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Cemmencing in the mid-1840’s the annual world output of gold
began to increase and the market price of gold, in terms of silver, began
to decline. The bonanzas from California and Australia caused silver to
appreciate rapidly, and in accord with Gresham’s Law, it disappeared from
specie circulation first in the United States and then in much of Western
Europe.

The US. reacted to the domestic consequences of the world gold
depreciation by effectively terminating bimetallism. The historic standard
had persisted for over six decades due primarily to two factors: the
purposeful overvaluation of foreign silver legal tender coins which insula-
ted a large portion of the silver money supply from treatment as bullion;
and, the tenacious grip of theoretical metallism which pervaded the monetary
theory of the era.! Because it was generally believed that a good could
not function as money without commodity value equivalent to its stated
denomination, extraordinary circumstances were required to sanction
money of nominal worth. The necessary conditions were provided by the
relative decline in the price of gold after 1848 below the mint tatio
deliberately fixed by the Jacksonian metallists in order to overvalue gold?
When silver became sufficiently undervalued as money, it vanished from

1 Davio A. MarTIN, Bimetallisms in the Vnited Stated Before 1850, Journal of
Political Economy, 76 (April, 1968), pp. 428.442.

2 Davip A. MarTiN, Mesallises, Small Notes, and Jackson's War With the BUS,
Explorations in Economic History, 11 (Spring, 1974}, pp. 227-248.
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circulation and the United States adopted a pragmatic compromise of a
subsidiary silver coinage adjunct to a defacso gold standard ?

The “fall " of gold also caused major changes in the specie circulation
of many European nations. Prior to 1849 silver composed nearly the
entire circulating metallic currency of Europe, despite the existence of
monometallic standards oaly in England, Portugal, Russia, and Holland.
As the price of silver appreciated it was exported eastward and gold was
substituted as the major component of the specie money supply?
Jevons noted that Asia became the “great reservoir and sink of the
precious metals "3

On both sides of the Atlantic the flight of silver set off a controversy
concerning the causes and proper temedies. Elaborate efforts were made
to ascertain whether gold was falling, or silver rising, and whether the
level of commodity prices was being inflated. Considerable intellectual
energies were also devoted to reforming national monetary standards. In
view of the significance of the mid-nineteenth centurv gold depreciation
on wotld metallic correncies, this paper will examine the causes and
outcome in both the U.S, and Western Europe.

Ir

The mid-nineteenth century gold depreciation was precipitated by a
dramatic increase in the world supply of gold in the 1840’s. TABLE I
shows a number of estimates of precious metal production in the first half
of the nineteenth century.

The accuracy of these estimates cannot be wverified satisfactorily
because the classic Furopean sources, such as Sootbeer, Jacob, and
Humboldt, did not provide detailed documentation which allowed careful
reconstruction of their figures® The data for world gold production in
TABLE I were originally drawn from Sootbeer”” In view of the existence

3 Davip A, MarTiN, 1853 The End of Bimetallism in the United States, lournal
of Economic History, XXX1II {December, 1973), pp. 823-844.

+ UNLTED STATES Sewate, Report of the Unmited States Monetary Commission, 1876
{Washington: Government Printing Office, 1877), p. 80.

5 W. Sraneey Jevons, Inoestigations in Currency and Finance (London: MacMillan
and Co., 1884), p. 60.

6 See ], D. Macee, The World's Production of Gold and Silver From 1493
to 19135, Journal of DPolitical Economy, 18 {January, 1910), pp. 350-2; Avcustus
SAUERBECK, Prices of Commoditics and the Prectous Metals, Journal of the Statistical
Society, XLIX (1886) reprinted in E. M. Carus-Wiison, Fissevs in Economic History,
ITI (N.Y.: St. Martin's Press, 19660, pp. 6870,

7 Aporr voN SoutBeer, Materiafien s Evlduterung wid Bewrtedung der wirt-
schaftlichen Edelmarallverhiltnisse und der Wibrungstrage (Berlin: Zweite vervollstandigte
Ausgrabe, 1886). pp. 1-3,
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TasLe
ESTIMATES OF PRECIOUS METAL PRODUCTION, 1792-1860
Es(l\_dar:in
. . : imates
Throduciion  prodoction  Russian Gold  ASGE -y QRGN ot US, Pee
(Thousands  (Thousands {Dollars) Production Production Gold
of Dollars)  of Dollars) ADollars) 3 [Dollars) Production #
(Dnllars)
1792-1800 106407 328,860
1801-1810 118.152 371,677 2617650
1811-1820 76063 224786 2,617,650
1821-1830 94479 191,444 22,518,200° 2,908,500 3,048 0003
1831-1840 134,841 247930 47,1177z0 6,361,880 18,228,650
1841 36,3931 . 32440' 7,037,143 &20,100 1,084,234
1842 36,393 32440' 9,897,072 888 810 1,554,154
1843 36,3931 32440% 13,514,712 1,198 860 2,050,850
1844 36,3931 324401 13933849 1,132 964 1,934,400
18435 36,3931 32440' 14,231,05F 1,008,327 2,016,654
1846 36,3931 32440 17544957 1,139,357 2,278,714
1847 36,3931 324401 19,130,057 882,085 1,778,170
1848 . 36,3531 324400 18,340,773 10,000,000
1849 37,000 /000 17278234 40,000,000
1850 44,450 39000 15827041 3113411, 50,000,000
1851 67,600 40,000 16044774 43431863 55,000,000
1852 132,750 40,600 14,878,812 47,708,058 60,000,000
1853 135,450 40,600 15933730 47031880 65,000,000
1854 127 450 40650 17,382.746 530,738,333 60,000,000
1855 135075 0600 17955385 57512627 55,000,000
1856 147,600 40630 18022882 52322872 55,000,000
1857 133,275 40650  188V3.131  5273%.134 55,000,000
1838 124,650 40,650 18,622,737 53,760,868 50,000,000
1859 124 850 40,750 16,752,408 47043913 50,000,000
1860 119,250 40,800 16,236.380 50411851 46,000,000

1 Annual average for period 184i-1848.
2 18221830, )
3 Converted from kilograms by the auther, not including cutpur of New Zeatand and Tasmania.
4 See Davie A, Marmin, US Geld Production Prior of the Californis Gold Rush, Explorations
in Economic History, 13 Ocrober, 19761, 46-7.
§ 1792-1830.

Sowrcer; U5, Senate, Committee on Finance. Coimage Lows of the United Staies, 1792 to 1894
{Washington: Gowvernment  Prinuing  Oftice,  1894),  102.3; Proceedings of ibe Intermationdl  Monetary
Conference, 188]1 {Woshington: Government Printing Ofiice,  1887), 56-60; U.S. Treasury Dept.. Amnual
Report of the Director of the M, 1884 (Washingion: Governcent Printing Office, 1884), 853 .
Trf;asury aﬁ)ég’pt.;s Annpal Report af the Direcior of the Mpn, 1838 (Washington: Government Printing
Office, 1 ., 181,

of contradictory estimates of unknown reliability ® Sootbeer’s figures will
be emploved as illustrative of the general trend. Although annual world
gold production data are lacking for the 1840's, the series on Russian output

8 For example, see The Bankers’ Magavine and Statistical Register, VIII {January,
1859}, p. 531; XIII (Mcember, 18630, pp. 405:-11; Wynnary Hoorer, The Recent Gold
Production of the World, Journal of the Royal Statisiical Society, LXIV (September.
1901}, pp. 415-16.
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and the authot’s estimates of pre-Californian gold production indicate that
it was rising in this decade. Consequently the new discoveries in
California and Australia added dramatically to an already rising trend.?

The discovery of gold in California was recognized immediately as a
portentous event, Commensurate with the first deposit of this gold at
the mint on December 8, 1848 a New York literary periodical reported an
“ extraordinary story” of “the new mistress - Gold” and Haunt's
Merchants Magazine stated that: " A new remarkable element has also
made its appearance, to excite speculation, and stimulate that desire for
enterprise which has long lain dormant”1° The excitement spread to
Europe soon thereafter.!! It seemed evident to contemporaries that the
massive increase in current output, compared to the existing stock, would
cause a decline in the price of gold, at least in comparision to silver.!2
For example, sandwiched between a discussion of the future development
of the British Museum and the pressing financial needs of Kew Gardens,
The Athenaeuns speculated upon “ the important practical question " of the
extent of the “ depreciation” of gold to be expected “ by the considerable
annual additions to its mass now in progress of being made .1}

These expectations also included a general rise in commeodity prlces
“similar to that which took place three centuries ago on the discovery of
the mines of Mexico and Peru”'* A British writer claimed in 1852
that “the fact that prices have greatly and universally advanced... is
notorious and it is difficult to see what other explanation can be given of

% The annual output data for California and Australia is also subject to varying
teports. For example, see The Bankers’ Magarine and Statistical Register, VIII {Dec-
ember, 1858), pp. 480-81; IX (November, 185%9), pp. 329-331; Epwarp S. MEeapg, The
Production of Gold Since 1850, Journal of Pdlitical Fconomy, 6 {December, 1897},
pp. 1-26, esp. 4-5.

W0 The Literary World, 3 (December 16, 1848), 1; Hunt's Merchants Magazine,
XX {January, 1849), 79. See also, ALrrep H. Guernsey, « Australia and Its Gold »,
Harper's New Monthly Magazine, 6 (December, 1852}, pp. 16-32. .

11 For example, see Eclectic Magazine, 32 (August, 1852), pp. 468-82; ANDRE
CocHut, « Influence De L'Or Austtialen Et Californien sur Le Marché d'Europe »,
Revue Des Deux Mondes, February, 15, 1854, pp. 804-7; North British Review, 21
{August, 1854), pp. 278.281.

12 Graphic estimates of the growth in world stocks of precious metals for the
period 1600 to 1920 are given in L. C. Wircoxen, World Prices and the Precious
Metals, Journal of the American Statistical Association, XXVII (June, 1932), pp. 130-1;
se¢ also SAUERBECK, Prices of Commodities and Precious Metals, pp. 71-2.

13 The Atheneeum, May 15, 1852, p. 544, This article drew upon an 1850 work
of Chevalier who was recognized as perhaps the leading authotity on precious metals
production,  See Mricuer CHEvALIER, Des Mines D'Argent Et D’Or, Revue Des Deux
Mondes, 16 (December 1, 1846), pp. 980-1035.

14 « The Currency Extcnston Act of Nature », Blarkwood’.f Edinburgh Magazine,
LXIX {Japuary, 1851), 9.
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it than the increased supply of ... gold (which} becomed slowly deprecia-
ted”."® Similar observations were made in U.S. and France,

Moteover thete is considerable evidence that the anticipated price
inflation did indeed occur. As Brugmans pointed out: “ Between 1809
and 1850 the overall trend was falling; the price rise... began in the
middle of the century “and was” stimulated by the discoveries of gold
in California and Australia which led to a rise in the general price level .17
While a satisfactory measure of changes in the world price level is lacking,
the extent of the inflationary spiral can be inferred from the set of
commodity price indexes shown in TABLE II.

TasLe 11
WHOLESALE PRICE INDEXES, 1840-1860

Year Unirted States England 1 France Belgium  Germany Spain Sweden 2
(1850-59=100) (1782=100) (1800=100) (1913=100)  (1S13=1001726-50=100) (1914=100}

1840 249 87 135 1 80 81 68
1841 92.7 85 134 92 78 78 &9
1842 B0.8 75 131 . 89 78 82 70
1841 75.1 71 izZ1 - 82 773 - 30 66
1844 780 69 118 71 76 76 62
1845 818 74 121 79 82 73 63
1846 825 74 129 87 88 83 67
1847 92.5 78 136 96 97 92 69
1548 8.4 68 112 80 76 89 67
1849 81.5 64 I11 77 70 75 66
1850 90.6 64 111 33 71 76 66
1851 86.5 66 110 30 73 80 67
1852 87.6 65 119 73 82 78 69
1852 95.9 74 13% 39 92 73 72
1834 1027 83 148 97 100 )l 77
18535 109.6 80 154 100 105 86 82
1856 10%.5 82 156 101 105 96 91
1857 118.5 85 151 99 101 98 91
1858 98.2 76 137 97 91 83 81
1859 101.3 77 137 91 89 97 77
1860 99.6 79 144 94 94 95 80

1 Index of 40 Commeodity Prices.
2 Cost of Living Index.

Sources: Joint Economic Committee, Historical and Comparative Rates of Production, Preductivity,
and Prices - Part 1T (Washington: U.5. Government Printing Office, 1959), pp. 394-7. W. STANLEY JEVONS,
Investigations in Currency and Finance {London: MacMillan and Co., 1884), pp. 142.530; Briaw R. MITCHEL,
European Historical Searirtics 1750-1970 (N.Y.: Columbia University Press, 1975), pp. 13642

15 « Gold Discoveries », The Quarterly Review, XCI {September, 1852), pp. 535, 539,

16 « Gold », The Bankers' Magazine and Statistical Register, II (April, 1853},
p- 767; Leon Faucuer, De La Production Et De La Démonétisation De L'Or, Revus
Des Deux Mondes {August 15, 1852}, pp. 708-760.

i7 1. J. BrucMans, Economiic Fluctuations in the Netherlands in the Nineteenth
Century, in F. CrouzeT, et al., eds., « Essays in European Fconomic History 1785-1914
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The price indexes shown in TABLE 1l indicate that commodity
prices rose in the early 1850's by a fairly modest amount which was
probably less than what contemporaries expecied. Jevons calculated that
London commodity prices in 1854 were about twenty percent above the
average in the period 1843-50. In 1857 they reached a decade peak of
128.8 percent of the 1845-30 level.® Alternatively, he calculated that
by 1857 they reached 132 percent of the level prevailing in March, 1849.7
A recent American study shows that U.S. prices rose about seventeen
percent between 1851 and the decade peak in 1857.%

The price inflation also took place on the Continent although the
general outcome is less certain due to the absence of comprehensive price
indexes for most countries. However, in addition to the modern indexes
shown in TABLE II, there is also available a large amount of information
on some commoadity prices in other countties which shows the same partern.
In Copenhagen, the price of rye increased from 141 in 1841-50
(1819-30=100) to 194 in 1851-60. During the same periods, the price
of barley increased from an average of 150 to 218, and oats from 145 to
208. In Hamburg, the price of wheat increased from 129 in 1846-50
{1826-30=100) to 143 in 1851-55 and 152 in 1855-60. During the
same periods, the price of rye changed from an average of 131 1o 168 to
167, the price of barley from 135 to 163 to 184, and the price of oats
from 138 to 144 to 176. In Konigsberg, the price of wheat and rye
more than doubled berween the mid-1840’s and mid-1830°s. In Udine,
the price of maize was sixteen percent higher in 1851-60 than in 1841-50.
In Berne, the price of common bread was forty percent higher in the mid-
1850’s than in the mid-1840's® A modern study of whear prices in
Holland shows about a fifty percent increase between 1850 and the

{N.Y.: $t. Martin’s Press, 1969), pp. 131, 133. This view is also supported by WaLTER
B. SmitH and ArtHUR M. CoLe, Fluctuations in American Business, 1790-1860 (Cam-
bridge: Harvard University Press, 1935), p. 90. The long decline in British prices from
the end of the Napoleonic Wars o 1850 is reviewed in M. W. Funn, « Trends in Real
Wages, 1750-1850 », Economic History Review, XXVII {August, 1974), pp. 400, 403,

18 Tevowns, Investigations in Currency and Finance, 47, pp. 1449,

1% Tevons, Investigations in Currency and Tinance, 153, 153, The U.S. Monetary
Commission reported that: « In the twenty-five years between 1850 and 1876 the money
stock of the world was more than donbled and yet at no time during this period was
the general level of prices raised more than eighteen percent above the general level
of 1848 ». Report of the U.S. Mowetary Commission, 1876, 51.

20 Puitip CoerHo and JAMES SHEPHERD, Differemces fn Regional Prices: The
United States, 1851-1880, Journal of Economic History, XXIV (September, 1974}, p. 569.

2l Proccedings of the International Monetary Conference, 1881 (Washington:
Government Printing Office, 1887}, 62-5. The price data provided have been converted
to an index basis by the author. MicoaerL G. Muiwnain, The Dictionary of Statistics
{London: George Routledge & Sons, Lid., 1899), pp. 483.7.
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mid-decade, with a decline to the 1850 level by 1860.%# Another recent
study indicates that a price index of twenty-three groups of goods and
services in France rose from 115.2 in 1835-44 (1905-13=100) to 119.0
in 1845-34 and 127.0 in 1853-642* An allied piece of corroborative
evidence is supplied by the approximate fifty percent increase in Egyptian
cotton prices at Alexandria between the average of 1845-30 and the decade
‘peak in 18567

If the impact of rapidly increasing gold production raised the general
price level, it also reduced the real value of both precious metals as money.
But under bimetallism the precious metals were also commodities and an
increase in the supply of gold relative to silver caused the market price
ratio of silver to gold to fall precipitously from the 1840’s onwards. This
decline is shown in Chart 1.

The fall in the market price ratio of silver to gold from a high of
1592 in 1843 to a low of 1519 in 1858 upset the various national
bimetallic mint ratios which reflected the earlier higher price of gold.
This placed great pressure on the bimetallic countries to alter their
standard or allow cheaper gold to displace dearer silver from specie
circulation. This flaw in bimetallism was well known and therefore the
influx of gold prompted an international debate upon proper policy.

II1

In the United States, the rapid increase in the supply of gold quickly
resulted in a premium on silver coin which vanished from circulation.
Most observers agreed with Robert Hare, M.D. and Professor of Chemistry
in the University of Pennsylvania, that * gold ... has fallen, silver has
risen”.? However, while Hare favoured issuing undenominated “metal-
lic tokens” to replace bimetallism, two other solutions were wusually

22 BruGMANS, Economic Flurinations, pp. 146.7.

23 TrvoMmIR . MarkovircH, Les sectewrs dominants de indusirie  Frangaise,
Analyse et Prevision, 1, 1966, pp. 161-173 reprinted in Ronou Cameron, ed., Essays
in French Ecomomic History (Homewood, ll: Irwin, 1970), p. 244. Similar trends
are shown in LENNART JOrBERG, A History ef Prices in Sweden, 17321914, 1 (Lund:
C.W X, Gleerup, 1972); ]. SarDa, Spanish Prices in the Nineteenth Ct’mwv Quarterly
Journal of Economics, 62 (November 1957), pp. 143-39.

24 Manmious L DarwisH, Note on the Movement of Prices of Egypiian Cotlon,
1820-1899, L'Egypie contemporaine, XXXII {1931) reprinted in CHarLes Issawr, ed.,
The Economic History of the Middle Egst 1800-1914 (Chicago: Univetsity of Chicago
Press, 1966), p. 448.

25 Hants' Merchants Magazine, XXVI1 {lcly, 1852), p. 65.
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Sources: US. Senate, Committee on Finance, Coinage Laws of the United States, 17192 o 1894
{Washington: Government Printing Office, 1894), p. 108,

advocated: silver monometallism or a gold standard with subsidiary silver
coins. In general, proponents of the former, such as economist George
Tucker, argued that gold had fallen and that silver was the historic
curtency while the gold standards claimed that silver should be used
only in fiduciary status and that the U.S. should adopt the English monetary
standard. The American debate took place in the early 1850’s centred
primarily upon altering the bimetallic standard, and was little concerned
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at this time with the relationship of the money supply to output and price
levels %

“In France, Michel Chevalier led the argument throughout the 1850’s
that the increased supply of gold had expanded commerce but would also
eventually result in a rise in prices. According to Chevalier, the “fall™
of gold had been delayed by the © parachute” effect of the French
bimetallic law by which “gold is imported into France in mass, and takes
the place in circulation formerly filled by silver, which disappears, because
it is profitable to come from abroad to barter gold for silver”. Conse-
quently the wotld demand for gold as money had grown in accord with
the increased supply. But the total money supply had not grown
rapidly because silver had been displaced from circulation to commodity
status,  Although Chevalier was a silver monometallist, he opted for an
expedient solution to the flight of silver similar to the plan advanced by
Dr. Hare#

In Britain, the anti-deductive economists such as Tooke and Newmarch,
were attempting to prove by adducing empirical data that silver
had not fallen relative to gold and that the price level had not risen.
They argued that the increase in gold had been absorbed through increased
demand for money as a result of the “vast and extraordinary increase...
in every branch of industry” and * retail and local trade”. Newmarch
claimed that “the augmentation of circulation has followed and not
occasioned the increase of trade, wages, and prices "2

However, the assertion that a huge increase in gold money would not
result in an inflation seemed preposterous to the orthodox British

26 A continuing dialogue on coinage reform was published in Hunmt's Merchants
Magazine. See Editorial, XXVI {May, 1852), pp. 600-3; Georce Tucker, Cdifornia
Gold: With Reference to the Relative Value of Gold and Silver, XXIV (January, 1851),
pp. 2022; Georee Tucker, Our Metallic Currency, 3XVIL (August, 1852}, p. 178;
StepHEN CorwrlL, Mowey of Account - Its Nature and Functions, Pr. 11, XXVI (May,
1852), pp. 355-6; The Currency - Gold and Sdver, XXV (March, 1852), p. 32; Ricuaxp
SuLLey, Money and the Measure of Value, XXIX (November, 1853), p. 381, The
impact of the expanded supply of gold upon the level of economic activity attracted
American attention after a debate began abroad. See Josepw 5. Crawrey, The Theory
of Financial Expansions, « The Bankers’ Magazine and Statistical Registrar», IX
(November, 1859), pp. 334-344; Credit Currency and Precious Metals, IX (December,
1859), pp. 417-424.

27 MicHAEL CHEVALIER, On the Probable Fall in the Value of Gold (1859) (N.Y.:
Greenwood Press, 1968), 74, 75, 62, 151, 169. This book was a series of essays which
wete published in the « Revue Des Deux Mondes » (October 1, 1857), (October 15,
1857}, and (November I, 1857).

2B W, NewmarcH, London Morning Chronicle, July 1853, reprinted in « The
Bankers’ Magazine and Statistical Register », I1I (November, 1853), p. 384. This view
was subsequently defended by L.C. HunTer, Mill and Cairnes on the Rate of Interest,
Oxford Economic Papers, IT {February, 1959}, p. 80.
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economists. In the late 1850°s John E. Cairnes used classical monetary
theory to claim that the new gold supplies explained the subsequent rise
in prices and fall in the value of money.?® Jevons, in several pioneering
works in economic statistics published in the early 1860’s, concluded that
* the prices of materials of manufacture, and most other articles had been
continually falling ... from 1820 ... to 1850 " because “ the supply of the
precious metals did not keep pace with the demand”. But after
California “ they turned upwards in a sudden and decided manner ... He
who allows prices to have risen since 1850, but denies it to the effect of
the gold discoveries, must point out something else in the progress of
industry since 1850 entirely different and contrary to the progress before ™.
Jevons also concluded in 1865 that silver prices had risen less than general
commodity prices and therefore silver had also " fallen” (by about six
percent) versus about twenty percent for gold® While Jevons' analysis
remains impressive, Bezanson has pointed out that cyclical economic factors
and railitary adventures also influenced commodity prices in this period.!

v

In retrospect the influx of gold did not have the impact upon prices
which contempories anticipated based upon the experience of Spanish
American silver. This is mildly surprising given the huge increase in
gold production dutring this period. Socotbeer estimated that the ratio of
silver to gold metallic money in circulation in 1850 was 2.9 whereas in
1860 it was only 1.1.2 The reasons why gold did not depreciate further
are closely related to the core of the Chevalier - Newmarch - Jevons debate.

As the supply of gold increased, there was also an increase in the
demand. The rise in the market price of silver resulted in an increase
in the monetaty demand for gold in the bimetallic countries. The demand
for gold also increased on both sides of the Atlantic due to the higher levels
of economic activity which ensued. Consequently the price of gold did
not collapse as the supply expanded rapidly. Moreover the rise in the

2% The debate between Tooke-Newmarch and Cairnes over the impact of gold
discoveries is reviewed by Micuaer D). Boroe, Jobu E. Cairnes on the Effects of the
Australian Gold Discoveries 1851-73: Anm Application of the Methodology of Positive
Economics, « History of Political Economy », 7 {Fall, 1573}, pp. 339, 355.7.

3 Jevons, Investigations 46, 39-61, 109-11, 138. This conclusion was later
confirmed by Sauerbeck, see E. 5. MeapE, Gold and Silver in Terms of Commodities,
« Journal of Political Economy », 5 (March, 1897), p. 247.

31 ANNE G. Bezansown, er. al., Wholesale Prices in Pbhiladelpbia, 1784-1861, 1
{Philadelphia;: University of Pennsylvania Press, 1938}, 9, p. 238.

32 Saverseck, Prices of Commoditics and Precious Metals, p. 72.
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market price of silver was restrained by the conversion of monetary silver
to commodity status.

Thus on balance, the market price of silver rose modestly and gold
did not depreciate to the extent expected by contemporaries. The actual
outcome was well described by Savuerbeck:

The enormous supply... added considerably to the existing stock of gold, and
many people therefore expressed the opinion that the value of silver would
rise... The effect was in the end just the reverse ro that expected. Prices
of commodities had rtisen owing to gold production, general trade had ex-
panded enormously, and the consequence was a greatr addition to the wealth
of the world. With greater wealth and higher prices, gold forms a more
convenient medium of exchange, and as it seemed that there was enough gold
in the world a tendency arose in many countries to substitute a gold currency
for silver.3?

But the depreciation of gold did result in the commodization of silver
in the countries on bimetallic standards. As a premiuvm appeared on
silver money it disappeared from circulation and a silver coin shortage
arose.

In the United States silver had flowed into the country on a fairly
regular net basis until 1847. Thereafter silver exports exceeded imports
until the coinage laws were altered in 18533 The net export demand
for silver from the U.S. was accentuated by a number of additional factors
coincidental with the depreciation of gold. As price inflation became a
reality in Europe for the first time in a generation, silver began to be
hoarded as a hedge. Several European nations were also attempting to
amass it for military needs in Western Asia. Yet another demand came
from some smaller countries which demonetized gold and adopted silver
monometallism. Moreover, at the same time the output of Mexican
silver declined. _

The demand fot export silver began to attract attention near the end
of 1848.  Hunt’'s Merchants Magazine reported that ** the demand for
specie, silver more particularly, for the continent of Europe is large”. In
eatly 1850 it reported large exports of silver to London en rowte to the
Centinent.?®*  During 1850 silver exports to India also became important.®
In June, 1850 Hunt's noted that: * Considerable amounts of silver are

33 SavERBECK, Prices of Commodities and Precious Metals, p. 69.

34 U8, Treasury Dept., Annual Repor: of the Director of the Mint, 1896
{Washington: Government Printing Office, 1897), pp. 282, 284. )

3% Hunt's Merchants Magazine, XX (February, 1849), p. 194; XXII (February,
185), p. 202

3 Thnomas S. Berry, Western Prices Before 1861 {Cambridge: Harvard Uni-
versity Press, 1943), p. 489,
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coming in from the West and the South. The demand for silver for
France is firm, but the supply more than meets it”, As the year ‘wore
on, larger exports were recorded”” Two vears later it was reported
* that silver coin has become scarce” due to “increased demand for the
export of specie to Europe " because “some changes in the relative value
of the two metals created a demand upon the Continent for silver, ar the
expense of gold " By the end of 1852 silver coin, domestic or foteign,
had virtually disappeared from circulation under a market premium on larger
prices which exceeded four percent. After a protracted discussion of the
causes of this outcome, a-subsidiary silver coinage was adopted in February,
1853 which terminated defacto bimetallism in the US. However the
az ount of silver which went into circulation under the new law was
greatly enlarged.®

The circumstances in Europe were quite different. The bimetallic
law of France served, in Chevalier’s felicitous term, as a “ parachute”
which tetarded the fall in the market price of gold. The coin ratio in
France was established at 15.5 t0 1 in 1803 but due to seigniorage charges
the mint ratio was 15.69 from 1803 to 1835, 15.626 from 1853 to 1850,
and 15.586 from 1850 to 1854.% Since gold was overvalued as money,
in the first half of the nineteenth century France had a circulating specie
medium of exchange composed almost exclusively of silver. However by
November, 1850 the world price of gold had fallen below the French mint
price and silver specie became available only at a premium. It thereafter
became cheaper to discharge debts in France in gold and to pay silver to
cover foreign balances*’  Since France was the most important bimetallic
nation, it undoubtedly served to maintain the value of gold which became
a net import after 1848, while concurrently channeling silver to markets
of higher value As late 1848 gold coin in circulation was virtually
nonexistent in France. The coinage of gold in the period 1845-49 was
only fourteen percent of silver. However during the next five years, gold

37 Huni's Merchants Magezine, XXI1 (June, 18350), p. 642; XXIII {September,
1850), p. 322; XXIII (October, 1850}, p. 435.

3B Hunt's Merchants Magazine, XXVII (October, 1852}, p. 465.

3% The causes and outcome of this process is described in detail in Davip Al
MarTiv, 1853: The End of Bimetallism in the United States, « Journal of Economic
History ».

40 1J.S. Senate, Proceedings of the International Monetary Conferemce of 1878,
pp. 686-7.

41 CuevaLIER, On fthe Probable Fall in the Value of Gold, pp. 62-63; ANDREE
Cocuur, La Refonte Des Monnaies De Cuivre, « Revue Des Deux Mondes» (May 1,
1852}, p. 561.

42 Jevons, Investigations in Currency and Finance, pp. 60, 304,
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Tasre 111

IMPORTS AND EXPORTS OF SPECIE TO AND FROM FRANCE. 1840-18&0
tmillions of francs}!

Gold
Exports Imports Excess
Year Bullion Cain Total Builion Cuin Total Imports Expors
1840 10 49 59 1 5 10 19
1841 4 11 15 7 13 20 - 3
1842 2 b 8 12 8 20 12
1843 3 7 10 26 25 31 41
1844 2 3 3 5 & 11 &
1845 3 2 5 13 6 15 14
1846 4 4 8 12 b 17 9
1847 3 16 21 g 25 34 13
1848 5 39 44 3 3 (3 38
1849 5 7 12 1 ;) 6 6
1850 30 31 61 32 12 44 17
1851 22 94 1146 14 17 3 83
1852 19 40 59 11 i1 42 17
1833 261 38 319 6 24 30 289
1854 368 113 481 9 36 &5 416
1853 275 106 381 5 138 163 218
1856 273 192 465 1 89 20 375
1857 251 278 569 3 120 123 446
1858 233 301 554 1 65 66 488
1859 358 369 727 5 183 188 339
1860 279 191 470 32 127 159 311

1 See also: United Stares Treasury Dept., Awmual Repor! of the Director of the Min, 18%
{(Washington: Goverament Printing Office, 18%), pp. 290-291.

Sowurcer: Henry Papker Woris, A Hinory of the Lavin Mometary Union (Chicage: The University
of Chicago Press, 19011, pp. 2-3.

coinage was 510 percent larger than silver® Not since 1795 had less
silver been coined than in 18544 The cheaper gold displaced the dearer
sitver and resulted in its export. The “ parachute” effect of the French
bimetallic law in shown in TABLE IIIL

While France accepted de facto gold monometallism, other European
nations reacted differently to the pressures upon their circulating specie
money from the depreciation of gold. Portugal, which had raised its
bimetallic mint ratio to 16.5 to 1 in 1847, adopted gold monometallism

43 Henry P. Wiiris. A History of the Latin Monetary Union {Chicago: Uni-
versity of Chicago Press, 1901}, 4, pp. 301-306.

4 H. Parker Wiruis, The Operation of Bimetallism in France, « Journal of
Political Economy », 3 (June, 1873), p. 361
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Sitver
Imports Exports Ex&ess
Year Bullion Coin Tora! Bullion Coin Total Tmpores Exports
1840 21 139 160 27 37 64 96
1841 19 151 170 16 37 53 117
1842 2% 109 138 11 35 46 92
1843 39 118 157 9 45 54 103
1844 44 107 151 18 31 69 82
1845 46 113 159 14 55 a9 90
1844 26 81 107 14 46 &0 47
1847 49 89 138 17 o8 83 33
1848 39 194 233 1 18 19 214
1849 62 225 291 3 44 47 244
1850 25 130 155 10 72 82 73
1851 21 138 179 33 68 101 78
1832 22 158 180 28 155 183 3
1853 17 96 113 41 * 189 230 117
1854 12 88 100 73 191 264 164
1855 43 78 121 77 241 s 197
1856 12 98 110 139 253 94 284
1857 i8 80 98 152 306 458 360
1858 15 146 161 98 78 176 15
1859 12 199 211 150 192 382 7
1840 12 119 131 146 142 288 157

in July, 1854.% Spain, which had lowered its bimetallic ratio to 15.77
to 1 in 1848, opted to rerain bimetallism by lowering the ratio o 15.48
in 1854% Switzerland, which had adopted the French silver Franc as the
legal unit in 1850, extended legal tender to gold coins in 1860.# Holland
had operated under bimetallism at 1587 to 1 from 1816 to 1847 when
it adopted a silver standard which subsequently resulted in a great decline
the availability of specie.® Belgium employed a silver currency until
March, 1847 when it adopted bimetallism at 15.83 to 1. Under pressute
from the depreciation of gold it proclaimed a silver standard in December,
1850 and even demonitized Belgium gold coins in 1854, However, silver
coinage was terminated in 1854 and Belgium, along with Holland, was
reduced to a specie currency of underweight French silver coins.®

¥ Proceedings of the International Monetary Conference, 1881, pp. 277-28D.

46 U.S. Treasury Dept.,, Awnual Report of the Director of the Minr, 1895
{Washington: Government Printing Office, 1895}, p. 449.

7 U.S.Senate, Proceedings of the International Maonctary Conference of 1878
{Washington: Government Printing Office, 18791, p. 190.

U, S. Senate, Proceedings of the Intermational Conference of 1878, p. 185

¥ Wiriis, History of the Latin Monetary Union, pp. 13-21; Vicror Lanjanius,
Nowwelles Researches Sur La Question De L'Or, « Revoe Des Deux Mondes » (July 1,
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Some of the silver coin which disappeared from circulation in the
United States and Western Europe moved eastward to the German states,
Austria, and Russia where silver coinage remained high® Silver also
moved to England, which had adopted the gold standard with a subsidiary
silver coinage in 1816. However, as shown in TABLE 1V, silver tended
to move through England to Asia?!

TasLe IV

VALUE OF NET IMPORTS OF GOLD AND SILVER INTO THE
PRESIDENCES OF BRITISH INDIA, 1835-1860!

Excess of Imports Eaxcess of Imports
Year of Gold of Silver

[pounds sterling) (pounds Srerling)
1835-1836 325918 1,611,896
1836-1837 419,724 1,338 882
1837-1838 430,870 1,966,944
1838-1839 258,925 2,645,130
1839-1840 226643 1,650,471
1840-1841 137,312 1,401,670
1841-1842 163,623 1,283,228
1842-1843 211,161 2,952,445
1843-1844 406,523 3,696,041
1844-1845 710,100 1,988,562
1845-1846 544,476 932,490
1846-1847 846 949 1,378,245
1847-1848 1,039,116 494,191
18481849 1,348 918 313,504
18491850 1,116,993 1,273,607
1850-1851 1,153,294 2,117 225
1851-1852 1,267,613 2,865 357
1852-1853 1,172,301 4,605,024
1853-1854 1,061,443 2,305,744
1854-1855 731,000 25,600
1855-1856 2,506,245 8,194,375
1856-1857 2,091,214 11,073,247
1857.1858 2,783,075 12,218,948
1858-1859 4426453 7,728,342
1859-1860 4,284,234 11,147,563

1 These Kgures were obrained by the Consul Geperal of the United States at Caleottz from the
Government of Indis, Dept, of Finance and Commerce, on April 21,0 1890, ser also, estimates in W,
STanLEy Jevows, Taecsigations di Cwrvency amd Fingpee (Lomdon: MaceMillan and Co., 18841, p. 141,

Soereer: United  Stawes lreasure Tept., Awenad Bepert of  the Director  af  the  Minr, 188D
{Washington:  Government Prineing (Wlice, 18871, pp. 270-29),

18333, pp. 134-3. Annual coinage data for Belgium, 1832-1885, in given in U.S. Treasury
Depe., « Annual Report of the Mint, 1886 », pp. 195-6.

W Hunt's Merchamts Magazive, XXXTIT (November, 18331, pp. 614-15.

31 Data for 1852.59 in given m FRascls Jourpawn, The Effect of the Gold Supplies
on the Foreign Exchanges Between the United Kingdom and Foreien Coutries, and on
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Testimony to Parliament indicated that very large net amounts of silver
were also shipped to China from Europe in the middle and late 1850°s.%2

Iv

The net export to Asia of precious metals, especially silver, was not
unique to the 185Q°s.  Jevons claimed that “in the middle ages it relieved
Europe of the excess of Spanish American treasury””® A recent study
shows that in the eighteenth century the drain of silver was a compensating
payment off-setting the large trade surplus which was the result of the
absolute difference in commodity price levels between Europe and Asia.™
Sootbeer calculated that about forty percent of total gold and silver
production for 1810-29 moved to India and China and British records
show that more than £ 400 million (two-thitds in silver) drained to India
from 1835 to 1890 At the beginning of the twentieth century, the
foreign concession areas of China still showed a large net import of specie,
especially of silver

But the quantity of silver exports to Asia did increase dramatically
in the 1850’s. Chevalier attributed the expansion “in great part” to the
“fall of gold” but also to the “sudden demand for this metal for
exportation to the remote East” due to the prohibition of opium imports
into China, civil disturbances in India, and larger net imports of
commodities into FEurope.” In contrast, Jevons rejected the thesis of
“ some excellent writers " that the drain was due to an imbalance of trade
and concluded that the depreciation of gold was “ the cause of the Eastern
drain” 3 This controversy could be settled conclusively if the price of

the Price of Silver, « The Bankers’ Magazine and Statistical Register», X {August,
1851), p. 112.

52 1, Lawrence LavcHrin, The History of Bimetallism in the United States
(N.Y.: D. Appleton Co., 1894}, p. 252. According to H. MicHeL, From 1850 to 1857
Europe semt east some £ 57000000 worth of silver, nearly twice as nmuch as she
received from the producing vountries. The Gold Standard in the Nineteenth Century,
« Canadian Journal of Economics », 17 {August, 1951), p. 371.

53 Jevons, Imvestigations in Currency and Fimance, p. 63.

54 K.N. Cuauouurt, The Economic and Monetary Problem of Euwropean Trade
with Asia During the Seventeenth and Eighteenth Centuries, « Journal of European
Economic History », 4 (Fall, 1975), pp. 326-7.

5% MucuaLL, Dictionary of Statistics, pp. 306-309.

5 Francrs B. Fomrpes, Some Statistical Problems Connected With the World's
Stack of Gold, « Journal of American Statistical Association », 77 (March, 1907}, p. 229.

57 CuevaLier, Ou the Probable Fall in the Value of Gold, pp. 64-73.

58 Tevows, Investigations in Currency gnd Finance, 63, A similar issue concerning
the US. for this period is also unresolved. See Thomas D, WILLETT, Imternational
Specie Flows and Amertcan Monctary Stability, 1834-186(), « Journal of Economic
History », XXVITY {March, 1968), pp. 47-9.
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silver in both areas could be compared and sufficient evidence could be
amassed to ascertain the East-West net balance of trade. Since that is
not possible, other evidence must be considered.

The average annual London price of silver in sterling moved modestly
upward in an irtegular fashion from the late 1840’s through 18597 It
is also known from bill of exchange data for Shanghai and Bombay in the
1860’s and Calcutta for the period 1834 to 1862 that the percentage
fluctuations in the annual rates were large compared to European exchan-
ges. These wider fluctuations occured because in this period prior to
telegraphic communication bankers and merchants could not forcast well
the need for silver in places “ very remote from the centres where silver
could be obtained in considerable quantities”® From this evidence the
following scenario may be inferred.

As gold supplies increased, the world price of gold depreciated. The
result in the bimetallic countries was the commodization of silver which
disappeared from specie circulation. It moved eastward as a trade export
to pay net foreign bills because it could be purchased with cheaper gold
coin. The outcome was to raise price levels in Asia in the same manner
that new gold raised commodity prices in the West. (In 1853 the British
India government reacted to the fall in the value of gold by refusing to
accept it for public payments)®® Because the changes in the price levels
were not perfectly synchronized, specie flows to the East were enlarged
in the 1850s and high and unstable rates of exchange prevailed between
Europe and Asia. Since Europe undoubtedly had a net trade deficit
which was enlarged by coincidental military and political circumstances in
the East, tising and/or unstable bill rates of exchange should have resulted
in expanded net exports of precious metals, especially silver which was
undervalued as money in the West. In general, the evidence shows that
the degree of fluctuations in bill rates of exchange varied inversely with
bullion retained in Europe. Therefore it can be surmised that the special
European needs for precious metals in Asia made exchange more expensive
and resulted in specie exports, primarily in silver, Wh.lch eventually caused
“the rate of exchange to subside.

v

It can now be seen that the circumstances which led to the demise of

bimetallism in the U.S. had a worldwide effect. The wvarious national

32 Hunt's Merchants Magazine, XL (August, 1839}, p. 371.

6 J. Barr RoBERTSON, Some Statistics Bearing Upon Bimetallism, « Journal of the
Royal Statistical Society », LVIII (September, 1859}, pp. 443-4.

81 Bankers’ Magazine & Statistical Register, 11 (Apiil, 1853), pp. 763-66.
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metallic standards proved sufficiently flexible and/or amenable to allow
very large amounts of new gold to go into circulation primarily in England,
France, and the United States and also to channel the redundant silver to
other countries. Consequently a dramatic price inflation was averted and
the impact of the enlarged money supply was substantially upon the level
of output.

This somewhat unexpected outcome confused the issue concerning the
viability of bimetallism. While most Classical economists were convinced
at mid-century that bimetallism was unworkable and should be replaced
by the gold standard, the ability of France to weather the gold bonanzas
provided a historical example of the survival power of the double standerd.
When the citcumstances were reversed in the last portion of the century
and silver depreciated rapidly in terms of gold, the proponents of silver
cited the French experience and recalled that the Americen conversion to
subsidiary silver had preserved the legal bases of a bimetallic unit for
restoring the double standard, The same issues were again discussed
demonstrating further that the hold of metallist dogma should not be
underestimated when seeking to understand nineteenth-century monetary
standards. -
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