and contrary to public policy too, because the portion which is
taxed twice is just the portion employed in a way in which it would rather be public
policy to encourage its employment. In fact, it is liable to the same objection, in some
degree, which applies to a graduated property tax. The great injustice of a graduated
property tax is that, by sparing the prodigal and taxing the saving, it is a punishment
for economy and a reward for the reverse. So is the present income tax; since,
whoever saves part of his income, pays on that part double the tax that he would have
paid if he had spent it.

If I understand your objection, it goes to the root of the principle of a tax upon
income, and what you contend that justice requires is, that there should be no tax
upon income as such, but a tax upon expenditure? Precisely: but seeing that levying it
upon income is the only way in which it can be practically done, I would levy it in
such a manner as to make it approximate as closely as possible to a tax upon
expenditure.

The great bulk of our taxation already lies upon expenditure, does it not? Yes.

Do you think that all taxation ought to be placed upon expenditure, and that every tax
which is not placed upon expenditure, sins against first principles? 1 think that every
tax, in so far as it is levied upon anything but expenditure, does sin against first
principles. The most advantageous manner of levying it may often be on income; but
still I think in its practical incidence it ought to fall on expenditure.
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Therefore, with respect to the principle of the tax, making all due allowance for the
difficulty of its application, you are not prepared to go the length of saying that those
taxes which are directly laid upon capital are indefensible upon principle? No; not
the succession tax, for instance. Those who advocate a graduated property tax, I think,
have thus much ground for their opinion: they feel instinctively that the State, in its
taxation, ought to give some advantage to those whose income is the result of labour,
above those to whom it comes without any exertion of their own; but the only way in
which, as it seems to me, this distinction can be made financially, is on the occurrence
of a vacancy by death, or the passage of property from one person to another; because
as long as the income is in the hands of the person in whose hands it originated, the
presumption is, that he earned it, and if you tax him at a greater proportion because
the amount is greater, it is taxing him either because he has earned more, or because
he has saved more; either of which seems to me to be unjust and impolitic.

Still, if I understand the matter rightly, the objection which you have taken to the
present income tax, namely, that it begins by limiting capital, and then taxes the
produce of the remaining capital, and therefore may be said to tax incomes twice
over, that objection applies just as much in the case of a succession tax, inasmuch as
a man who comes into an inheritance of the value of 10,0001., and has a succession
tax of 1,0001. laid upon it, is liable, in the first instance, to have the capital diminished
by the tax on the succession, and then on the current rent, which is taxed by the
income tax, or in whatever form the tax may be, on the fruits of the capital itself?
Perfectly true. But I do not think that the principle of equality of taxation has any
application to the case of taxes on succession. It seems to me that taxes on succession
stand on a different foundation from all other taxes, and that the State is entitled, in
reference to them, to consider public policy and general morality, abstractedly from
the special rule of equality of taxation. If a person is allowed by the State to succeed
to that which he has not earned, but has obtained without any exertion, that is a
privilege which he owes to the existence of law and society, to which the State is
entitled to annex conditions, and if those conditions are just, when tried by a higher
principle of morality, no general principle of equality of taxation has any application
to them.

You assume that there is a peculiarity in the case of the tax upon succession, by its
amount; would you condemn other taxes upon capital in its transfer? 1 would; I think
them always indefensible.

Do you think that the principle which you have laid down as adverse to the taxation of
capital, with the single exception of taxes on succession, is of so high an order that it
can be really treated, not merely as one of policy, but as one which is imperative upon
grounds of justice? When one speaks of any principle as imperative upon grounds of
justice, one must speak with reference to its operation on the position and feelings of
individuals; and I should say, therefore, that in so far as the feelings of individuals can
receive what is due to them without adopting this principle, it is not absolutely
imperative. But the exemption of savings would fully satisfy and cover all just claims
of individuals; and if it were practicable, there would be no need to consider anything
else; you would have a perfectly just tax, since, by exempting all savings, all claims
on the ground of the necessity of saving would be satisfied. But since this principle
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cannot be practically carried out, the next thing is to consider what are the diversities
of obligation upon different classes in respect to saving, and whether in the main, and
as classes, they do fulfil those obligations; and if they do, I then think that the
obligation of giving them a consideration for it, by leaving untaxed, as far as possible,
the savings which they are bound to make, and which, as a class, they practically do
make, is an imperative obligation of justice.

Supposing it were practicable to adjust the tax exactly upon the principle of
exempting savings from charge, would not that state of the law be exceedingly
favourable to the richer as compared with the poorer members of society; is it not a
very much easier thing for the wealthier classes to save than for the poorer ones?
Undoubtedly it is.

Then does not it seem that the question is raised in point of equity and justice as to the
advantages in principle of a system of law which should adopt that basis, and should
say to all classes of society, under the notion of equality and fairness, we will exempt
all savings from taxation, it being at the same time admitted that it is a comparatively
easy thing for those who live in abundance to save, and a very difficult thing for those
who live in penury, and whose absolute wants press hardly upon their means? That is
perfectly true; but I think it is an objection which applies to all the received maxims of
taxation. For instance, it is a received maxim to tax persons in proportion to their
means; but supposing that there is an income tax of 10 per cent., it is a much easier
thing, apart from conventions, from social necessities or social follies, for a rich
person to bear a deduction of 10 per cent. from his income than for a poor person. I do
not see how you can allow for this consideration. I would allow for it in the case of a
person who succeeds to property which he had not earned, and I have no objection
even to graduation in the case of a succession tax; but I do not see how you can, either
with justice or policy, tax a person more heavily because he earns more, or because,
after having earned more, he saves more. I do not think that you can lay a tax upon
energy, or industry, or prudence. It seems to me that even upon the question of justice,
apart from policy, there is no stronger or more valid principle than that of not giving
any advantage to self-indulgence over industry and economy, even though the effect
may be to give some advantage, or rather, not to interfere with the natural advantage
of the rich over the poor.

You have just stated that if you levy an equal income tax on all classes of the
community amounting to 10 per cent., from the nature of things that tax of 10 per
cent. would bear harder upon the poorer classes than upon the richer, but is it not
also the case that if, instead of having that equal income tax of 10 per cent. upon all
classes, you modify the principle of that tax, by saying, I will exempt from the charge
of 10 per cent. a certain amountwhich I estimate to be the proper savings of each
person; the practical effect of that change in the frame of the income tax would be to
leave what remains bearing still harder upon the poorer members of the community
than it did when the rate was equal? Not, | apprehend, if you took a fixed proportion
from each of them on the principle of averages; one-third, for instance, as is proposed.

What I want to present to your mind is this; I understood you to set out with the
proposition that savings ought not to be taxed; and I understood you at once frankly
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to admit that saving is much more difficult for the poorer members of society than for
the richer; that is to say, in other words, that savings cannot be effected to the same
amount, or that they cannot save the same proportion of their respective incomes?
Yes.

That being so, if it be true that we propose to deviate from an equal income tax, by
introducing the principle that savings are not to be taxed, and if it be true that a
greater proportion of savings will and can be made by the rich than will or can be
made by the poor, is it not true that the adoption of your principle that savings shall
not be taxed, does tend upon the whole certainly to aggravate the burden of the tax
upon the poorer as compared with the richer classes? 1 should say not, because the
relief that you give in the case of the poor, is the relief of a much greater necessity.
Though they save less, still what they do save costs them a much greater effort, and
therefore to have that effort alleviated, is a greater advantage to them. And in regard
to the rich, though it is true that they can save more without any substantial mischief
to themselves, it does not follow that they will. Those whose income is permanent,
seldom do so. And if they do, I am not sure that the fact that by doing so, they confer
a special benefit on the poor by adding to the capital of the country, is not a sufficient
reason in one way to overrule the reason in the other.

But the savings of the poor man are just as good as those of the rich, are they not, so
far as they go, in adding to the capital of the country? So far as they go, no doubt.

Let us suppose that society is divided into two classes, the rich and the poor; that all
the poor men have 50I. a year each, and that all the rich men have 1,0001. a year
each; that the poor men can by effort and industry and forethought save 51. a year out
of their 501, and that the rich men can, by a similar exercise of industry and
forethought, save 2001l. a year out of their 1,000L.; in that state of things, would not an
equal income tax, levied upon the gross income, be far more favourable to the
interests of the poor class as compared with the rich class, than an income tax which
taxes the poor man on 451., and the rich man on 800I. a year? That, so far as it goes,
may be a reason for taxing people according to their necessities of saving, rather than
according to the saving which they actually make. It is, no doubt, an important
question of principle, how far the importance of not taxing twice ought to prevail over
other considerations. But this is not the question to be decided practically, since we
cannot exempt people on what they actually do save. A tax which was proportioned,
not to people’s actual savings, but to their necessities and obligations of saving, would
not be liable to the objection which you have stated, whatever the force of that
objection may be.

If a large allowance be made upon the assumption that it is an approximation to what
persons may and should save, does not the same principle that this saving is a
consideration altogether more applicable to persons in easy circumstances, than to
persons in poorer circumstances, apply as much as if we could precisely measure the
actual amount of saving in each case? But then the average that would be taken on
the principle of having untaxed what people were bound to save, would of itself
exclude the greater portion of the opulent classes from the benefit; it would exclude
all but those who were obliged to save in order to fulfil a real necessity.
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I quite understand the force of your argument as between one portion of the upper
classes, and the other portion, that is to say, the distinction that you have so clearly
and admirably stated between the owners of permanent and terminable incomes, and
the owners of precarious and certain incomes; but then I wish to draw your attention
to quite another division, the next division of society, not according to the source of
income, nor according to the tenure of income, but according to the quantity of
income relatively to the wants of human nature for subsistence and for comfort, and
to ask whether it did not appear, that upon the whole, the adoption of this principle,
that savings are not to be taxed (setting aside the degree in which you may be able to
give it a precise application), and the attempt to frame a law upon that principle,
would not be a change in our law favourable to the condition of the poorer classes of
society as compared with the wealthier? 1 think it would be favourable to the saving
classes, whether poor or rich, compared with the spending classes; and that
consideration I think is even paramount to the other. If the rich are to be subject to a
greater proportionate amount of taxation than the poor, I think it ought to be done in
some other way. A succession duty is the most unobjectionable mode of doing it,
because in that way it is confined to hereditary wealth. I think you must allow people
to retain the full advantage for their lives of what they have acquired; but the State
may deal with it on the occasion of succession. I certainly do think it fair and
reasonable that the general policy of the State should favour the diffusion rather than
the concentration of wealth, but not, I think, by taxing people twice on the same
portion of their income, or by taxing people for the fact of their saving. Taxing people
on what they save, and not taxing them on what they spend, or taxing people on a
larger proportion of their income, because they are better off, does not hold the
balance fairly between saving and spending; it is contrary to the canon of equity, and
contrary to it in the worst way, because it makes that mode of employing income
which it is public policy to encourage, a subject of discouragement.

You have just stated, that this would be in favour of the saving classes, as compared
with the spending classes, but is it not true, that upon the whole the poorer classes
are, and must be spending classes, and not saving classes, in comparison with the
richer classes, relatively to the rich; and is it not also true that the change would be,
so far as it goes, a change in favour of the richer classes of society as against the
poorer? In one sense it would.

1 think I have understood you to say, that you adopt generally the schedules of the
Honourable Chairman, not as being perfect, but as being a great improvement upon
the present structure of the income tax? Exactly.

There is one more point on which I should wish very much to have your opinion with
as much exactitude as you can give it, and that is the point with regard to life
incomes; but, first of all, are you prepared, according to the schedules of the
Chairman, to adopt the principle, that all life income, as such, shall be charged with
the full tax? 1 am not prepared to adopt that part of the Honourable Chairman’s plan. |
would exempt as many of the life incomes as could be got at without very
inconvenient consequences.
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I quite understand that your desire would be to give exemption to life incomes in a
certain form, the form which I think you suggested was that an exemption should be
laid down generally, and then a long list of exceptions should be made, which perhaps
might contain a great proportion of them; but what I wish now to put specifically to
you is this, whether you would be ready, rather than to retain the present income tax,
to adopt the Chairman’s plan as it stands in that important and vital point, namely,
that it puts all life incomes whatever under the full tax? Yes; life incomes in the first
class, life incomes from property: for I think that the Chairman’s second class, taking
it as a class, has a much stronger claim than almost any in the first class have; and that
1s a great object to exempt the second class, even if it were not possible to do justice
to any in the first class. The only case that I would positively take out of the first class
is pensions. | do not see any reasonable ground for refusing them exemption. There is
another class, a class essentially professional, which, because the income is derived
from land, the Chairman includes in his first class; it is the case of clergymen, holders
of tithe rent-charge, or glebe with cure of souls. These I think in principle ought to be
in the second class. It is quite true, however, that the Chairman’s allowance of 100/. a
year untaxed to each of them, does on the average satisfy the claim of the entire class,
but it operates very unequally in individual cases.

Are you aware that the plan of the Honourable Chairman makes an allowance to a
life interest in the case where it is founded upon a life annuity purchased with money?
I am aware of that allowance.

And you would adopt that as part of your plan, would you? 1 have no doubt whatever,
that in the case of what are called terminable annuities, the Chairman’s plan is right,
because a terminable annuity is not wholly income, but partly a replacement of
capital; and it may be said of life annuities too, that they are a replacement of capital,
so far as regards those by whom they have been bought. There is this difference,
however, between the two cases, taken as classes, that in the case of terminable
annuities, the capital is actually replaced, because it hardly ever answers the purpose
of anybody to hold them, except persons in business, who hold them as investments;
whereas, a very large proportion of life annuities are meant to be entirely consumed;
the capital is sunk; and just as I think that when income is converted into capital, it
should be exempted from the income tax, so I think that when capital is reconverted
into income, and employed in expenditure, on the same principle it ought to become
again subject to the tax. I therefore do not see, in the case of the great mass of life
annuities, that there is any real ground for their being exempted; but I am aware that
cases may be shown in which there is ground. So many practical difficulties would
attend the attempt to make the distinction, that I will not venture to say it ought to be
made. Still I think that in principle the case of terminable annuities, and that of the
great bulk of life annuities, are not similar. An annuity which a person holds on his
own life is usually intended to be consumed during his life, and the capital is not
intended to be, and is not, saved and replaced; therefore, there is not the same
injustice in subjecting life annuities to the entire income tax, as there is in the case of
terminable annuities. I do not mean that the deduction (say of one-third) ought not to
be made from them as from other life incomes; I mean that no special deduction ought
to be made for the replacement of capital, such as is proposed in the case of
terminable annuities. The proposition in the case of terminable annuities is not to
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deduct one-third, and charge the tax only upon two thirds; it is to separate what is
replacement of capital, and to tax only the interest. That reason, I think, does not exist
in the majority of life annuities that are held by persons for their own lives; still I am
aware that if it were attempted to make a distinction, there might be means of evading
it, and therefore I hesitate to give any opinion practically on the point.

In asking you those questions upon the Chairman’s schedules, the form of question
which [ wish to put is this, are there any improvements which you think it vital as a
matter of principle, to make in those schedules, in order to reconcile your mind to this
plan, as a plan in substitution for thepresent income tax. I do not want merely to ask
you what you think might be an improvement, but with respect to the point of
pensions, I should like to know whether you think it vital to carry them over into the
second class, or whether you are ready to admit that you cannot get anything better
than a reconstruction of the income tax, which shall still continue to tax pensions
upon their full annual amount? Yes; but at the same time [ own that it is of very great
importance to carry the principle on to all cases to which it may be found practicable
to apply it, in order to diminish as much as possible, the number of those on whom, as
has been justly remarked by yourself, an additional burden would be thrown by an
exemption given to others.

You think, therefore, with regard to the question whether pensions shall be charged in
full, though your plan would not charge them in full, yet you do not think it
inadmissible to charge them in full as a part of a plan of reconstruction? 1If it were
found impossible to make any other reform of the tax than just that which the
Chairman has proposed, I would adopt his plan.

If pensions are to be charged in full, we should stand, should we not, in this
predicament, that while aiming at equalising substantially the incidence of the tax, we
should continue to levy the tax at the same rate upon a pension, which, in a multitude
of cases, would not represent more than four or five years’ purchase, and upon
incomes from land, which, under the most favourable circumstances, would represent
30 or 35 years’ purchase? The number of years purchase, though the ground taken by
one class of reformers of the income tax is not, in my opinion, a tenable ground, I
should consider only the necessity under which the holder might be of saving, and the
means which his income afforded him of doing so: and certainly if the income were
nearly expired, it would not afford him much means, but also those means would not
be much crippled by the tax, as it would be for a short time only.

Therefore, you would not be staggered or alarmed by the fact, as it would be, that
pensions being often worth four or five years’ purchase, and rarely worth more than
six or eight years’ purchase, would be taxed at the same rate upon the net income as
incomes arising from land, being worth in capitalised value four, or five, or six times
as much? 1 should not consider the difference in capitalised value as any test of the
injustice, but I should think that there was injustice. Still, as there must be some
injustice in any income tax, and as the thing to be aimed at is to make that injustice
the least possible, if it were shown to me, or if there were a general conviction, that
other distinctions could not be made without involving consequences that it would not
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do to incur, I would then do as much justice as I could, and take the second class as
the Chairman leaves it.

In respect to this particular case, what I understand is, that supposing A.B. were to
object to the reconstituted income tax, that a pension worth five years’ purchase was
taxed as much as an income from land worth 35 years’ purchase, your answer would
be, if I understand you rightly, that you put that aside as not relevant to the matter in
hand, because that is not the principle upon which you found that reconstruction?
That is not the principle, but still I should admit that the pensioner was not justly
treated.

The exemptions which you would desire to secure for pensions, you would desire to
secure upon other grounds? Yes.

You do not think it absolutely vital in the plan for reconstruction that pensions should
have any relief? 1 think it highly desirable in every plan of approximating taxation to
justice, that a just principle should be carried out so far as it can go, that is, to the
point at which it is stopped by insurmountable obstacles; but if other means fail, and it
is thought that there are insurmountable obstacles to doing absolute justice in a
particular case, I am forced to give way to them, but not for that reason to relax my
support of what I consider justice in cases in which it is practicable.

Then, with respect to annuities for life, I understand you to consider that they ought to
have an exemption? 1 think that the greater number of annuities for life have no real
claim to peculiar exemption as annuities, but they have a claim to the general
exemption on life incomes of one-third. I conceive that they have not, generally
speaking, a claim to the exemption due to terminable annuities, of deducting the
replacement of capital, because, as a general rule, the capital invested in them is not
intended to be replaced, and is not replaced.

You have noticed, have you not, the mode in which the plan of the Chairman deals
with the case of life annuities? Yes; he deals with life annuities in the same way as
with terminable annuities, except that the calculations of course are somewhat
different, because they depend upon the age and not solely upon the value.

You do not approve of this particular mode of dealing with them. You think that they
are entitled to exemption, but not in that form? 1 find it difficult to make up my mind
upon that subject, because it depends very much upon practical considerations. I have
no doubt whatever as to their being entitled to the exemption of one-third, or whatever
it is that is given to life incomes generally, because there is no class of persons on
whom the obligations to save are more imperative than on a large proportion of life
annuitants. But, on the other hand, the Chairman proposes that they should be allowed
a deduction, not of this one-third, but the much larger deduction which is implied in
exempting from taxation what is required to replace the capital. This I quite agree is a
proper principle in the case of terminable annuities, that is, in the case of all annuities
in which the capital is really intended to be replaced; and there is a class of life
annuities, as the Honourable Chairman has had the goodness privately to point out to
me, to which it applies. For instance, if a person receives money from an insurance
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office, paying for it by an annuity on his own life, that is a similar case to an annuity
for a term of years; and there are just the same reasons for leaving untaxed the portion
which is repayment of capital.

On the whole, I think that you have considered that life annuities ought to be treated
on the general principle of life incomes, and ought to receive the same amount of
exemption as life incomes? Just so.

But are you aware that is not the principle upon which the Chairman’s plan deals
with them? He deals with them as terminable annuities.

I presume that you do not consider it vital, or of first-rate importance to deal with
them in that form? 1 do not attach first-rate importance to that distinction; I do not
pretend to decide positively whether life annuities should or should not be treated like
terminable annuities.

Do you consider it of first-rate importance that terminable annuities should receive
the same exemptions as life incomes? 1 think that it is of importance, but not of such
importance, that unless it could be done it would be a fatal objection to the
Chairman’s plan; I do not in that sense think it of first-rate importance.

Do you think that a plan could be said to conform in your view sufficiently to the
interest of justice which levied upon all life annuities the full tax? As it would not do
what I consider full justice, my opinion would depend upon whether the practical
difficulties were such as satisfied me, or satisfied better judges than I can pretend to
be, that it was not practicable to get nearer to complete justice. If you have got as near
to justice as you can get, every reasonable person must be satisfied.

You are not satisfied in your own mind that this plan, which leaves all life interests
subject to the full tax, with the exception of life interests in annuities purchased by
money, is the nearest practicable approximation to justice? 1 am not satistied, because
life annuities and pensions, and even charges upon landed estates, and other settled
property, in favour of collaterals who would not come into the property ultimately, or
whose descendants would not benefit by it, might, so far as I can see, receive an
exemption; it would be just to give it to them, and it is still to be proved to my
satisfaction that it would be practically impossible.

Should I be justly representing your idea of the plan in this way, that you would
accept it in carrying you so far on the road towards justice, but not as reaching it,
and that consequently you would accept it, in the hope of effecting whatever further
amendments experience might suggest? 1 should hope that if the alteration were to be
made at all, it would be carried as far as practical difficulties permit. But if those who
have the thing to do, find that the practical objections are insuperable to carrying it
further, that would be a sufficient presumption that in the opinion of the best judges,
this is the point at which it is necessary to stop, and if so, I would stop at this point.

At the same time, your respect for the opinions of those who have the thing to do is
not sufficient to lead you to acquiesce in that conclusion if they say that they cannot
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do it at all? Not unless they tell me the grounds upon which they go, and then I might
possibly be convinced. If they tell me what the difficulties are, I might possibly think

that they were sufficient; or [ might possibly think that they were better judges than |

am of their sufficiency.

sir s. northcote:/ think I understood you to state that in apportioning taxation you
should look to the circumstances of the person taxed, and not to the nature of the
property from which the income is derived? Yes, except in so far as it affects the
circumstances of the person.

And persons should, you say, be taxed in proportion to their means? That is a
proposition which requires some explanation before I can assent to it. I should say
they should be taxed proportionally to their means of personal expenditure, their
means of expenditure as contrasted with saving.

And you consider that their means are to be ascertained by taking the average of
classes? That is one of the elements which must be ascertained in that way, because it
can be ascertained in no other way. The incomes may be ascertained as they now are
from individuals, but neither their actual savings nor their necessities for saving can
be ascertained by inquiring into individual cases, but must be taken on the average of
the class.

What do you mean by a class? 1 mean any number of persons who are in a situation
capable of being clearly specified and defined, which situation places them in a
different position as to their necessities for saving, from that of any other set of
people.

Then, in classifying for the purpose of taxation, you must classify upon some principle
which will distinguish one class from another class? Yes.

And which will be common to all individuals contained in that class? Certainly.

You might take many different principles of classification, might you not? 1 do not
think you could take many that would be relevant to this point.

You might take, for instance, the case as to the tenure which persons have, you might
distinguish persons according to their having life interests, or more than life
interests? Yes.

Then, again, you might classify them according to the amount of their wealth, or
according to their being above or below a certain rate of income? Yes.

Then you might classify them again, might you not, according to the circumstances of
their families, as has been done in old times, when persons with large families were
taxed at a lower rate; that would be another principle of taxation? Yes; it would be a
possible principle, but an objectionable one.

You might classify them according to the nature of their property, or other source
from which their incomes arise? That, also, is one of the elements.
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Would it be possible to take more than one of those principles, and combine them for
the purpose of classifying, or must you classify them upon one principle, rejecting all
the others? 1 do not think it would be just to disregard any consideration which is
relevant to the real principle, that is, the necessity for saving. You must, I think, make
the classification, so as to allow for the greatest number possible of the circumstances
that make it necessary for one person to save more than another, with the single
exception of those circumstances which depend upon his own will. For instance, |
would not admit large families as a ground, because it is not a necessity for anybody
to have a large family; it is his choice, and I do not think any allowance should be
made for that.

Is it not necessary in adopting any classification for any purpose whatsoever, as a
scientific principle, that you should lay down some principle of classification, and
adhere to that one principle? It does not seem to me always necessary to adhere to
one principle; the best classification is sometimes grounded on a combination of
principles.

Supposing you were going to classify books, for instance; you might classify them
according to their size, or according to their language, or according to the subject-
matter with which they dealt, but you must adopt one or other of those principles,
must you not, and not mix up one or two of them together? That depends upon what
your object is. If your object is to arrange them in a library, you often proceed upon
more than one of those principles; for instance, you may proceed partially upon size,
and partially upon subject; on the same shelf; it is necessary, in some degree, to place
books of the same size, and yet you may place upon the same shelf, as far as possible,
those which are upon the same subject. I mention this, to show that it is not necessary
to adhere to one principle exclusively, and that you should take into consideration as
many as are relevant to the purpose which you have in view.

Would you call putting books on shelves classifying them? That is the end for which |
am supposing them to be classified; but if you are classifying them for any other end,
of course the principle would be different.

Looking at it as a mere question of scientific principle, you do not think it necessary
in forming a class, that you should take any one principle whichdistinguishes that
class from all other classes, and which is common to all the individuals in it, and
distinguishes them from individuals in other classes? 1 think you very seldom do
anything practically on one principle only. It is almost always necessary to consider
more than one principle.

Then, in fact, the classification ceases to be scientific, and becomes arbitrary in that
case, does it not? Not necessarily; because all the elements of it may be scientific, and
because each of them may only be allowed the weight which it derives from its
scientific relation to the end which you have in view.

1 understand you to say, that persons are to be classed for the purpose of taxation,

according to their means, and that their means are to be ascertained by taking the
average means of the class to which they belong, however that class is to be
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ascertained? Their means are to be ascertained in the same manner as at present, from
their returns, or otherwise.

But with regard to the higher or lower rate of taxation to be placed upon one class or
another class, do you not place people in the one class or the other class before you
get their returns of the amount of their incomes? The necessity of classifying incomes
before you receive the returns, arises from the fact that all incomes are not ascertained
in the same way. You are obliged to have different schedules, because the income tax
is levied from different classes in different ways, and upon different evidences. If the
classification needed to be adopted to some other purpose, such as that of making
allowances of the kind which this Committee are considering, it would probably be
necessary to make some change in the principle of classification.

You stated a little while ago, did you not, that the savings of classes depend more on
tenure than on anything else;[*]what did you mean by tenure? If | said that, I said
what I cannot stand to. I am not aware that I said it; I think I may say that the word
“tenure” 1s not my own word at all.

1 do not mean to say that you stated that savings depended on tenure, but that the
necessity of savings depended on it? 1 would not say that the necessity for savings
depends entirely upon it, because in individual cases it does not; but it is very much
affected by the fact of the tenure being permanent or temporary, and also by the fact
of the income being fixed or precarious.

Then the income being fixed or precarious, has relation to the source of the income,
has it not? It is very much affected by it; incomes from some sources are necessarily
unfixed, while those from other sources may be, and generally are, fixed.

Upon what else does it depend, if it is not upon the nature and source of the income?
In individual cases, it depends upon many things; for instance, the most certain
income from land may be affected by a bad year; the rents may not be collected, and
in that way all incomes are precarious in some degree; but certain incomes are much
more precarious than others, owing to their source. Incomes which are earned by
continued labour, are liable to the contingencies of health, while all incomes that are
earned at all, are subject to termination by death.

Is the income which a man receives from a ship, of which he is the owner, a
precarious income? It is precarious in the sense in which all trading incomes are; that
1s, it may be a great deal one year, and very little another, or he may become a
bankrupt, and have none at all.

Is the income which a man derives from the possession of a house precarious or not?
No doubt it is precarious in some degree, but the precariousness of it depends upon
circumstances which can be in a certain degree averaged.

Supposing a man to own a certain number of houses, and to make an income by

letting them, is it not uncertain from year to year what he may make by the rent of
those houses? Yes, it is uncertain; there is a character of precariousness in it, which
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applies to many more cases in some degree. For instance, in another case, which is in
the Honourable Chairman’s first class, namely, shares in public companies, the
income from them is no doubt liable to vary from year to year, and therefore in that
case the element of precariousness exists to a certain degree, but it exists much less
than it does in many other cases.

At the present time the man who owns a ship and the man who owns a house pay at
the same rate upon the incomes which they respectively derive from them; it is now
proposed to diminish by one-third the amount which the owner of the ship has to pay,
and to increase by some sensible proportion, the amount which the owner of the
house has to pay, do you think that that is a fair arrangement to make? 1 think it is
hardly fair to say that the tax on the income from the house will be increased, because
it is proposed to make an allowance of 15 per cent. in the way of reduction. That,
however, is on a different ground, undoubtedly, but I think there is one very
considerable difference between the two cases (although they are border cases, as it
were). The income of the shipowner 1s one in which he may make very large receipts
at one time, and none at all at another. In the case of the owner of houses, the
maximum we know; the maximum is the rental of the houses; more he cannot receive,
and his liability to receive less is a moderate liability only. It is not likely that any
person who only owns house property will have the bulk of his property generally
unlet for many years, or will have much of it unlet at one time.

The owner of house property is, however, subject to some dangers which are peculiar
to him, for instance, fashion may change, and his housesmay become less valuable on
that account, may they not? They may so, certainly.

And certain burthens may be thrown upon house property in respect of rates and
taxes, from which other property, shipping property, for instance, is exempt? Yes, but
you may set against that that the burthens may be diminished as well as increased.

But, as a matter of fact, is it not the case that taxes are laid upon house property
which are not laid upon shipping property? Yes.

Are you aware that house property is subject to many disadvantages and burthens,
and restrictions in its transfer from hand to hand, which do not apply to shipping
property? That is perfectly true; none of which, I think, should exist.

But, nevertheless, while there are those differences between the two which make for
the ship and against the house, you consider that there is a principle which would
induce you to put the ship in the lower class and the house in the higher class? There
arises, then, a question which not unfrequently does arise, namely, whether certain
personal situations are to be considered as trades or not. There are undoubtedly
persons holders of houses, and living by the rent of houses, who may be considered as
approaching to the character of traders; and if they were all so, if all were in the
situation in which some holders of a good deal of small house property really are, they
might come with propriety into the Chairman’s second class. They do not now,
because, I suppose, the great majority of house property has not connected with it that
amount of difficulty and liability to loss, and consequent precariousness.
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You adopt a classification, do you not, which places the house in the higher taxed
class, and the ship in the lower taxed class? Yes; I adopt that classification subject to
any correction which justice may be found to require; but so far as I can see, it is not a
clear case for making a distinction.

As you adopt this classification, I want to know what is the principle of classification
which is applicable to the one case and not the other? The classification in the
Chairman’s schedules I do not consider to be a matter of principle, but of
convenience: but the principle which in my mind would decide the question would be,
whether the income from the ship was really more precarious and really more
dependent upon personal exertion than the income from the house. If it is not, if the
income from houses generally, or from any class of houses which can be distinctly
defined, required as much personal exertion, and therefore, on that ground had as
much of the element of non-permanency, and also was subject to as great risk, as the
situation of the shipowner, I should say that there would be sufficient reason for
putting it in the same class as the shipowner.

Supposing that this scheme were to become law, and that after it hadbecome law any
considerable number of persons were to come to the Chancellor of the Exchequer,
and were to represent that they were owners of house property which they were in the
habit of letting, and were to point out in what a disadvantageous position they were
placed, and were to make out a case of hardship upon them, do you think it would be
fair that the tax should be amended for the purpose of giving relief to such persons if
they could clearly define their position? The consideration in that case would be
whether their position represented that of any class which could be distinctly
separated from all other classes; if it did, then you might separate them, but if it did
not, they must go with their class, although the individual case may make it a
hardship.

Have you ever been able yet to get at what the principle of the class is; because when
you say that the one is rather more precarious than the other, would you not say that
there are incomes included within this second class in the Chairman’s schedule of
which some are rather more precarious than others? Yes, certainly.

For instance, the income of a physician is rather more precarious than the income of
a brewer, is it not? Yes; and if I could, I would make a distinction, as I have already
said, between the case of traders and that of purely professional persons.

But you find it impossible to draw that distinction, and therefore you give the relief in
common to all those classes? 1 do not know that it is impossible; I am inclined rather
to think that it might be drawn, but I find there is a general opinion that it is
impossible.

You think, do you not, that it ought to be drawn? 1 think it ought to be drawn, if it can
be.

At what point would you propose to draw it? At the point where there is the broadest
distinction, namely, the distinction between trading and professional incomes;
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between incomes derived from labour and capital, and incomes derived from labour
only, except inasmuch as there may have been capital expended in education.

If the income is derived entirely from labour with no possible capital, you would treat
it upon one footing; but if from capital, and not at all from labour, upon another
footing; how would you deal with it if capital entered to a small extent, and labour to
a large extent into the production of the income? It would very often happen in the
case of a small trader, for instance, that the capital would be so small a proportion as
not to be worth considering, and if so, I would give him the full benefit in the same
manner as professional persons; but in the cases in which the capital was anything
considerable, anything that would be much worth taxing, I should think it just, if it
were practicable, to tax the interest on capital at one rate, and the profits above the
interest at another and a less rate.

Do you think that it would be possible to distinguish each man’s case, or must you
settle it according to classes? On that point I cannot presume to have an opinion.

You are prepared, however, are you not, to adopt a scheme which would include in
one class a number of cases which are shading off the one from the other? 1 am,
because I think that must be the case in all classifications; you can very seldom draw a
line so accurately as to include exactly everything that you would like to include, and
exclude everything that you would like to exclude; you are obliged to take into
consideration the intelligibility of the line.

Supposing that persons owners of house property made such a case as I have
represented, and that the Chancellor of the Exchequer and Parliament were to let
them into the favoured class, would not such an alteration probably be followed by
applications from other classes of persons who would consider that they also had
claims? No doubt it would; and you must stop at some point.

Do you think it possible to draw the line in such a way that all persons who were
taxed at the higher rate, or at all events the greater bulk of them, would be satisfied to
remain at the higher rate, or would there not be a continual pressure to get below the
line? Yes; but I think there would be a smaller amount of pressure than there is now.
By having an indiscriminating rule and granting no exemption to any one, you do not
avoid drawing the line; all that you do is, you draw it in the worst place possible; you
draw it by making no distinctions at all; whereas in any other place that you might
draw it, you would at any rate be nearer to doing average justice than by drawing it at
one extremity.

Take the case of a manufacturing business carried on, in the first place, by an
individual, and, in the second place, by several individuals, forming a private
partnership together, and, in the third place, by a joint stock company, all the three
being in competition the one with the other, do you think that those three sets of
trading persons should be taxed equally or unequally? 1 think the line should in this
case be drawn exactly where the Honourable Chairman draws it; to tax the
shareholders in the joint stock company at the higher rate, and the two others at the
lower.
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Why? Because the reasons for exemption are stronger in the other two cases than they
are in that. The only reason that could be urged for exemption in the case of the
shareholder, is the slight shade of precariousness that there is about his income, which
is not usually great in those cases. Where the shareholder is poor, the property is
usually in the funds, or in some comparatively secure and steady investment, and
where he is not poor, it will generally be so divided that the risks will be an insurance
against one another; therefore I think the claim is at its lowest point in the case of the
shareholder in a company; it is at the lowest point that can be, where there is any
precariousness at all. But in the other two cases, not merely the interest or profit on
capital, but also the reward of industry and talent forms part of the income; and this
element of the income, besides being more precarious, terminates with the life of the
person.

As a matter of fact, do you believe that persons with very small incomes, who have
small savings to invest, do invest them in very safe investments, or do they not very
commonly invest them in very precarious securities? It is their own fault if they do,
because very small savings can, in any case, be invested in the savings bank, or
Government annuities.

There is no doubt that that may be, but you lay down as a reason, do you not, for
excluding from view, the precariousness of those businesses, that the shareholders in
them will be rich people, because poor people would invest in safe investments? The
case of very poor people is otherwise provided for, by not taxing anybody who has
not 100/. a year.

When you say that the precariousness in those cases is very slight, do you mean to say
that there are not a very considerable number of those undertakings which become
utter failures, and in which persons who have embarked in them are losers to a very
great extent, of the amount of their investments? No doubt, these things happen, but
you cannot provide against all cases of individual imprudence. It is necessary to be
content with considering the general situation of individuals as to what they are
obliged to do, or what they may reasonably do. It may reasonably be supposed that
persons whose means are of importance to them, will not invest the whole of them in
some very precarious undertaking; if they do, they must take the consequence.

But you do not mean to say that the precariousness of the income in those public
companies is very slight and inappreciable? Taking public companies as a whole,
taking any average of them, I should suppose that they are among the most secure
investments, though of course there are many of them which are not secure.

I will put to you one case, which I have put to other witnesses, suppose you take the
case of a widow'’s jointure, I understand you to say that you would not exempt that
widow from any portion of taxation in respect of her income being a life income? 1
think not; after some consideration, I have come to the conclusion that it is not
entitled to exemption.
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That is to say, if her jointure arose out of land? Or out of settled property; and on this
ground, that it may fairly be presumed that if she has children, they are provided for
by the same instrument which gives her the jointure.

Supposing the case of a man who has a substantial business, and leaves his business
to his children, and settles a jointure for his widow upon thatbusiness, do you
consider that she ought to have any remission or not? 1 think not in that case, because
she is under no peculiar obligation to save.

sir . heygate: You stated, did you not, that some annuities were meant to be
consumed? Yes.

Were what were called the Long Annuities@intended to be consumed in your
opinion, the annuities which expired in 1860? No, I should think they could never
have been held, except as a matter of investment. They could not have been held for
the purposes of provision for the individual who held them, because an annuity that
expires at a certain time is one of the most inconvenient forms in which such
provision could be made, either by a person for himself, or by somebody else for him;
it would be too much if he died before it expired, and too little if he did not die till
after. Nobody wanting to provide, for himself or another, something which is to be his
sole mode of support, would choose that mode.

Do you think that the capitalists who tendered for the late issue of Long Annuities did
not make that calculation as the basis of their tenders? 1 do not know.

You think that they did not take it into consideration in offering a price to the
Government? No doubt they took them as investments; they did not take them for a
provision for themselves.

You also stated, did you not, that the daughters of individuals who have life interests
in property, who married in their own class, were generally provided for by such
marriages? They may be.

Will you explain what you mean by that? 1 was endeavouring to show that those who
hold life annuities issuing from land or other settled property, though they have a
claim to exemption, have not so strong a claim as industrial incomes, because the
majority of them have not the average amount of motive or necessity to save which
the owners of other life incomes have; either they have nobody to save for, or they
have considerable chances of not needing to save for them. With regard to those latter
cases, as in the case of a widow’s jointure, in all probability she has no necessity to
save for her children. That completeness of reason does not exist in the case of
younger children, but there are reasons which make their claim less strong than that of
industrial incomes, one of which I mentioned in the case of daughters, that there are
many chances of their acquiring by marriage a position in which their separate income
will not be so far of importance to their descendants as that they should be obliged to
save a part of it.
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Who would have to maintain those daughters if they were unmarried? As I observed
some time since, they may not marry, or if they do, they may marry some one to
whom their income is important: | therefore think them entitled to the concession; but
still I do not think that the claim is as strong as the claim of industrial incomes; and if
the concession could only be obtained upon industrial incomes, it would not be
sacrificing people whose claim is greater to people whose claim is less; that is the sole
object with which I alluded to the subject.

You consider that they have a claim, but not so strong a claim as the other class? Yes,
that is so.

r. lowe:Upon what principle do you consider that the Chairman has divided those
incomes into two classes? Upon the principle I should say of not disturbing the
existing classifications; that is the principle most apparent in it.

Is there not the principle of division into spontaneous and industrial incomes, does
not that appear to pervade his division? It does; but it seems to me that the reason for
making a distinction between spontaneous and industrial incomes is one of
practicability rather than of principle.

He puts it as a matter of principle does he not? Of both, I think.

1t is pretty logically carried out into first class and second class with some slight
alterations; that is pretty much the way in which they are divided, is it not? Yes.

He says, “The characteristic of all those incomes is that, consequent on the
possession of the property from which they arise, they accrue spontaneously, and
require no exercise of labour on the part of the owners. ”EYOZ/H" principle on the other
hand is the necessity of savings, as I understand? Yes.

And that arises mainly in your view as to whether the income be precarious or not?
Whether the income be precarious, and whether it be only temporary.

Then the two schemes coincide in this, that you both would place professional
incomes in the favoured class? Yes.

1 suppose you would both agree in placing, for instance, incomes in fee or absolute
ownership in a different class? Yes.

When we have established those two poles, the identity between you seems to end,
does it not? It goes considerably further than that, because I should agree with the
Chairman in subjecting to the entire tax the great mass of what are nominally life
incomes, when they are in the first class, because though by law they are only
incomes for life, still practically the possessor of them has the power of expending the
whole.

1 understood that those life incomes where the estate was charged for younger
children, for instance, were entitled to some deduction? 1 think so; that is a point in
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which I differ from the Chairman’s plan; but it is a difference on the question of
practicability; not on that of principle.

I am asking you rather with regard to the principle of the thing, and not so much with
regard to considerations of expediency or practicability, as to what you consider to be
the just principle? 1 think the just principle would be, to exempt charges in favour of
younger children.

Then we come to a clergyman’s income, which I understood you to state you would
treat as a professional income? Yes.

With regard to mines, how would you treat them? 1 do not feel that [ understand that
subject. The difficult question is to know how far deductions should be allowed for
exhaustibility, on the same principle on which the replacement of capital is deducted
in the Chairman’s plan in the case of terminable annuities; and on that question I do
not feel that I can give any opinion worth hearing.

A mine is in pari materia very much what a life annuity is, that is to say, a mine has a
certain life of its own, has it not? Yes; only that there are not so good tables for
calculating the duration of mines as of lives.

The means of calculating it are not so eligible, but the principle upon which it would
be calculated would be pretty much the same; that is, there would be a number of
elements of saving in mines which there would not be in the case of an estate in fee?
Yes.

If that class in this paper is adopted of taking the estimated annual depreciation, you
would be inclined to say that there should be some reduction made for mines? Yes,
when they get near exhaustion; I am not sure that I should make it before.

With regard to public companies, I think you agree with the Chairman, that you
would make no exemption? 1 would make no exemption in their case.

Annuities for life, you would place, if I understand you, under the head of incomes
where saving was required, and you would make some deduction for them? 1 would.

And pensions the same? Yes.

And with regard to trades generally, you think that there should be some difference
between trades and professions? As the income from trade is partly dependent upon
life and health, and partly on permanent property, I would, therefore, make a
distinction if it could be done.

Taking things in the abstract and not troubling ourselves with details as to how it is to
be worked out, your opinion, as a matter of justice in the theory of taxation would be,
as I have said, that you would agree with the two poles of the Chairman’s plan; but
the intervening circumstances would almost all of them require, in your view, some
sort of deduction? A great many of them, certainly would. I think, however, that if the
line had to be drawn with great simplicity, it ought to be drawn where the Chairman
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draws it. If we are to be content with such an approximation as can be made by taking
a great mass of cases, which present upon the whole stronger claims to exemption
than any others, I think that the Chairman, as nearly as possible, hits the mark.

I am not speaking so much now of what you might be willing to accept, as the
Chancellor of the Exchequer put it to you, Mbut rather as a matter of abstract
reasoning? As a matter of abstract reasoning, I should certainly carry the principle
further, and make more distinctions than the Chairman has done.

1 suppose you would look to further considerations if those classes could show any
subdivision that could be effective? Certainly.

As to your principle of exemption, as I understand you, it is to exempt all savings, if
that can possibly be done? Yes.

1 do not quite understand what we mean by savings in that sentence;, is it what a man
does save, is it what a man can save, or is it what he ought to save? In principle, |
should say that the remission should be on what he does save, neither more nor less;
but as this cannot be carried out, I think you must consider, taking people in classes,
what difference exists between them as to the necessity or obligation that they are
under of saving, with some consideration also of how far you have reason to believe
that, practically, as a matter of fact, they do, as a class, save up to the mark of
obligation.

That is to say, we are to take a thing compounded of what a man does save and what
he ought to save? You cannot practically enter into the consideration of what he does
save, you must consider what the class ought to save, and then if you think that, on the
whole, they do save an equivalent amount, you should exempt them. If you thought
that, on the whole, they did not fulfil that obligation, but saved a great deal less than
what they ought to save, it would be right to consider what they do save, rather than
what they are bound to save; but as a matter of fact, I think that the classes who pay
income tax do save, on the whole, up to their obligations.

We may take it as your view, that it is what men do save? What men ought to save,
provided they do save it.

If a man saves more than he ought to save, what then? If a man saves more than he is
bound to save, I think him entitled in principle to an allowance on it, because
otherwise, he would be taxed twice. What a man does save is the best principle of
exemption, but I am obliged to give up that as impracticable; and I take the other, and
am willing to exempt people by considering what they are peculiarly bound to save.

Then, it comes to this, that the abstract principle is what a man ought to save? The
principle upon which you are obliged to act, is what he ought to save; the perfect
principle is what he does save, and that covers all other principles. If that is satisfied,
all other principles are satisfied with it; but as you cannot get at that, then, if you
adopt the principle of what he ought to save, and go upon that, I think you are right,
provided you have fair reason to think that the exempted class, as a class, in the main
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fulfil that obligation; of course, if you thought that they did not, they would forfeit the
privilege.

Then you do not agree with this opinion which I will read to you, out of your own
book, in which you say this: “The principle therefore of equality of taxation
interpreted in its only just sense, equality of sacrifice, requires that a person who has
no means of providing for old age, or for those in whom he is interested, except by
saving from income, should have the tax remitted, on all that part of his income which
is really and bona fide applied to that purpose 7@ If you could do that I should
certainly think it right; the only question is as to the mode of doing it. As you cannot
get at individual cases, you must go upon the general presumption drawn from the
obligations of his position.

1 understand you that this principle is introduced by you in order to ascertain the fact
whether a man does save, and that you inquire what he ought to save as a means of
getting at what he does save; is that so? Not as a means of getting at what he does
save, because I know it does not correspond with what he does save; but in order to
bear fairly upon one person as compared with another: I think you are bound to take
into consideration, on the principle of justice between them, the difference in the
necessity. That principle I should not need if I had the other, because the other covers
it, and provides for everything which is included in it; but as I cannot have the other, I
am obliged to be satisfied with this. I think they are both important principles.

But one or the other I suppose is the ultimate principle, and I understand the ultimate
principle to be what a man does save? What a man does save, if you can get at it.

You think it is easier to get at what he ought to save than at what he does save? Yes;
because you can take the average of classes.

And you take what he ought to save in order to get at what he does save? Yes; what
he is to be considered as saving, when you cannot ascertain it otherwise.

1 suppose you would not adhere to what you stated just now, that the rule is what a
man ought to save, provided he does save it? In principle I do, but in practice you
cannot tell what he does save. What he ought to save is not the only thing that you
would have to consider if you knew what he did save; if you knew that he did not save
what he ought to save, you could not defend making the allowance. But in the absence
of this knowledge, you are not entitled to presume that he does not do his duty.

What use will this be to me unless I found some presumption by which I may arrive at
the fact of what he does save; why should I interpose the consideration at all, if I am
to presume nothing either way from it? You only presume that which there is always
sufficient proof of, namely, that his needs are different from those of another person.
He may choose to sacrifice those needs to something else, but you cannot help that.

I can understand that if I am at liberty to presume from the fact that he ought to save,
that he does save, but you say that I must not presume that? The only purpose for
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which we need to consider what he does save, is to justify us in taking into
consideration what he ought to save.

Therefore, the ultimate principle is what he ought to save, and not what he does save?
The ultimate principle is hardly an expression which I should apply to it. There are
two principles, one is the principle of not taxing incomes twice over, and the other,
which is a totally different principle, and is strictly one of justice, is that of showing
equal consideration to the necessities of different people. Both of these are principles,
and if you could satisfy them both you ought to do so. If you could satisfy the
principle of not taxing income twice, the satisfaction due to the other principle would
be included in that, because if you taxed everybody according to what he did save,
you would by that very circumstance show the indulgence due to the necessities of the
person who is obliged to save. If he himself has shown that he cares about these
necessities, and if he has fulfilled the duty, he gets the advantage which you intend for
him, and not otherwise. But as you cannot get at what he actually does save, you are
obliged to found your system upon the other principle solely, only considering that
former principle so far as to ascertain for your more complete justification, whether
the ground on which you grant the exemption really exists; whether on the whole
(since you cannot enter into individual cases) the class of persons whom you exempt
have fulfilled the proper condition.

What is the principle upon which it solely rests? That which I propose as practicable
rests upon the consideration of what a person is bound to save.

Then the thing rests upon that, and the inquiry for us is, what a man is bound as a
moral duty to save, is that so? Yes.

If you mean by saving on your principle that regard should be had to money laid by,
or incomes invested in something else; supposing a man is heavily in debt, and is
paying off the debt by instalments, is that saving? Yes; that is saving, certainly.

However the debt may be contracted, whether it is a gambling debt or any other debt,
you call that saving? Yes, I call that saving.

A man goes to a gambling house and spends a large sum of money, and pays off the
debt by instalments, you would say that that was a saving within the meaning of the
principle? Yes.

When does the income become taxed; because it is very important if it is to be
exempted from taxation to fix upon the exact period of the transition taking place;
when are we to call income savings? That is a practical rather than a theoretical

question.

The income tax on the income of a landowner is levied on the tenant, and it is paid by
the tenant before he pays his landlord, is it not? Yes.

And upon that the income tax is paid? Yes.
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I want to know whether that part of the income in the tenant’s hands is to be
considered as saved for the purpose of this principle? It cannot, while in the tenant’s
hands, be dealt with as saving.

But the tax is levied upon it in the tenant’s hands, is it not? Yes; but when we are
entering into considerations such as that of the hands through which it passes, we are
coming to a question of practical arrangement, and not to a question of principle.

1 do not want to put it as a matter of practical arrangement, but merely to test the
principle and to know when you would fix upon it the mark of saving which is to
exempt it from taxation. The only difficulty that will arise is a difficulty of practice
and not one of theory. In theory the principle is that whatever he does take from his
personal consumption, and add to his capital, shall be exempted.

1 find that it is laid down in the quotation which I read from your own book, that on
the contrary a man ‘“should have the tax remitted on all that part of his income which
is really bona fide applied to that purpose;” that I can quite understand, but now we
have not to decide the question of what he does save, but what he ought to save;, when
is that to be decided for the purpose of collecting the tax? It seems to me, that you are
now upon the question of practicability, and not upon the question of principle; when
you ask how it is to be ascertained, I am not obliged to show any mode of ascertaining
it; I say that it cannot be ascertained, and that all you can do is, to consider the
situation of the classes, and all the peculiarities of their situation which affect their
obligation to saving, and then to make them an allowance.

Then it is by their being of that class, that you determine the question; you have no
means of fixing upon the precise point when it becomes saving? No; the actual saving
cannot be considered as a practical principle at all, but only as a sort of ultimate test
by which you may, in some degree, measure the approximation to justice in any other
system.

May I assume this as a principle, that it is a safe ground of solution to presume that
men will do what they ought to do, and to remit the taxes to them accordingly? 1 think
that you are never entitled to suppose that men will not do what they ought to do, for
the purpose of doing something to them which would be an injustice if they did do
what they ought to do.

Is it a safe ground of exception from a tax, that a man should be presumed to do what
he ought to have done? 1 think it is a safe ground for taxation, that a person is not to
be taxed in such a way, as would render it impossible or more difficult for him to do
what he ought to do.

Of course, upon that principle, if a man could be shown to be deeply in debt, he ought
not to be taxed at all, because it would render it more difficult for him to pay his
debts? 1t might make it more difficult for him to pay his debts no doubt, and if you
taxed a person so that it should make it more difficult for him to fulfil his duties,
while other people were taxed in a way that had not that effect on them, he would
suffer injustice, but not otherwise.
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1 will put the case of a person, we will say who is a fundholder, with an absolute
interest, it is computed by a professional witness before this Committee, that this
scheme would require 2,000,0001. to be made up somehow or other,'ﬂthat I presume
must be levied by a fresh assessment on a new principle? Yes.

What do you say with regard to the fundholder or tenant in fee? Do you think that he
will be impressed by the doctrine of equal sacrifice, if he were saddled with a heavier
tax, merely because it was presumed that some other persons had saved some
portions of their incomes? What a person might do where he was himself interested, |
cannot say, but I think that a person should not put it to himself in that way, but in this
way; that persons whose circumstances require them to save, ought to have a
concession made to them, such as shall make it possible for them to fulfil their duty
without making a sacrifice to which others are not subject.

If they do not fulfil the duty, they are to have the concession all the same, are they
not? That is one of the inconveniences which arise from the impossibility of going
into individual cases. I would most gladly go into them if I could.

Say that a man does more than his duty, he will not have a remission for the excess?
No, and so much the worse.

So that the man who does his duty, will not get remission upon all that he does, and
the man who does not, will get a remission for what he does not do? But the result is a
greater approximation to accurate justice than if you either gave a remission to all, or
refused it to all.

We have it in evidence that very considerable frauds are practised under Schedule D.;
one gentleman who is in the habit of acting as a consulting doctor for people in
difficulties, has stated to the Committee that he never saw a schedule of a certain
class of traders that he described, that was otherwise than incorrect in regard to
income tax; and another gentleman thought that at 1d. in the 11., it had been 50,000L.
for the last 12 years in the City of London, which could only be correct upon the
supposition thatthe trade income of London has not increased during that period; do
those considerations make any difference to you in recommending the reduction?
They make a difference in the question of imposing an income tax at all, and except in
a case of absolute necessity, and as an extraordinary resource, I should be decidedly
against it; but if there is to be an income tax, the frauds make, in my estimation, no
difference in the reasons for reduction: because in the first place if you were to refuse
the reduction on this ground, it would be punishing the honest man for what the
rogues do; because if you announce that you must tax people in a higher ratio,
because they defraud the revenue; if in fixing their taxation you assume that they are
going to evade a part of it, you in fact license them for doing it.

You think, then, that this income tax tends to demoralise them? Y es, thoroughly.
Could you imagine anything more demoralising than for a man to have been

successful for 20 years in cheating the Government of a large proportion of the tax,
and then by a claim on the ground of morality, getting a remission of the tax?
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Certainly; one would be sorry that the remission should be granted to rogues; but I do
not think it would do to assume that people are rogues, for the purpose of refusing to
them what they would be entitled to if they were honest.

w. pollard-urquhart:/n short, you would do them this justice, that you would take away
from them all reasonable excuse for roguery? Yes, I would do that; but I do not attach
so much importance as some do to this, as a practical consequence of the reduction.

That would be one reason, would it not? Yes, certainly.

Because some people are rogues, it is no reason why others should not do the thing
which is just? Just so; and the more so because to refuse people on the ground that
they are going to be rogues, a concession which would be due to them if they were
honest, is licensing them to be rogues, because you are recognising their roguery as a
fact, and as a compensation necessary to make things just.

In short, to refuse a readjustment of the income tax because a great many people
make false returns under Schedule D. is licensing those people to make false returns
for the future? Certainly.

You were speaking of the income tax being highly immoral except as it is considered
as a mere temporary tax for temporary purposes, do you not think that the obligation
to make some adjustment of the income tax is much greater when it is likely to become
a permanent law than when it was a mere temporary tax for temporary purposes? 1
think so.

Was not it regarded as a mere temporary tax when it was levied by Mr. Pitt@for 10
years, to the end of the war? Probably; and it is also to be considered that in the use of
a national emergency, there is not so much danger of fraud. People only grow
fraudulent by degrees; they commit a great fraud at first; or at least not to the same
extent.

The very circumstance mentioned by Mr. Lowe just now, that the income tax on
traders had remained stationary in the City of London, shows, does it not, that people
only get rogues by degrees? Yes. Besides, at a time when there is great national
excitement, there is a strong feeling that there is a great public object which requires
the tax, and people have both more feeling of their own against defrauding the
Government, and are more restrained from it by each other’s opinion.

When the income tax was first imposed by Sir Robert Peel, E]for the sake of trying a
great experiment in taxation, it was to continue only five years, and it might be
regarded as levied for a temporary purpose? It might.

In that case it was quite fair to ask people to give money wherever they could get it,
on the same principle that the Carthaginian ladies cut off their hair in the third Punic

war? It was.

Whereas, now that it can no longer be considered as a temporary tax, you think that
the obligation of readjustment is much stronger than in 1842, when it was first
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imposed since the war? Certainly; the nearer the approach to the prospect of
permanency, the more reason exists for its being readjusted.

Do you not think that the prospect of its being permanent is much greater than it
appeared to be in 1842? Yes.

You stated that you thought the people ought not to be taxed upon savings,; do you not
think that that principle applies with much greater force to the case where those
savings are absolutely necessary, in order to keep the capital at the same point at
which it was the year before? Yes; anything that goes to the replacement of capital
ought not to be taxed.

Under the present tax it is considered as income, is it not? Yes; for instance, in the
case of terminable annuities, which is the strongest of all.

Is not the case almost equally as strong where a person has spent his whole capital
for his education, and for the purpose of maintaining himself in the many years that
are necessary in almost every profession before realising any considerable income,
that a part of his earnings, after he begins to derive a considerable income from his
profession, ought generally to go to replace the capital so spent? No doubt that is one
of the circumstances which plead in favour of his exemption.

Do you not think it a very strong circumstance? It is a circumstance among others.

In short, that part of his professional earnings which goes to the replacement of the
capital spent in his education ought not in strictness to be considered income? But, on
the other hand, if that capital belonged to him, and if it was spent by himself, you may
say, on that principle, that the interest on it becomes subject to the full taxation, and
Jjustly so.

You were asked, whether raising the number of pence in the pound, levied in order to
make this readjustment, would excite discontent;[*]would it excite more discontent
than when 4d. in the pound was added to the income tax to pay for the extra expenses
two years ago, when, for State reasons, the income tax was raised from 5d. to 9d. in
the pound, without any readjustment; would it excite much more indignation to have it
raised from 5d. to 7d. in the pound, in order to allow of a readjustment? It is very
difficult to say; but I think, generally speaking, that anything which is just, or which is
as near as it is practicable to get to justice, and the grounds of which are laid clearly
before the public, does, in time, command their approbation.

On the whole, you think that the fear of any dissatisfaction which might be caused by
raising the income tax slightly, in order to admit of any equitable readjustment of it,
would not be such as to constitute any valid objection against any scheme that might
appear just? 1 think that the dissatisfaction would be chiefly at first, and that as soon
as people were convinced that it really was not possible to carry the adjustment of the
tax further, they would either turn themselves to getting rid of the tax itself, or they
would gradually reconcile themselves to what remained of inequality.
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Supposing the circumstances of the country would admit of a slight lowering of the
tax, would it not be better to retain the income tax at the same poundage, at the same
time giving a readjustment of the income tax, than lowering it 1d. or 2d. in the pound,
as might be required? Decidedly.

Do you think that it would excite any very great dissatisfaction throughout the country
if it was retained at its present rate, but at the same time readjusted according to the
plan proposed by the Honourable Chairman, or according to any plan which seemed
to be equitable? Of course, the occasion when the State could do without part of the
produce of the tax, would be a particularly convenient opportunity for making this
adjustment, and it would excite less dissatisfaction than if it implied an increase of the
poundage.

You think that it would create much less dissatisfaction if it was done at the time when
the State had an opportunity of taking off some amount of taxation, than if you were
obliged to raise the whole general rate in order to readjust it? No doubt.

Do you think that such an opportunity occurring might certainly obviate any objection
that might be raised against the readjustment on the ground of causing
dissatisfaction? 1 think it would mitigate the dissatisfaction very much.

On the whole, do you not think that the system proposed by the Chairman is much less
unjust than the present system? Much less unjust in many respects.

Would it not be much better for the country to submit to the system proposed by the
Chairman, even supposing it raised 1d. or 2d. more in the pound higher than at
present, rather than to have it in its present shape? 1 think so; but I should be very
anxious to carry the principle as much further as it could be carried without being
stopped by obstacles, the nature of which could be made tolerably clear and
intelligible to the public.

w. buchanan:Does your recommendation of a remission of one-third on professional
and industrial incomes proceed upon the principle that there ought to be a saving of
one-third, or does it arise from the consideration of the precariousness of those
incomes? 1t 1s their precariousness, combined with their temporary nature, which
constitutes the obligation to make savings from them. It is because the incomes may
end sooner, from loss of health and other causes, that professional persons are under a
much stronger necessity of saving, than people who derive their incomes from

property.

Then it is a consideration of the combined influence of those two principles? It is a
consideration of the greater obligation to save on precarious and terminable incomes.

And not upon the principle that a merchant who has made a profit which enables him
to lay by one-third more than he expends, and reinvests it, pays double tax? That is
the principle that I would apply if I could; but inasmuch as I cannot apply it, I take
another standard, to satisfy that which I consider to be the criterion of justice between
one tax-payer and another, namely, the difference in their necessities.
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And also the difference of the certainty of income? Yes, the difference of the certainty
of income constitutes the difference in their necessities; because we are supposing the
incomes to be equal; but one of those incomes is precarious, and the possessor cannot
depend upon its continuance; and as he knows that it will cease with his life, he is
obliged to save, whereas the other could dispense with saving.

Do not you consider that a professional income, when established, is a more certain
income than a commercial or a trading income? 1 do not think it is so always; no
doubt it is in some cases; but professional persons, for instance, lawyers who are
making a large income by their practice occasionally, lose it by some of their juniors
getting on, and making a more brilliant success in their profession.

But a man gaining his living by being a shipowner is exposed to every wind that
blows, and he has certainly a much more precarious income than a professional man,
has he not? But then, on the other hand, there is a portion of it dependent upon
capital.

But the capital is involved in the success of the ship, is it not? He is under the
necessity, no doubt, of insurance, but that enters into the expenses of his business.

He cannot insure against the adventure miscarrying? He cannot insure against a
miscalculation of the markets, no doubt.

You propose, do you not, to introduce a preference in the tax in favour of professional
incomes? 1 should prefer to do so, certainly; and it occurs to me that it ought to be so.

J. hubbard: You are aware that the scheme which is before you is not a stereotyped
one, and that it is of course open to any amendments which the course of evidence
may suggest, the Committee, therefore, are naturally interested in hearing your
comments upon it, therefore I would ask you two or three questions more. It was put
to you, in answer to your objection to the way in which the present tax taxes capital,
first in its creation as earnings, and then in its fruits, that there are other taxes which
do tax capital; but is there not a great difference between a tax which, like the legacy
duty, or the probate duty, or the succession duty, professedly taxing capital, and one
which, professedly taxing income, does partially and capriciously tax capital? 1t was
exceedingly well put by one of the witnesses before the Committee, Mr. Ansell, that
the injustice depends upon the combined circumstances, that it professes to be an
income tax and does tax capital, and, that taxing capital, it does not tax it equally. It
only ta?f]s some capitals, and not others; and is therefore unjust as a tax upon
capital.! !

You have expressed an opinion that life incomes, if possible, should be considered
with reference to the amount of tax levied upon them, as contrasted with the amount
which would be levied if the property was held in fee; and I think you suggested that
you would make the exemption extend to life interests, with certain qualifications; will
you allow me to put a case to you, and perhaps you will tell me whether it would come
into the category of such cases as you would relieve. A nobleman has a son who is
unmarried, and whom he does not trust, but he leaves by his will landed property to
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the extent of 120,000L. a year, to trustees in trust to pay 100,0001. a year as an annuity
to his son for his life, and 20,0001. a year to a married nephew, to whom he leaves
also, and as heir in reversion, the estate, there are two life annuities charged upon
that estate; are those life annuities of a like nature with those which you would tax at
a diminished ratio, or would you tax them at the full amount of the assessable tax
upon the rental? 1f I understand the statement correctly, the bulk of the income is
supposed to be given for life to a person whose descendants are not to have it, while
the smaller share of the income for life is given to the person whose descendants are
to have the whole. It is plain that if you could enter into individual cases, the one who
should pay in full should be the one whose descendants are to have the property, and
not the one whose descendants are excluded from it; but still I do not think you could
take into consideration cases of so great a rarity as these. Generally speaking, if the
estate is entailed or settled in trust in favour of a son or any other person for life, the
remainder is to descendants, to that son’s children, and if you limit yourself to
providing for that which is so much the commonest case, you do not do any injustice
worth speaking of.

Are you prepared to state from your knowledge of legal arrangements, that it would
be possible to draw an enactment which would make practicable, without raising
doubts and litigation, the discrimination which you wish to propose? 1 do not consider
myself competent to do it in the best way, or anything like the best way, nor can |
foresee all the cases that would arise, but I think I could suggest modes of drawing it,
which would provide for the objects desired. I should lay down the rule, that all life
incomes should be exempted, except such and such; then I would enumerate all the
cases in which the motive for saving clearly does not exist, or exists in a very inferior
degree.

In all those cases you would not, as some of the schemes placed before the Committee
at a former period proposed, charge the whole of the life estate to be taxed, but you
would diminish the taxation to the extent of the concession to individual cases? 1
would, because it would clearly be unjust to charge the full tax on a life interest, and
the idea does not seem to me admissible of imposing a present tax upon the future
holder.

With regard to life annuities, you stated, did you not, that whether an annuity was a
life annuity or an annuity for years, if granted, for instance, by a landowner as the
means of repaying a loan, made for the purpose of building a house, or improving his
estate, you would see in each of those cases the clear repayment of capital to the
corporation from whom he took the loan? Yes.

Seeing that in all cases, whether of a life annuity or an annuity for years, granted to a
borrower, it is only as regards the application of the money that you would make the
discrimination of charging the whole annuity with the tax? Yes.

Upon the assumption that it is meant to be consumed? Exactly.

At least you differ in that respect from the scheme before you, upon that assumption?
Yes.
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It is an assumption, is it not, that it is meant to be considered as expenditure? 1t is.

Upon the other hand, you propose to make a rebate of the tax upon the savings of
capital? Yes.

But that is only for the purpose of balancing the charge which you make upon capital
when consumed, and if you were unable to do the one, you would not I suppose do the
other? That does not necessarily follow; I think the income tax should as far as
possible be a tax upon expenditure; I should like to bring all personal expenditure
under it if I could; and whenever I could, I should like to get hold of it and tax it.

Your principle is (to follow this to a conclusion) that you would exempt all savings?
Yes.

And it is the operation of the same rule which induces you to wish to see pensions
placed also in a favoured position? Yes, because, the income terminating with life,
there is, generally speaking, a greater necessity for saving from it.

May pensions, do you think, be so far considered as the result of deferred payment for
services as to be brought in as a kind of accessory to industrial incomes and salaries?
A large proportion of them might logically be classed with industrial incomes; but not
all, because some pensions are merely the result of good-will, and are not payments
for service at all.

Do you think that they might be discriminated in that way, that where they bear the
character of being only a deferred payment for antecedent services, they may be fairly
treated in the same way as salaries? 1 would treat them in that way in all cases.

You have been asked to consider the position of houses and ships as placed one in one
schedule, and one in the other, but is not the precise matter to be assessed the rent of
the houses and not the houses themselves? Yes.

On the other hand, did you ever hear of the rent of ships? No.
Ships are only a means of industrial occupation, are they not? Yes.

And ships, therefore, are only one of the means which tend to the commercial
earnings of the owners of the ships? Yes.

But are you aware that there is any such thing as ship-rent? 1 am not.
Then, you can hardly call these two matters parallel? Not exactly.

The estimate that has been communicated to you of the probable defalcation in the
Exchequer from the a{iﬁ?lication of any such remedy as the one before you has been
stated at 2,000,0001.; ‘supposing, for the argument, that the complaints against the
income tax with regard to its incidence are real, and that the remedy of those evils
would have such a costly result; must not that be the logical consequence, that the
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2,000,000L. represents the amount of injustice inflicted by the present law? That
follows decidedly.

t. estcourt:/ understood you, in answer to a former question, to draw a distinction
between precarious incomes and incomes of a limited duration, and I understood you
to state, that in your view the fair course would be togrant a concession of some
deduction from the amount of tax payable for incomes that are terminable with life, or
a less term; and I understood you to state, that you would make a still further
deduction in the case of those incomes which were precarious, did I rightly
understand you? Not quite. | did not express any opinion as to the possibility of
making more than one rate of exemption. I have not made up my mind, practically, as
to whether it is better to have several scales, or only one. But what I brought forward
those considerations for, was to point out that the claims were much stronger, the
necessity for saving being much greater, in some cases than in others; and my object
was, not so much to recommend the application of different scales to those different
cases, of which I am not able to judge sufficiently to have a decided opinion, but
rather to show that, provided you could relieve the cases in which the claims were
strongest, you need not so much mind not being able to relieve those in which they
were much weaker; that the fact that you would perhaps be obliged to demand a little
more from those who still have some claim to exemption, is not a conclusive
objection to giving relief to those whose claims are much stronger.

1 understand you to assign as the reason why any concession should be made with
regard to Schedule D. to be two-fold, first, because the income is limited, and
secondly, because it is precarious? It is both precarious and also limited in duration.

Have your opinions, with regard to this particular subject which has been brought
before you to-day, varied since you gave evidence before the Committee in 1852 ?@ I
am not aware that they have; I have considered the subject more minutely since, and
perhaps I may have more of an opinion upon some points of practical execution than I
then had; but on the question of principle, my opinions have not altered.

Are you still of opinion, as you were in 1852, that equality requires that in assessing

precarious incomes and those of limited duration, some deduction ought to be
allowed, which I think you put at one-third, before the assessment is imposed? Yes.
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CURRENCY AND BANKING
1867
EDITOR’S NOTE

Enquéte sur les principes et les faits généraux qui régissent la circulation monétaire
et fiduciaire. Vol. V. Paris: Imprimerie impériale, 1867, 589-96. Signed; not
republished. Original heading: “Réponses de M. John Stuart Mill, Membre du
Parlement D’ Angleterre.” Identified in JSM’s bibliography as “Answers, in French, to
the Questionnaire of the Imperial Commission d’Enquéte in Currency and Banking,
printed with their Report” (MacMinn, 97). No copy in Somerville College.

In the text below the questions are inserted before JSM’s answers.
Currency And Banking

DES CRISES MONETAIRES

1.Quelles ont été les causes de la crise monétaire de 1863-1864? Autant que je puis
en juger, la crise monétaire de 1863-1864 a eu pour cause générale I’immense
absorption des capitaux disponibles de la France: d’abord par de fortes dépenses
improductives, comme celles de la reconstruction des grandes villes; secondement,
par la rapide immobilisation des capitaux en entreprises productives a long terme
seulement, telles que les chemins de fer en France et a I’étranger; en troisieme lieu,
par les énormes emprunts que les gouvernements de la plupart des pays n’ont cess¢ de
faire. A tout cela est venue s’ajouter une grande exportation des métaux précieux en
échange du coton brut que I’Europe a dii acheter de I’Inde, de I’Egypte et d’autres
pays a un prix tres-¢levé.

2.Quelles analogies et quelles différences cette crise a-t-elle présentées avec les crises
antérieures? Les crises antérieures ont souvent ét€ provoquées par des importations
exceptionnelles de bl¢ a la suite de mauvaises récoltes, et surtout par des exces de
spéculation mercantile. Ces causes n’ont pas existé en 1863-1864.

3.Les crises monétaires tendent-elles a devenir plus fréquentes? Tendent-elles a
devenir plus générales? A regarder I’histoire commerciale des cinquante années
antérieures a 1865, la comparaison des dates n’a pas indiqué jusqu’ici que les crises
mongétaires tendent a devenir plus fréquentes. Cependant la plus grande étendue des
marchés et la plus vaste échelle des opérations commerciales semblent devoir
accroitre le domaine du hasard dans ces opérations; a quoi I’on peut ajouter que les
grandes associations mercantiles, surtout a responsabilité limitée, étant, par leur
nature, plus téméraires que les capitalistes, tendent par 1a a multiplier les chances de
crise. D’un autre c6té, la grande multiplication des relations commerciales entre les
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divers pays et I’extréme rapidité des communications ont créé une solidarité entre tous
les marchés du monde civilisé, qui tend a généraliser, mais en méme temps a adoucir,
les crises qui doivent leur naissance a des causes locales. L’effet, étendu a un champ
plus vaste, s’amoindrit sur un point donné, parce que les mouvements internationaux
de valeurs qui servent de correctifs aux perturbations locales, et qui autrefois se
faisaient avec lenteur, sont aujourd’hui presque instantanés.

4.Quelles som, dans un pays, les causes régulatrices du taux de l’'intérét? Le taux
moyen de I’intérét dans un pays dépend de deux causes générales, savoir: 1° le taux
moyen du profit industriel; 2° la proportion qui existe dans ce pays entre la classe
industrielle, qui fait valoir elle-méme ses capitaux, et ce qu’on peut nommer la classe
prétante, comme aussi entre les capitaux dont ces deux classes disposent. Aux Etats-
Unis par exemple, ou la classe des rentiers vivant de I’intérét de capitaux prétés est
extrémement restreinte, le taux de I’intérét est naturellement beaucoup plus élevé,
relativement au profit moyen du commerce et de I’industrie, que dans la plupart des
pays de I’Europe. Je ne parle ici que du taux moyen et normal de I’intérét. Ses
variations passageres dépendent de toutes les vicissitudes de la production, de la
consommation et de la spéculation.

5.Quelles sont les causes qui ont agi depuis dix ans sur le cours des métaux précieux?
6.Quelles sont les causes qui ont pu récemment réduire la disponibilité des capitaux?

7.Y a-t-il eu ralentissement dans la formation des épargnes ou mauvaise direction
donnée a ces épargnes?

8.Y a-t-il eu insuffisance de capitaux ou exces d’entreprises?

9.La constitution de plusieurs sociétés de crédit, sous forme de sociétés anonymes, a-
t-elle exercé de l'influence sur les embarras monétaires?

10.L ’existence et ['organisation de ces sociétés sont-elles de nature a éloigner ou a
rapprocher les causes de crise?

11.Quelle influence a exercée sur le marché intérieur la participation des capitaux
frangais aux entreprises étrangeres?

12.Quels avantages ou quels inconvénients présente la cote, a la Bourse de Paris, des
valeurs étrangeres et des emprunts étrangers?

13.Quel a été, depuis dix ans, le mouvement d’entrée et de sortie des métaux
précieux? Y a-t-il des indications qui permettent de compléter les renseignements

recueillis par [’ Administration des Douanes?

[Answers to 5-13:] Tout ce que mes connaissances locales me permettent d’offrir en
réponse a ces neuf Questions est compris dans les réponses précédentes.

14.Le déplacement du numéraire a-t-il lieu dans de fortes proportions?
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15.Quelles opérations donnent lieu a ce déplacement? Exerce-t-il une influence
sensible sur les transactions et sur le loyer de [’argent? Existe-t-il des moyens de
détruire ou de limiter cette action?

[Answers to 14 and 15:] Le déplacement du numéraire par entrée ou sortie tient a
deux sortes de causes. Je ne m’occuperai que du mouvement de sortie, le seul qu’on
ait songé jusqu’ici a empécher ou a limiter. La sortie du numéraire peut avoir lieu par
suite d’événements pour ainsi dire fortuits, entrainant des payements extraordinaires
au dehors, non balancés par les créances provenant du commerce ordinaire
d’exportation. Tels sont les achats de grains a 1’étranger a la suite d’une mauvaise
récolte; tels furent encore les achats de coton en Asie et en Afrique pendant la guerre
civile aux Etats-Unis; telles sont aussi les dépenses militaires au dela des frontiéres.
Toutes ces diverses causes de payements a faire dans les pays étrangers, entrainant
exportation de numéraire, dépendent des vicissitudes naturelles ou de celles de la
politique. Cette exportation a pourtant une autre cause plus générale, qui a son origine
dans I’imprudence mercantile. Lorsque des spéculations excessives ont lieu sur un
point quelconque du monde commercial, ce point devient rapidement débiteur des
autres régions. Les marchandises qui sont devenues mati¢re a spéculation haussent
démesurément de prix; cette hausse factice arréte les exportations et stimule les
importations; la balance des créances internationales se dérange; les dettes a 1’étranger
viennent a dépasser les créances: de 1a, sortie du numéraire. Plus tard, les spéculateurs
s’occupant de réaliser leurs gains, les prix surhaussés s’abaissent: alors tout le monde
s’empressant de vendre avant la débacle générale, les prix retombent beaucoup plus
vite qu’ils ne s’étaient élevés, et la réaction les fait tomber tres au-dessous de leur taux
normal: ¢’est ce qu’on appelle une crise commerciale. Alors un mouvement se déclare
en sens inverse, et la rentrée du numéraire rameéne enfin 1’état normal.

La sortie du numéraire, soit qu’elle provienne de I’'une on de I’autre des causes que je
viens d’indiquer, ne laisse pas d’exercer de I’influence sur le loyer de I’argent; car le
numeéraire exporte est pris sur les capitaux disponibles, destinés a alimenter le marché
des préts. Quant aux moyens de détruire ou de limiter cette action, il ne saurait y en
avoir qu’un seul: ce serait de laisser agir la perte de numéraire sur I’encaisse des
banques, sans essayer de ’arréter en diminuant les avances au commerce par voie
d’escompte ou autrement.

Ce moyen me semble applicable et utile, ou inefficace et nuisible, suivant que le
déplacement du numéraire a son origine dans les causes que j’ai qualifiées de
naturelles et fortuites ou dans les exces de la spéculation.

Dans le cas, par exemple, d’une mauvaise récolte, le déplacement du numéraire a une
limite naturelle, et s’arréte de lui-méme deés que cette limite est atteinte. L’ importation
extraordinaire du blé une fois liquidée, le commerce international reprend son assiette
ordinaire. Pourvu donc que I’encaisse habituel de la Banque ou des banques soit en
exces de la plus grande sortie de numéraire qui a jamais eu lieu par suite d’une
mauvaise récolte, on n’a pas, dans ce cas, a se préoccuper de la conservation de
I’encaisse: on peut, sans danger, le laisser s’écouler, sans prendre aucune mesure
violente pour en arréter la sortie. Il est vrai qu’apres la crise il faudra toujours ramener
I’encaisse a son montant normal; mais, pour cela, il suffira d’une hausse modérée de
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I’escompte, sans aucune secousse violente. Parfois méme le numéraire est ramené par
le mouvement du marché international, sans qu’il y ait besoin de s’en occuper
spécialement.

Il en est tout autrement lorsque la sortie du numéraire est déterminée par une hausse
des prix amenée par une spéculation exagérée. L.’écoulement ainsi produit n’a pas de
limite naturelle, et n’a aucune raison de s’arréter avant la cessation des causes qui
I’ont amené. Il ne cesse et ne peut cesser que lorsque les hauts prix qui lui ont donné
lieu ont pris fin par un mouvement de baisse, c’est-a-dire lorsque la spéculation a cédé
a une réaction. En ce cas, 1’écoulement du numéraire est le remeéde naturel et
indispensable de la maladie, et parvint-on a le retarder, on ne réussirait qu’a prolonger
le mal et a aggraver la crise finale. Si, en ce cas, la Banque s’abstenait d’agir pour
défendre son encaisse, si elle continuait d’escompter aussi largement qu’auparavant,
en laissant s’écouler sa réserve métallique, les spéculateurs, trouvant & emprunter au
cours ordinaire, ne seraient pas réduits a vendre: ils pourraient prolonger pendant
quelque temps encore leur lutte contre les lois naturelles; les prix surhaussés ne
baisseraient pas, et partant 1’écoulement suivrait son cours jusqu’a ce que la réserve
méme la mieux fournie y elit passé tout entiere. A I’approche de cette catastrophe, la
Banque, pour ne pas faire faillite, serait dans la nécessité de produire d’un seul coup
la réaction qu’elle aurait da préparer graduellement. Une diminution des escomptes et
une ¢lévation du taux de I’intérét, qui eussent suffi pour arréter la spéculation dans les
commencements de la sortie des métaux précieux, ne suffiraient plus: il faudrait une
action non-seulement plus brusque, mais plus excessive et plus violente. De 1a,
¢coulement général du crédit, la panique et la peine, qui est loin de frapper seulement
les spéculateurs dont I’imprudence a amen¢ le mal.

Une banque dirigée par des hommes capables, dés que sa réserve commence a s’en
aller, trouvera dans sa connaissance des antécédents commerciaux le moyen de
reconnaitre les causes particuliéres qui ont produit I’écoulement; elle saura si le
numéraire tend a sortir en quantité indéfinie ou seulement en quantité définie. Si I’on
a laissé a cette banque sa pleine liberté d’action, ¢’est seulement dans le premier cas
qu’elle se hatera de protéger sa réserve, qu’elle aura eu soin de tenir normalement a
un montant suffisant pour faire face, sans aucune mesure spéciale, a tout écoulement
probable a limite définie.

DE LA MONNAIE FIDUCIAIRE

16.Quelle est I'utilité de la monnaie fiduciaire? La monnaie fiduciaire est tres-
supérieure a la monnaie métallique pour la commodité du transport et pour celle des
grands et moyens payements. Elle est aussi une économie du capital collectif de la
société, un remplagant d’un instrument d’échange trés-coliteux par un autre qui ne
colite rien.

17.Le role de cette monnaie tend-il a devenir plus important? Oui, le role de cette
monnaie tend a devenir plus important, tant qu’il reste une partie, méme peu
considérable, de la population qui, par défiance, refuse le billet de banque et exige le
numéraire. Mais, une fois que le billet de banque est parvenu a se faire accepter
partout comme 1’équivalent du numéraire, il ne semble pas que son role tende a
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s’accroitre davantage. Car, si la monnaie fiduciaire arrive a dépasser en quantité la
monnaie métallique qui circulerait a sa place si elle n’existait pas, elle se déprécie; la
mesure commune des valeurs devient variable et incertaine, et I’on retombe dans les
inconvénients et dans les injustices du papier-monnaie. Cependant cette dégénération
de la monnaie fiduciaire ne saurait avoir lieu dans le systeme de la convertibilité en
especes, a volonté et sur place.

18.Est-ce par les émissions de billets au porteur et a vue, ou a l’aide des
compensations par virements, comptes courants, cheques, etc., que le crédit tend a se
developper? Dés que les billets de banque ont obtenu la confiance générale et sont
parvenus a remplacer le numéraire dans tous les recoins de la circulation, le
développement normal du crédit n’a plus lieu par la multiplication des billets de
banque, mais principalement au moyen de comptes courants et de virements qui
¢conomisent la monnaie courante, soit fiduciaire, soit métallique.

19.L emploi de la monnaie fiduciaire peut-il prendre un développement indéfini? Si
non, dans quelles limites doit-il étre renfermé? En répondant a la 17° Question, j’ai
exprimé mon opinion sur cette Question.

DES CONDITIONS D’UNE BONNE MONNALIE
FIDUCIAIRE

20.4 quelles conditions [’emploi de la monnaie fiduciaire est-il sans inconvénients?
21.La convertibilité constante des billets est-elle indispensable?

[Answers to 20 and 21:] Sur la nécessité absolue de la convertibilité constante et
immédiate des billets, il n’y a plus de différence d’opinion parmi les hommes
compétents. Elle me parait la seule condition indispensable. Avec cette convertibilité
suffisamment garantie, il n’y a pas de mauvais systéme de banques d’émission. La
convertibilité serait évidemment illusoire si des billets pouvaient étre émis par tout le
monde. Méme dans le systéme de la pluralité, il faudrait imposer la condition d’un
capital considérable et de la publicité la plus compléte. On pourrait en outre, et peut-
étre on devrait, exiger un dép6t de rentes sur 1’Etat, égal a la somme de tous les billets
émis et destiné a leur servir de garantie spéciale.

22.L unité du billet de banque en favorise-t-elle la circulation? Assurément, 1’unité
du billet de banque en favorise la circulation, en dispensant le public de se donner la
peine d’apprécier la solidité relative de diverses banques. Cet avantage, cependant, est
surtout sensible dans les commencements.

23.Quels sont les inconvénients et les avantages de la pluralité des banques, soit
geénérales, soit a circonscription limitée? En examinant quels sont les inconvénients et
les avantages de la pluralité des banques, soit générales, soit a circonscription limitée,
je dois d’abord écarter I’expédient de banques locales, chacune unique dans sa
circonscription. Ce systéme équivoque n’offre ni les avantages de 1’unité ni ceux de la
pluralité. Par la pluralité des banques, j’entends leur concurrence. Ainsi entendue, la
question de 1’unité ou de la pluralité des banques d’émission ne me parait pas avoir, a
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beaucoup pres, le degré d’importance qu’on lui attribue. Les partisans et les ennemis
de la pluralité semblent s’accorder a croire que si elle existait, il y aurait une facilité
de crédit beaucoup plus grande qu’a présent. Les uns applaudissent a cette facilité, la
regardant comme un bienfait inappréciable pour le commerce, tandis que les autres
trouvent que les dangers en dépassent les avantages, et qu’en provoquant les exces de
la spéculation, elle rendrait les crises beaucoup plus fréquentes et plus graves. Je ne
puis me persuader qu’aucune de ces opinions soit fondée. Je crois qu’apreés quelques
tatonnements, et peut-étre quelques exces temporaires dans 1’usage d’une liberté
nouvellement acquise, la circulation des billets se trouverait partagée entre un certain
nombre d’établissements solides et prudents, qui se conduiraient collectivement a peu
pres comme la banque unique se conduit, et qu’on n’éprouverait ni les bienfaits ni les
inconvénients auxquels on s’attend. Les banques ne manqueraient pas d’établir, selon
I’usage de celles de I’Ecosse, un échange hebdomadaire, sinon journalier, de leurs
billets respectifs. Il en arriverait qu’une banque qui chercherait a accaparer la
circulation en donnant de plus grandes facilités de crédit que les autres, ne pourrait
augmenter ses émissions que momentanément: elle verrait rentrer ses billets,
présentés par les autres banques, en quantité supérieure aux billets de ces banques
qu’elle-méme aurait en caisse, et il lui faudrait liquider le surplus en numéraire.
L’extension du crédit, que les uns appellent de leurs veeux et que les autres
repoussent, n’aurait donc lieu que lorsqu’elle serait provoquée ou favorisée par des
causes générales, agissant sur toutes les banques a la fois, et tendant a déterminer une
baisse générale de I’intérét. Mais, toutes les fois que ces causes existent, elles
exercent, comme on le voit toujours, une influence exactement pareille sur une
banque unique. En fait, la hausse et la baisse de I’escompte auraient toujours lieu a
peu pres simultanément chez toutes les banques, et, selon toute probabilité, par un
accord, au moins tacite, entre elles. Il n’y aurait donc, a mon avis, que trés-peu de
différence pratique entre les deux systémes, une fois que les esprits et les habitudes
s’y seraient accommodés.

DES ETABLISSEMENTS QUI EMETTENT DES
MONNAIES FIDUCIAIRES

24.La Banque de France satisfait-elle a toutes les conditions a exiger d 'une banque
d’émission; si non, quelles modifications seraient désirables dans son organisation?

25.Quels avantages ou quelle infériorité présente |’organisation de la Banque de
France, relativement a [’organisation et au régime des banques, soit d’émission, soit
de dépét, des autres pays, notamment des banques d’Angleterre, des Etats-Unis, de
Hambourg et de Hollande?

[Answers to 24 and 25:] Dans le systeme d’une banque unique, I’organisation de la
Banque de France n’a pas de défaut capital a moi connu. Pour en constater les
avantages, il faudrait faire I’énumération des défauts de la plupart des autres banques
nationales. On peut lui reprocher quelques erreurs de conduite, le plus souvent
contraires a son propre intérét de banque, et qu’on doit regarder comme des
concessions faites aux opinions qui lui sont hostiles. Je parle surtout des grands achats
d’or au-dessus de sa valeur qu’elle a cru devoir faire pour renouveler son encaisse.
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26.Y a-t-il intérét ou inconvénient a séparer le département de [’émission et celui de
[’escompte? Cette séparation du département de 1’émission de celui de I’escompte, si
elle avait lieu, aurait pour but d’assujettir le département de I’émission a une régle
semblable a celle de la loi anglaise de Sir Robert Peel (1844), en ne permettant
I’émission de billets au-dessus d’une limite fixe qu’en échange d’une somme égale en
numéraire. Cette régle me semble, a tout prendre, plus nuisible qu’utile. Elle
contraindrait la Banque a traiter absolument de la méme maniere tout écoulement de
numéraire, sans égard a la diversité des causes qui y donnent lieu. Une hausse de
I’intérét serait des lors inévitable, non dans quelques cas seulement, mais dans tous, et
méme dés le commencement de I’écoulement, afin de protéger 1’encaisse du
département de 1’escompte. Or, si ma réponse aux 14° et 15° Questions est bien
fondée, cette hausse de ’intérét serait indispensable ou nuisible, suivant la cause de
I’écoulement. Laissée a son propre jugement, une banque bien dirigée pourrait tenir
compte de la diversité des causes, et recourir a la hausse de I’intérét 1a seulement ou la
hausse est le remeéde nécessaire d’une crise provoquée par des spéculations
excessives, tout en s’abstenant de s’en servir dans le cas ou 1’écoulement, provenant
de causes naturelles, tendrait a cesser de lui-méme sans avoir englouti tout I’encaisse.
Au contraire, sous la regle absolue de la loi anglaise de 1844, le remede est
obligatoire 1a méme ou il aggrave le mal. Les billets présentés pour étre échangés
contre le numéraire sont forcément supprimés, et ne peuvent plus étre employés a
I’escompte. Le département de I’escompte n’a plus a compter que sur sa propre
réserve; il est tenu de faire face a toutes les crises avec une partie seulement de la
réserve totale de la Banque, puisque le numéraire du département de 1’émission lui est
fermé. De 1a, nécessité pour lui de défendre sa propre réserve par des hausses d’intérét
beaucoup plus fréquentes et plus extrémes que celles qu’on avait éprouvées en
Angleterre avant la séparation des deux départements. Il pourrait méme arriver que le
département de I’escompte fiit a sec, et devint incapable de remplir ses engagements
envers ses créanciers en compte courant, tandis que 1’autre département de la méme
banque regorgerait de fonds. C’est pour éviter ce résultat étrange, qui serait, du moins
en Angleterre, une catastrophe beaucoup plus grave que méme la suspension
momentanée de la convertibilité des billets de banque, qu’on a déja trois fois
suspendu la loi restrictive de 1844.

27.Le cours légal, tel qu’il existe en Angleterre, s’il était attribué aux billets de la
Banque de France, aurait-il pour effet d’en mieux assurer la circulation?

28.Quel nombre de signatures une banque doit-elle exiger pour sa sécurité?

[Answers to 27 and 28:] Ces deux Questions exigeraient, pour y répondre, des
connaissances locales ou professionnelles que je ne possede pas.

29.L émission des billets doit-elle étre limitée? Convient-il de proportionner
[’émission a [’encaisse ou au capital? Toute limitation de 1’émission des billets, autre
que la limite naturelle imposée par la convertibilité, me semble déplacée. Ce n’est pas
I’émission qu’il faut proportionner a I’encaisse, mais bien ’encaisse a I’émission.

PLL v5 (generated January 22, 2010) 171 http://oll.libertyfund.org/title/232



Online Library of Liberty: The Collected Works of John Stuart Mill, Volume V - Essays on Economics
and Society Part II

DU FONCTIONNEMENT DE LA BANQUE

30.4 quel niveau doit étre maintenu [’encaisse de la Banque pour assurer la
convertibilité des billets? Pour assurer la convertibilité, I’encaisse moyen doit étre
maintenu sensiblement au-dessus de la plus forte somme de métaux précieux qui soit
jamais sortie de la Banque d’émission dans aucune crise. Quand la crise survient, si
elle est un effet de causes naturelles, et un effet naturellement limité, on peut sans
scrupule laisser écouler I’encaisse, sauf a le renouveler apres la crise. Dans 1’autre cas,
c’est-a-dire quand la crise est la débacle a la suite d’un mouvement de spéculation, il
faut prendre, dés le commencement de I’écoulement, des mesures décisives pour
défendre I’encaisse.

31.Quelles sont les causes qui tendent a diminuer ou a augmenter [’encaisse et les
moyens a employer pour en maintenir le niveau? On peut dire en termes généraux que
I’encaisse s’augmente par 1’abondance des capitaux, combinée avec une timidité
générale a I’égard des entreprises hasardeuses. Il atteint ordinairement son maximum
dans la période qui succede a une grande crise. Il diminue ensuite, & mesure que la
spéculation renait. Cependant celle-ci n’agit pas sur 1’encaisse dés le commencement,
mais seulement quand le temps est venu de remplir les engagements pécuniaires
qu’on a pris.

32.Quel est le role et quelle est la destination du capital de la Banque? Le capital
doit-il étre accru? Quels seraient les effets de cet accroissement?

33.La Banque devrait-elle aliéner, en totalité ou en partie, les rentes qu’elle posséde?
Quels seraient les effets de cette alienation?

34.Le capital des banques d’émission doit-il, en général, étre un capital de garantie
ou peut-il étre employé utilement dans les affaires de la Banque?

[Answers to 32-34:] C’est seulement comme garantie qu’une banque, soit de dépdt,
soit d’émission, a besoin d’un capital propre. Ce capital peut &tre employé dans les
affaires de la Banque sans manquer a sa fonction de garantie; mais en ce cas il a
besoin d’étre plus considérable, ayant a couvrir a la fois les risques des affaires que
fait la Banque non-seulement avec des dépots et avec des billets, mais aussi avec ses
propres fonds. On pourrait exiger de la Banque de France qu’elle réalisat son capital
pour pouvoir I’employer tout entier a I’escompte; mais une telle mesure ne donnerait,
dans un pays ou le crédit est un peu développé, aucun avantage réel au commerce; car
les sommes que la Banque retireait de la vente de ses rentes seraient normalement
puisées dans les capitaux disponibles du pays, dans ceux qui dé¢ja alimentent
directement ou indirectement I’escompte. Il y aurait déplacement, il n’y aurait pas
accroissement des fonds destinés a I’escompte. La Banque se mettrait a la place de
quelque autre, comme préteur au commerce, et cet autre se mettrait a la place de la
Banque, comme créancier de 1’Etat. La seule exception serait si les rentes cédées par
la Banque étaient achetées par des paysans, par exemple, avec des sommes provenant
de I’épargne et qui seraient restées enfouies improductivement chez eux.
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35.Quels sont pour les banques d’émission, et spécialement pour la Banque de
France, les avantages et les inconvénients des avances sur dépot? Cette Question
exigerait, pour y répondre, des connaissances locales que je ne possede pas.

36.L ¢élévation de [’escompte est-elle le seul moyen efficace de maintenirou de
reconstituer [’encaisse? L’achat d’or a I’étranger ne pourrait se payer qu’en lettres de
change existant sur le marché, ou tirées a long terme sans contre-valeur: dans le
premier cas, on ferait monter le taux du change, et I’on aménerait ainsi une nouvelle
exportation de métaux précieux; dans le second, on n’arriverait qu’a ¢loigner un peu
la sortie de I’or, sans méme 1’ajourner jusqu’a 1’échéance des billets; car 1’¢lévation
générale des prix restant la méme, il n’y aurait rien de changé dans les circonstances
qui avaient amené la crise, et une nouvelle sortie de numéraire ne tarderait pas a se
déclarer. Tous les moyens proposé€s pour maintenir ou pour reconstituer 1’encaisse, en
dehors de I’¢élévation du taux de I’escompte, me paraissent illusoires. On a proposé
I’achat par la Banque de lettres de change sur I’étranger, mais elle ne ferait par 1a que
se mettre a la place d’autres acheteurs ayant des dettes a payer a I’étranger, dettes
qu’il leur faudrait, par conséquent, acquitter en or. Ces divers expédients seraient
donc inefficaces pour protéger 1’encaisse. D’un autre c6té, le refus de la Banque
d’escompter et la limitation des bordereaux seraient infiniment plus graves pour le
commerce, en temps de crise, que la hausse la plus extréme de ’intérét. Dans celle-ci,
il ne s’agit que de payer trés-cher pendant quelques semaines le secours dont on a
besoin; mais I’impossibilité d’obtenir un secours suffisant pourrait entrainer la faillite.

37.Est-il possible de prévenir les variations de [’escompte ou de les renfermer dans de
certaines limites? 11 est impossible de prévenir les variations du taux de ’intérét, et
par conséquent de I’escompte. Elles dépendent de 1’offre et de la demande des
capitaux disponibles. Il n’y a aucun moyen de les mitiger, mais on peut les aggraver,
et c’est I’effet des régles restrictives comme celle de la loi anglaise de 1844.

38.Est-il possible d’imposer a une banque privilégiée un taux fixe d’escompte ou
méme un maximum? Imposer a une banque privilégiée soit un taux fixe, soit un
maximum du taux de I’escompte, pourrait €tre licite en droit, mais ne saurait, 2 mon
avis, étre utile a ’'intérét générale. Si I’état du marché des capitaux, en dehors de la
Banque, déterminait un taux d’intérét au-dessus de ce maximum, alors, en défendant a
la Banque de profiter de cette hausse, on ne ferait que créer un privilege en faveur de
ceux dont on aurait fait escompter le papier a un taux exceptionnellement favorable.
En supposant méme, ce qui est difficile a concevoir, qu’on pliit ménager un moyen de
partager également ce bénéfice entre tous les commergants, on ne voit pourtant pas
pourquoi I’Etat s’occuperait de donner le capital aux commergants au-dessous de sa
valeur, plutot que de donner le pain audessous de sa valeur aux classes laborieuses.

39.Quels sont les avantages et les inconvénients des petites coupures, notamment au
point de vue de la conservation de [’encaisse? Les coupures ne devraient pas étre
assez petites pour passer communément entre les mains de personnes qui, par défaut
d’éducation et d’expérience, seraient facilement portées aux paniques.

40.Quel est celui des moyens suivants de défendre [’encaisse qui présente le moins
d’inconvénients pour le commerce: élever le taux de I’escompte, refuser un certain
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nombre de bordereaux, graduer le taux de I’escompte d’apres les échéances? Voir
ma réponse a la 36° Question.

41.Le développement actuel des relations internationales entraine-t-il une certaine
solidarité entre les encaisses de toutes les banques d’émission?

42.Quelles sont les conséquences de cette solidarité? Est-il possible de la faire cesser
ou de la restreindre?

[Answers to 41 and 42:] La solidarité entre les encaisses des banques d’émission, sans
étre complete, est réelle, et plutdt un bien qu’un mal. Si elle fait sentir a chaque pays,
jusqu’a un certain degré, les crises des pays voisins, il est vrai aussi que le mal des
crises d’origine locale s’atténue en s’étendant sur un plus grand espace.
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ENDOWMENTS

1869

EDITOR’S NOTE

Fortnightly Review, n.s. V (Apr., 1869), 377-90. Headed: “Endowments.” Signed;
republished without textual changes in D&D, IV (1875), 1-24. Identified in JSM’s
bibliography as “an article headed ‘Endowments’ in the Fortnightly Review of April
1. 1869” (MacMinn, 98). No copy in Somerville College.

The variant at 618 derives from the one known MS fragment (Yale University
Library), which forms part of the collection obtained from the Sotheby sale of 27 July,
1927. Although the wording is generally close to that of the final text, the fragment is
given in full, except for cancellations. (One cancellation—*is an offence both against
liberty & against property”—is restored in the final text at 618.22-3. The
typographical error at 620.26 (“it it” for “it”) is corrected in D&D, IV.

Endowments

a few years ago, the question which required to be argued on the subject of
endowments, was the right of the State to interfere with them: not merely the right to
bring them back to their original purpose when by the corruption or negligence of the
managers it had been departed from, but the right to change altogether the application
designed by the founder. This question now scarcely needs further argument.
Discussion, and the progress of political thought, have done their work. We have
well-nigh seen the last of the superstition which allowed the man who owned a piece
of land or a sum of money five hundred years ago, to make a binding disposition
determining what should be done with it as long as time or the British nation should
last; which, after limiting an owner’s power to tie up his property in favour of
individuals to the term of a single generation, thinks it spoliation to disobey his orders
after the lapse of centuries, when their apparent purpose is connected with religion or
charity. These prejudices had nearly ceased to be formidable, even before they
received their death-blow from the triumphant passage through the House of
Commons of the proposal for disendowing the Irish Protestant Church."] Whoever
voted, or would vote, for that great measure of justice and common sense, indicates
his opinion that the jurisdiction of the State over Endowments extends, if need be, to
an entire alteration of their purposes; and even those whose political or ecclesiastical
partisanship ranges them on the other side, find it consistent with their principles to
propose alternative plans, as subversive as disendowment itself of the legal rights
vested by the endowment in collective or fictitious public persons. There is, as on all
other great questions, a minority behind the age; which is as natural as that there
should be minorities in advance of it. But with the bulk of the nation the
indefeasibility of endowments is a chimera of the past; so much so, that those who
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fought hardest against this superstition when it was alive, are now likely to find
themselves under the obligation, not of re-arguing a gained cause, but rather of
checking the reaction to a contrary extreme, which so generally succeeds the defeat of
an old error, when the conflict has been long.

Such a reaction, in fact, is already commencing. Some of the most effective and
valuable champions of State authority over Endowments are claiming assent to
doctrines which go far beyond providing for the due application to public uses of
funds given for the public benefit. Some go the length of maintaining that
endowments, or certain great classes of them at least, even when their purposes have
not ceased to be useful, are altogether an evil, as the purposes would be better attained
without them. Others stop short of this, but recommend that it should be unlawful to
make endowments for any public purpose, except through the medium, and subject to
the discretion, of the Government for the time being, or of an authority responsible to
Parliament, and to those by whom parliaments ar*ld governments are made. In a paper
in all other respects deserving of high eulogium,_Mr. Fitch—one of the men whose
personal investigations have most largely contributed to make known the abuses of
endowments—is not content with calling on statesmen to “estimate the enormous
mischief which is done in England under the name of benevolence,” and to “see the
need of a more energetic and organised supervision of all public charities,” but urges
them “to go a step farther, and, while permitting the free exercise of testamentary
rights as between persons and persons, make it illegal to devote any money to public
objects except through the agency of some recognised body, which is amenable to
public control. Is it too much to expect,” asks Mr. Fitch, “that we shall soon see the
wisdom of restraining the power of private persons to tamper with any one of those
great national interests such as education and the relief of the poor, which demand
organisation and fixed principles, and which still more imperatively demand complete
readjustment from time to time, in accordance with the supreme intelligence and will
of the nation, as represented in Parliament?”

It would be both unfair and unreasonable to impute to Mr. Fitch, as a settled
conviction, the doctrine here incidentally thrown out—a doctrine breathing the very
spirit, and expressed in almost the words, of the apologies made in the over-
centralised governments of the Continent for not permitting any one to perform the
smallest act connected with public interests without the leave of the Government. But
when such a maxim finds its way to the public under such auspices, it is time to enter
a protest in behalf of those “private persons” whose power of public usefulness Mr.
Fitch estimates so lightly, but whose liberty of making themselves useful in their own
way, without requiring the consent of any public authority, has mainly contributed to
make England the free country she is; and whose well-directed public spirit is
covering America with the very institutions which her state of society most needs, and
was least likely in any other manner to get—institutions for the careful cultivation of
the higher studies. Whether endowments for educational purposes are a good or an
evil is a fair question for argument, and shall be argued presently. But the reason by
which Mr. Fitch supports his doctrine—namely, that as education and the relief of the
poor require organization and fixed principles, no tampering with them by private
persons should be allowed—would avail equally against allowing any private person
to set up and support a school, or to expend money in his lifetime on any plan for the
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benefit of the poor. Such doctrines lead straight to making education and beneficence
an absolute monopoly in the hands of, at the best, a parliamentary majority; that is, of
an executive government making itself habitually the organ of the prevalent opinion
in the country, but liable to spasmodic fits of interference by the country’s more direct
representatives. It is hardly necessary to say that Mr. Fitch cannot intend this; but it is
those who do not intend a bad principle, but only a particular consequence of it, that
usually do the work of naturalising the principle, and making it one of the moving
forces in society and government.

While there are few things more true, under due limitations, there are few which in
the present day it does more mischief to speak unguardedly about, than the
“organisation” and “fixed principles” required in everything which aims at producing
a public benefit. It is desirable that every particular enterprise for education or other
public objects should be organised; that is, its conductors should act together for a
known object, on a definite plan, without waste of strength or resources. But it is far
from desirable that all such enterprises should be organized exactly alike; that they all
should use the same means for the attainment of exactly the same immediate ends.
And Mr. Fitch himself, as we saw, reinforces his argument drawn from the necessity
of “fixed principles,” by another grounded on the importance of unfixing those fixed
principles from time to time.

The truth needs reasserting, and needs it every day more and more, that what the
improvement of mankind and of all their works most imperatively demands is variety,
not uniformity. What is called tampering by private persons with great public
interests, as if it meant obstructing the Government in what it thinks fit to do for
public uses with the funds at its disposal, means trying to do with money of their own
something that shall promote the same objects better. It is tampering as those tamper
with the religion of the country who build nonconformist chapels. It is healthy rivalry.
If the law duly protects these private establishments against interested
misappropriation of their funds, many of them will probably do better in some
respects, some perhaps better on the whole, than institutions held to “fixed principles”
laid down by an Act of Parliament, or by the opinion of the majority. At all events,
whether they do or not, they are necessary for the just protection of minorities, whose
portion in the public interest deserves the attention of majorities equally with their
own, but is far less likely to obtain it.

All this, though its importance is seldom adequately felt but by those who are directly
interested in it, is not likely to be called in question, so far as it affects men’s
employment of their property during their own lifetime. But there is no reason “why
respect for the free agency of individuals should stop there, unless the power of
bequest itself is a nuisance, and ought to be abated. If it is right that people should be
suffered to employ what is lawfully their own in acts of beneficence to individuals
taking effect after their death, why not to the public? There is good reason against
allowing them to do this in favour of an unborn individual whom they cannot know,
or a public purpose beyond the probable limits of human foresight. But within those

limits, the more scope that is given to the varieties of human individuality, the better.
Since trial alone can decide whether any particular experiment is successful, latitude

should be given for carrying on the experiment until the trial is complete. For the
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length of time, therefore, which individual foresight can reasonably be supposed to
cover, and during which circumstances are not likely to have so totally changed as to

make the effect of the gift entirely different from what the giver intended, there is an
obvious propriety in abiding by his dispositions. To set them aside, unless at the

command of a still higher principle, is an offence both against liberty and against
property. And all that the higher principle requires is, that a term, not too distant,
should be fixed—I will not decide that it should be half a century or a century, or even
whether it should be the same for all descriptions of endowments—but a term at the
expiration of which their appropriation should come under the control of the State, to
be modified, or entirely changed, at its discretion; provided that the new purpose to
which they may be diverted shall be of a permanent character, to remove the
temptation of laying hands on such funds for current expenses in times of financial

difficulty.

I am not contending that there should be no limit to the right of making endowments,
except a limit of time. There are strong reasons against permitting them to be so made
as to tie up land from alienation. It is a matter of course that they should not be
permitted for any purpose definitely illegal. I say “definitely,” because the English
common law has a number of vague formulae under cover of which almost anything
of which the judge disapproves may be declared unlawful. But there are also
employments of money which have so mischievous an effect, that they would most
likely be prohibited, if it could be done without improper interference with individual
liberty; and such an application of funds, though the State may be obliged to tolerate,
it may be right that it should abstain from enforcing, on the mandate of the owner,
after his death. Of this sort are most of the so-called doles; indiscriminate distributions
of sums of money among the poor of a particular place or class, the effect of which
may be to pauperise and demoralise a whole neighbourhood. In such cases, until the
expiration of the term during which testamentary directions in general may be allowed
to be valid, the intention of the testator should be respected so far as it is not
mischievous; the departure from it being limited to the choice of an unobjectionable
mode of doing good to the persons, or the sort of persons, whom he intended to
benefit; as, for instance, by appropriating to a school for children what was destined
for alms. And it is important that even this minor degree of interference should be
exercised with great reserve. The State is not entitled to consider, so long as the fixed
term is unexpired, what mode of employing the money would be most useful, or
whether it is more wanted for other purposes. No doubt this would often be the case;
but the money was not given to the State, nor for general uses. Nothing ought to be
regarded as a warrant for setting the donor’s dispositions prematurely aside, but that
to permit their execution would be a clear and positive public mischief.¢

What tempts people to see with complacency a testator’s dispositions invalidated, is
the case of what are called eccentric wills—bequests determined by motives, and
destined for purposes, with which they do not sympathise. And this propensity to
count the wishes of the owner of the property for little or nothing, when they are
unlike those which we think we should ourselves have had in his place, does not stop
at public endowments, but extends to any large bequest in favour of an individual,
which departs ever so little from the common practice of the common world. But does
not this genuine intolerance of the majority respecting other people’s disposal of their
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property after death, show how great is the necessity for protection to the rights of
those who do not make resemblance to the majority their rule of life? A case of
bequest which has been much noticed in the newspapers, and of which it is still
uncertain whether it will be allowed to take effect, strikingly exemplifies this need. A
person@ left a sum of money by will to found an hospital for the treatment of the
diseases of the lower animals, particularly birds and quadrupeds. He made the mistake
of appointing as trustee for the purposes of the endowment, the University of
London—a body constituted for special objects, and which could not with propriety
undertake a duty so remote from the ends of its appointment. But can it be pretended
that an hospital such as was designed by the testator, would not be a highly useful
institution? Even if no regard were due to the animals themselves, is not the mere
value of many of them to man, and the light which a better study of their physiology
and pathology cannot fail to throw on the laws of animal life and the diseases of the
human species, sufficient to make an institution for that study not merely useful, but
important? When one thinks of this, and then considers that no such institution has
ever been established in Europe; that a person willing to employ part of his
superfluities in that way, is not born once in several centuries; and that, now when one
has been found, the use he makes of what is lawfully his own is a subject of
contemptuous jeering, and an example held up to show the absurdities of testators,
and the folly of endowments; can one desire a more conclusive evidence of what
would happen if donations for public purposes were only valid when the purposes are
consonant to the opinion of the majority? Who knows if even the Cornell University,
with its “eccentric” provision that every student attending the University must work
bodily for his living, would at present have been more than a project, if its realisation
had depended on the will of the Government, or of an authority accountable to the
majority?

Because an endowment is a public nuisance when there is nobody to prevent its funds
from being jobbed away for the gain of irresponsible administrators; because it may
become worse than useless if irrevocably tied up to a destination fixed by somebody
who died five hundred years ago; we ought not on that account to forget that
endowments protected against malversation, and secured to their original purpose for
no more than two or three generations, would be a precious safeguard for
uncustomary modes of thought and practice, against the repression, sometimes
amounting to suppression, to which they are even more exposed as society in other
respects grows more civilised. The fifty or hundred years of inviolability which I
claim for them, would often suffice, if the opinion or practice is good, to change it
from an uncustomary to a customary one, leaving the endowment fairly disposable for
another use. Even when the idea embodied in the endowment is not an improvement,
those who think it so are entitled to the opportunity of bringing it to a practical test.
The presence of such attempts to promote the general well-being by means diverging
from the common standard, keeps discussion alive, and obliges the prevailing
opinions and customs to seek support from their own merits, and not from a blind
acceptance of existing facts.

Some further observations require to be made on educational endowments, which are

in some respects a peculiar case. Of these it cannot be said, in the present day at least,
that they provide what, but for them, would not be provided at all. Education there
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would still be, and the real question is one of quality. Neither, again, has the
argument, so important in other cases, of the protection due to uncustomary opinions,
more than a limited application here. A very small minority is able to support a
private school suitable to its requirements; and it might even seem that minorities are
never in so much danger of being left out, as in the case of endowed institutions for
education, which are usually more or less bound to opinions widely prevalent, and
which, when the time has come for bringing them under the control of the State, fall
into the power of the majority. This danger is very serious, when State institutions, or
endowments under State superintendence, have a monopoly of education, or when
those who are there educated have, as they have usually had, legal preferences or
advantages over other people. But if endowed institutions, originally of a national
character, or which have become so by the expiration of the term of inviolability, are
open to all alike; and open in the only true sense, that is, with full liberty to refuse one
part of the teaching while accepting another part; minorities would enjoy all the
benefits that the endowments could give, while retaining the full power of providing,
at their own cost, any education which they may consider preferable.

The question of educational endowments resolves itself into this: Is education one of
those marketable commodities which the interest of rival dealers can be depended on
for providing, in the quantity and of the quality required? Is education a public want
which is sufficiently met by the ordinary promptings of the principle of trade? 1
should be the last to speak with sentimental disparagements of trade or its
achievements, or to imagine that the motives which govern it can safely be dispensed
with in any great department of the service of mankind. But the question is not quite
fairly stated in the disjunctive programme, “Endowment or Free-Trade.” Endowment
and Free-Trade is the thing contended for. That there should be free competition in
education; that law, or the State, when it prescribes anything on the subject, should fix
what knowledge should be required, but not from whom it shall be procured, is
essential to civil and political freedom. But will this indispensable free-trade in
education provide what is wanted, better without than with the help, example, and
stimulus of education aided by endowments?

There are many things which free-trade does passably. There are none which it does
absolutely well; for competition is as rife in the career of fraudulent pretence as in that
of real excellence. Free-trade is not upheld, by any one who knows human life, from
any very lofty estimate of its worth, but because the evils of exclusive privilege are
still greater, and what is worse, more incorrigible. But the capacity of free-trade to
produce even the humblest article of a sufficient degree of goodness, depends on three
conditions: First, the consumer must have the means of paying for it; secondly, he
must care sufficiently for it; thirdly, he must be a sufficient judge of it. All three
conditions are signally wanting in the case of national education. The first case, that
of inability to pay, now, happily, requires only a passing notice. That those who are
too poor to pay for elementary instruction, should have it paid for by others for them,
has, after a battle of above half a century, taken its place in opinion among admitted
national necessities. But the concession of this is the concession of all the rest, at least
in principle; for, if those whom poverty disables from obtaining instruction by
themselves ought to be helped to it by others, either because it is the interest or the
duty of those others to take care that they have it, why not also those in whose case
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the obstacle is not the poverty, but the ignorance or selfishness of parents? With
respect to the other two requisites—that the customer should care for the commodity,
and that he should be able to judge of it—the tale is soon told. As a general rule,
subject to exceptions, the wishes of parents in regard to the instruction of their
children are determined by two considerations. First, what will bring in a direct
pecuniary profit. Of this they think themselves judges, though most of them judge
even of this very incompetently, being unable to see how any studies, except the
direct practice of a business, can conduce to business success. Of other kinds of
instruction they neither are, nor consider themselves to be, judges; and on these their
rule of action is that by which they are guided in most other things of which they are
personally ignorant—the custom of their class of society. If we desire, therefore, that
the education of those who are above poverty, but who are not, for their own bane and
that of others, predestined to idleness, should have any better guide than an extremely
narrow conception of the exigencies of a business life, we must apply ourselves to the
other of the two levers by which those we seek to act upon can be moved; we must
introduce a better custom. It must be made the fashion to receive a really good
education. But how can this fashion be set except by offering models of good
education in schools and colleges within easy reach of all parts of the country? And
who is able to do this but such as can afford to postpone all considerations of
pecuniary profit, and consider only the quality of the education; either because, like
the English Universities, they are certain of sufficient customers, or because they have
the means of waiting many years till the time comes which shall show that the pupils
they have trained are more than ordinarily fitted for all the uses of life? The funds for
doing this can only be derived from taxation or from endowments; which of the two is
preferable? Independently of the pecuniary question, schools and universities
governed by the State are liable to a multitude of objections which those that are
merely watched, and, in case of need, controlled by it, are wholly free from;
especially that most fatal one of tending to be all alike; to form the same unvarying
habits of mind and turn of character.

The abuses of endowments are flagrant, monstrous, and wholly inexcusable. But what
funds, public or private, would not be a prey to malversation if the law took no notice
of it; or if, though the law was what it ought to be, there was no individual whose
interest and no public officer whose duty it was to put the law in force? There is
surely nothing visionary in imagining these things remedied. It cannot be impossible,
where there is the will, to prevent public funds from being diverted to private pockets.
Nor can it be doubted that the variety of endowed institutions, and the influence of the
State exerted within its proper limits, would ensure adequate provision for including
in the course of education (either everywhere or only somewhere, according to the
necessities of the case) whatever has any just claim to form a part of it. What 1s feared
is, that the teacher’s duty will be idly and inefficiently performed if his remuneration
is certain, and not dependent on pupils and their payments. The apprehension is well
grounded. But where is the necessity that the teacher’s pay should bear no relation to
the number and proficiency of his pupils? In the case of an ordinary schoolmaster, the
fees of pupils would always be a part, and should generally be the greatest part, of his
remuneration. In an university, or a great public school, even if the fees go to the
collective body, it is not a law of nature that every tutor or professor should be paid
neither more nor less than a fixed sum. Could anything be easier than to make the
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whole, or a large part, of his remuneration proportional to the number of those who
attended his teaching during an entire term, or during a year? And would it be
impossible that he should receive an extra sum for each of his pupils who passes a
creditable examination, on leaving the institution, in his particular department? The
real principle of efficiency in teaching, payment by results, is easily applied to public
teaching, but wholly inapplicable to private school speculations, even were they
subject to a general system of public examinations; unless by special agreement
between schoolmasters and parents, which also is a thing we have no chance of seeing
until the fashion can be set.

And is there any one so blind to the realities of life as to imagine that the emoluments
of a private schoolmaster have in general any substantial connection with the merit
and efficiency of his teaching? In the first place, he has a direct pecuniary interest in
neglecting all studies not cared for by the general public, or by the section of it from
whom he hopes for patronage. In those which they do care for, a little trouble goes
much farther in aiming at a mere appearance of proficiency, than at the reality. The
persons whom he has to satisfy are not experienced examiners, who take pains to find
out how much the pupil knows, and are judges of it; but parents, most of whom know
little of what is taught at schools, or have forgotten what they knew; many of whom
do not test their child’s knowledge by a single question, it being enough for them that
he has been at what is called a respectable school-—and who desire no better than to
take for granted that all is right, and that the certificates or prizes which the children
bring home from the master are the earnings of desert, not bribes for the good word of
parents. These are not the mere abuses, but the natural fruits, of the trading principle
in education; accordingly, the disclosures of the Schools Enquiry Commission[_*] have
been as damning to the character of the private, as to that of the endowed, schools.
When the pupil himself reflects, too late, that his schooling has done him no good, the
impression left upon him, if he is one of the common herd, is not that he was sent to a
bad when he ought to have been sent to a good school, but that school altogether is a
stupid and useless thing, and schoolmasters a set of contemptible impostors. It is
difficult to see, in the operation of the trading principle, any tendency to make these
things better. When the customer’s ignorance is great, the trading motive acts much
more powerfully in the direction of vying with one another in the arts of quackery and
self-advertisement than in merit. Those parents who desire for their children
something better than what the private schools afford, and do not find that something
better in the endowed schools as at present conducted, sometimes combine to form the
subscription schools commonly called proprietary. This private election, as it were, of
a schoolmaster, by a rate-paying qualification, is an improvement, as far as it goes, for
those who take part in it; but as it is only had recourse to by parents who have some
perception of the badness of the private schools, it makes the case of these last, if
anything, rather worse than before, by withdrawing that small portion of parental
influence which would really be exercised, and probably exercised beneficially. And
the worth even of the Proprietary Schools depends on that of the high public
institutions which are the trainers of schoolmasters, and whose certificates or honours
are the chief evidence, often the only tolerable evidence available, to guide the
proprietors in their choice.
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Those who make the vices of mere trading education an argument for supplementing
it by something else, are charged with ignoring the tendency which schools have, in
common with other things, to improve with the general progress of human affairs. But
human affairs are seldom improving in all directions at once, and it is doubtful if
much of the improvement that is now going on is taking the direction of trade
morality. Even in commerce properly so called—the legitimate province of self-
interest—where it is enough if the ruling motive is limited by simple honesty, things
do not look at present as if there were an increasing tendency towards high-minded
honour, conscientious abhorrence of dishonest arts, and contempt of quackery. Even
there the vastness of the field, the greatness of the stakes now played for, and the
increasing difficulty to the public in judging rightly of transactions or of character, are
making the principle of competition bring forth a kind of effects, the cure of which
will have to be sought somewhere else than in the corrective influence of competition
itself. There is more hope, doubtless, on the side of the parents. An increasing number
of them are probably acquiring somewhat better notions of what education is, and a
somewhat greater value for it. But experience proves that, of all the modes of human
improvement, this particular one is about the slowest. The progress of the bulk of
mankind is not in any great degree a spontaneous thing. In a few of the best and ablest
it is spontaneous, and the others follow in their wake. Where society must move all
together, as in legislation and government, the slowest get dragged on, at the price of
a deplorable slackening in the pace of the quickest movers; but where each has to act
individually, as in sending his children to school, and the power of the more advanced
is only that of their opinion and their example, the general mass may long remain
sadly behind.

However this may be, those cannot be accused of ignoring the improvability of
private schools, who propose the means by which their improvement may most
effectually be accelerated. Schools on the trading principle will not be improved
unless the parents insist on their improvement, nor even then if, all other schools that
are accessible being equally bad, the dissatisfaction can have no practical effect. To
make those parents dissatisfied who care but little for good schooling, or are bad
judges, and at the same time to make it a necessity for schoolmasters to pay regard to
their dissatisfaction, there is but one way; and this is, to give to those who cannot
judge of the thing itself, an external criterion to judge by; such as would be afforded
by the existence of a certain number of places of education with the prestige of public
sanction, giving, on a large and comprehensive scale, the best teaching which it is
found possible to provide.

But it is objected—and this is almost the staple of Mr. Lowe’s vigorous pamphlet@
—that injustice is done to private schools, and their improvement impeded, by
subsidising their competitors—bribing parents by the pecuniary advantages of
endowments, and enabling the endowed schools to undersell the unendowed. There
would be a great deal in this if the endowed schools were sufficiently multiplied to
supply the whole demand for schooling. But a political economist need scarcely be
reminded that the price of a commodity is determined by that portion of the quantity
required which is produced and brought to market under the least favourable
circumstances. So long as private schools are wanted in addition to public ones, there
1s no more fear of their being undersold by them, than there is lest the owners and
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occupiers of the most fertile soils should undersell those of the less productive. It may
be true that, under the present abuses of endowments, parents are sometimes bribed to
accept a bad education gratis; but the reformers of those institutions do not propose
that their funds should be employed in giving gratuitous instruction to the children of
the well-off classes, or in enabling those who can pay for a good education to obtain it
at less than its value. Such, certainly, are not the intentions of the Schools Enquiry
Commissioners, who propose a far other application of the funds of endowments than
that of artificially cheapening education to those who are able, and whose duty it is, to
pay its full price.

The endowments destined by the founders for purely elementary education were not
within the scope of the Commission: and respecting these there is no difficulty, as
they evidently ought to be applied in aid of that general plan for making elementary
instruction universal, which statesmen and the public almost unanimously agree that it
has become a duty to provide. The endowments with which the Commissioners were
concerned were those that were intended to give an instruction superior to the
elementary. These they propose should be taken, large and small together, to form,
not indeed one common fund, but funds common to each of the districts into which
the country is divided for registration purposes; each of these funds to be managed as
a whole, and made to go as far as it can in establishing good and large schools for that
district. This most judicious proposal is in accordance with one of the great
educational principles with which Mr. Chadwick has so perseveringly identified
himself—that there cannot be good teaching at a moderate expense in small schools.
In a small school the same master is obliged to teach too many things, and to teach the
same thing simultaneously to scholars differing too much in their degree of
advancement; to the detriment necessarily of some, and generally of all. The schools
proposed by the Commissioners are of three different grades, adapted not to
adventitious differences in the quarter from whence the pupils come, but to the
number of years which their parents are able and willing to spare for their instruction
before they enter into active life